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TOYOTA  CAMRY 


PERFECTLY  STUNNING 

Form  follows  function  at  a  rapid  pace. 
Smart  and  stylish,  Camry's  fluid  lines 
are  the  result  of  wind-tunnel  engi- 
neering, functional  as  well  as 
contemporary. 


PERFECTLY  COMFORTABLE 

Camry  LE  seats  five  adults  in  deeply 
cushioned  velour  comfort.  Driver's  seat  is 
7-way  adjustable  for  tailored  fit.  Plenty  of 
room  for  luggage,  too— 15.4  cu.  ft.  trunk. 


NEW  CAMRY 

AMERICAS  MOST  TROUBLE- 
FREE  CAR  MOVES  CLOSER 
TO  PERFECTION. 


The  all-new  Toyota  Camry  is  here.  And  perfection  is  within 
your  reach. 

Camry  has  established  its  reputation  as  the  most  trouble-free 
new  car  sold  in  the  U.S.*  And  the  1987  Camry  is  even  more 
impressive. 

An  efficient,  new  16-valve  engine  provides  more  responsive 
'  performance,  improved  acceleration  and  effortless  highway 
cruising.  A  refined  suspension  makes  the  Camry's  ride  quiet  and 
more  comfortable.  This  front-wheel  drive  Camry  is  designed  for 
total  customer  satisfaction  and  built  to  achieve  it.  So  is  the  all- 
new  Camry  Wagon . . .  even  more  of  a  good  thing. 


How  Bell  &  Howell  document  control  systems 
boost  cash  flows. . .  and  earnings. 


When  payables  teeter  while  receivables  totter,  cash  flows  red  and 
earnings  suffer.  You  know  that. 

But  did  you  know  that  Bell  &  Howell  offers  a  one-of-a-kind  document 
control  system  that  makes  that  impossible? 

Our  system  synchronizes  payables  and  receivables.  It  determines 
which  bills  to  pay  first  automatically  so  your  money  spends  more  time 
working  for  you. 

And  your  cash  flows  smoother. 

And  your  earnings  get  bigger. 

What's  more,  we'll  tailor  our  system  to  meet  your  particular  needs. 
And  we  'II  re-tailor  it  as  your  needs  change. 

The  bottom  line  is,  a  Bell  &  Howell  document  control  system  can 
make  a  real  contribution  to  your  bottom  line. 

So  let  us  design  one  for  you. 

The  process  starts  with  a  day-long  analysis  of  your  current  cash 
flow  situation  -  done  by  our  specialists  -  and  all  it  takes  to  make 
that  happen  is  a  call  to  1-800-CASH  FLW. 

PS.  If  you  live  in  Illinois,  call  (312)  676-7900  collect. 


I C  the  best  connection  for 
L3  the  growing  Southeast. 


In  the  next  ten  years,  the  population  of  the  nine- 
state  BellSouth  region  will  increase  by  more  than  6.5 
million;  population  will  grow  44%  faster  than  the 
national  rate,  so  that  by  the  year  2000,  more  than  56 
million  people  will  be  living  in  the  Southeast. 

More  people  mean  more  new  homes  and  more 
new  jobs:  over41/2  million  new  housing  starts  and 
more  than  4  million  new  jobs.  In  fact,  the  region's 
employment  figure  will  grow  at  a  rate  30%  faster  than 
the  national  rate.  Real  personal  income  will  rise  by 
3.0%  per  year  as  compared  with  2.8%  for  the  nation. 

Clearly  the  Southeast  is  the  place  for  business  to 
grow,  too.  And  BellSouth  is  prepared  for  just  that,  with 
new  technologies  and  forward-looking  business 
strategies  that  will  provide  new  state-of-the-art  prod- 
ucts and  services  in  a  growing  marketplace. 

The  BellSouth  management  team  is  committed 
to  growth.  Plans  for  future  growth  include  selective 
acquisitions  that  will  involve  BellSouth  in  new  busi- 
ness opportunities,  with  new  customers  and  even 
greater  growth  potential. 

One  fact  is  certain:  As  the  Southeast  grows  and 
prospers,  so  will  BellSouth. 

To  learn  more  about  BellSouth,  contact  your 
broker  or  write:  L.E.  Spradlin,  Director  of  Investor 
Relations,  BellSouth  Corporation,  675  West 
Peachtree  Street,  N.E.,  Atlanta,  Georgia  30375, 
404-420-8136. 


The  BellSouth  family  of  companies  provides  tele- 
communications, information  systems  and  publishing 
services  through  South  Central  Bell,  Southern  Bell, 
BellSouth  Services  and  BellSouth  Enterprises. 
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Promotions 

With  the  new  year,  Forbes  is  promoting  two  of  its  younger 
editors: 

Lawrence  Minard,  37,  a  veteran  of  13  years  at  Forbes,  be- 
comes Deputy  Managing  Editor.  He  will  work  closely  with  me 
and  with  Managing  Editor  Sheldon  Zalaznick  and  supervise  the 
magazine's  international  coverage. 

Laury  Minard,  a  native  of  Seattle  and  a  graduate  of  Trinity 
College  in  Hartford,  Conn.,  first  joined  Forbes  in  the  summer  of 
1974  as  a  part-time  researcher  while  he  was  studying  for  his 
Ph.D.  in  economics  at  the  New  School  for  Social  Research.  He 
soon  decided  he  preferred  writing  about  economics  to  teaching 
it.  From  1979-83  he  headed  our  European  Bureau  in  London  and 
from  1983-85  our  West  Coast  Bureau  in  Los  Angeles,  whence  he 
played  a  major  part  in  establishing  Forbes'  now-extensive  cov- 
erage of  the  Japanese  economy. 

As  a  writer,  Laury  distinguished  himself  with  articles  relating 


Laury  Minard 


Bill  Baldwin 


academic  thinking  to  the  workaday  economic  world.  Among 
these  were  major  stories  on  Friedrich  Hayek,  on  John  Maynard 
Keynes  as  an  investor,  on  French  historian  Fernand  Braudel's 
views  about  the  world  economy,  and  on  Hungarian  economic 
reform.  Lest  the  reader  think  Laury  is  at  home  only  in  theoreti- 
cal economics,  I  hasten  to  add  that  he  has  supervised  our  Up  & 
Comers,  Numbers  Game,  Taxing  Matters  and  Streetwalker 
features.  He  is  especially  proud  of  his  upbeat  story  in  1984  on 
Walt  Disney  as  an  investment  when  what  is  now  a  high-flying 
stock  was  in  the  doghouse.  It  is  such  versatility  that  has  made 
Laury  such  a  valued  member  of  our  staff. 

William  Baldwin,  35,  becomes  an  Assistant  Managing  Editor, 
joining  Chris  Byron  and  Steve  Lawrence  in  that  capacity.  Born 
in  Connecticut,  educated  at  Harvard,  Bill  joined  Forbes  6V2 
years  ago  in  Washington  and  was  later  manager  of  our  Houston 
Bureau.  He  describes  himself  as  "a  journalist  of  disparate  and 
unpredictable  interests."  An  apt  description.  Lately  Bill  has 
written  a  story  about  a  mathematician  at  Bell  Labs,  an  analysis 
of  W.R.  Grace's  corporate  strategy,  a  profile  of  some  option 
arbitragers  and  an  assortment  of  computer  programs  that  relate 
to  mutual  fund  performance.  He  says,  "The  one  thing  these  all 
have  in  common  is  that  there  is  a  dollar  sign  in  them  some- 
where." His  new  assignment  has  a  somewhat  more  coherent 
theme  of  money  management:  He  will  supervise  the  Money 
Men,  Funds,  Taxing  Matters  and  Statistics  sections. 


Editor 
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tT  WAS  A  MOMENT  OF  ESCAPE.  OF  EXHILARATION.  OF  PURE  PLEASURE. 
A  MOMENT  YOU'LL  BOTH  REMEMBER.  OMEGA.  FOR  ALL  YOUR  SIGNIFICANT  MOMENTS. 


CD.  Peacock 

JEWELERS  SINCE  1837 


MEMBERS  OF  THE  HENRY  BIRKS  AND  SONS  COMPANY  OF  FINE  JEWELERS 


How  do  you  stick 
to  your  credit  culture  when 
temptation's  right  under 
your  nose? 


Bankers  are  the  only  salesmen  who  must  drum  up  business  and 
turn  down  would-be  buyers— simultaneously. 

This  process  of  at  once  soliciting  and  rejecting  is  governed  by 
what  we  call  our  credit  culture.  It  involves  a  series  of  tough 
decisions— and  crucial  ones— because  the  competition's  fierce.  One 
bank's  unacceptable  risk  can  be  another's  handsome  profit.  The  bank 
that  thinks  it's  only  in  the  business  of  saying  "no"  won't  be  in  any 
business  very  long— while  those  who  say  "yes"  too  readily  can  also 
readily  get  into  trouble. 

Our  credit  culture,  when  all  is  said  and  done,  is  as  much  an 
attitude  as  a  set  of  rules.  A  belief  that  some  kinds  of  deals,  no  matter 
how  profitable  they  first  appear,  remain  bad  business.  And  a 
determination  to  look  for  the  best  ways  to  help  our  customers. 

Is  there  anything  unusual  about  our  credit  culture?  We  like  to 
think  there  is.  Perhaps  it's  a  willingness  to  look  a  little  deeper  into  a 
deal,  a  business  or  an  individual  before  we  lend.  A  willingness  to 
work  with  customers  if  things  get  tough.  An  urge  to  solve  a  problem 
and  save  a  promising  business. 

Does  this  apply  beyond  commercial  banking?  Absolutely. 
Because  a  sound  approach  to  risk  is  vital  in  todays  much  broader, 
ever  more  competitive  financial  marketplace.  To  help  our  customers 
with  foreign  exchange,  swaps,  stand-by  credits— with  the  dozens  of 
new  services  investment  banking  brings— we  can  never  forget  the 
conscience  of  our  bank:  our     CHEIVIIC/\I  SAIMC 

credit  culture.  The  bottom  line  is  excellence. 


Trends 


Edited  by  John  A.  Conway 
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The  unhappy  shareholders 

Poison  pills,  those  gimmicks  de- 
vised by  management  to  make 
hostile  takeovers  too  costly  to  try,  are 
now  in  force  in  more  than  300  compa- 
nies, most  of  them  having  adopted  the 
devices  in  the  last  year.  Institutional 
shareholders  are  upset  because  they 
were  installed  without  shareholder 
votes.  "Shareholders  whose  money  is 
at  risk  have  been  frozen  out  of  an 
important  decision,"  says  Richard 
Schlefer,  an  investment  officer  for  the 
College  Retirement  Equities  Fund, 
part  of  the  nation's  largest  private 
pension  plan.  Sixty  major  companies, 
including  Eaton,  Federated  Depart- 
ment Stores  and  Raytheon,  have  been 
asked  by  the  College  Fund  and  four 
other  public  pension  plans  to  put  reso- 
lutions on  their  proxies  calling  for 
either  a  vote  on  the  pills  or  an  end  to 
them.  The  resolutions  would  not  be 
binding,  but  they  would  put  directors 
on  notice  of  shareholder  sentiment. 
Companies  such  as  American  Cyana- 
mid  are  taking  heed.  Institutions  hold 
more  than  50%  of  their  stock,  and  if 
poison  pills  are  disapproved  and  direc- 
tors choose  not  to  act,  they  could  face 
shareholder  lawsuits.  Cyanamid  re- 
portedly doesn't  want  to  run  the  pro- 
posed resolution  and  has  asked  the 
SEC  to  take  no  action  if  it  drops  it 
from  its  proxy.  This  could  be  just  a 
beginning.  Institutions  now  hold  at 
least  23%  of  the  average  U.S.  compa- 
ny's stock,  and  that  figure  is  expected 
to  keep  growing. 


The  rubber  regulations 

Another  loophole  has  been  punched 
through  the  Glass-Steagall  Act  of 
1933,  the  law  designed  to  force  com- 
mercial banks  to  stick  to  their  basic 
functions  of  taking  deposits  and  mak- 
ing loans.  In  recent  years  banks  have 
moved  into  areas  like  stock  broker- 
age, which  is  permitted  by  the  act. 
Now  regulators,  in  effect,  say  they  can 
take  another  step  and  make  markets 
in  securities.  The  New  York  City 
branch  of  Vickers  da  Costa,  a  London 
broker,  could  continue  as  an  over-the- 
counter  marketmaker  for  foreign  se- 
curities even  after  Citicorp  bought 
the  parent  firm.  The  precedent-set- 
ting decision  was  made  on  the  condi- 
tion that  Vickers'  New  York  arm  act 


Senator  Carter  Glass 

Loopholes,  loopholes,  loopholes. 

only  as  an  agent  and  the  risks  all  be 
taken  in  London.  "That  analysis 
could  [also]  be  applied  to  U.S.  securi- 
ties traded  both  here  and  abroad," 
SEC  Associate  Director  Richard  Wes- 
sel  admits.  "The  bank  regulators  have 
taken  the  position  that  the  Glass- 
Steagall  Act  doesn't  have  extraterri- 
torial applications."  If  Vickers  should 
have  a  disastrous  loss  on  its  market- 
making,  however,  Citicorp's  finances 
could  suffer,  something  Glass-Stea- 
gall was  designed  to  prevent  by  keep- 
ing banks  in  their  own  bailiwick.  No 
U.S.  bank  has  sought  permission  to 
trade  U.S.  securities  in  this  fashion. 
But  can  that  be  far  off? 


Why  economists  go  gray 

Where  does  the  sun  shine  best  for 
business?  Six  months  ago  Grant 
Thornton,  the  Chicago  accounting 
and  consulting  firm,  called  South  Da- 
kota the  sunniest  state  and  the  South- 
west the  top  region,  followed  by  the 
Southeast,  North  Central  and  South 
Central  regions.  Now  comes  a  study 
by  SRI  International,  the  California 
think  tank,  and  AmeriTrust,  the 
Cleveland  bank.  It  gives  the  mid-At- 
lantic, Pacific,  Midwest  and  New  En- 
gland states  top  marks.  Why  the  dif- 
ference? Grant  Thornton  looked  at 
the  way  factors  like  population,  taxes, 
wages,  unions  and  welfare  costs  could 
affect  manufacturers  (and  only  manu- 
facturers). SRI  measured  each  area's 
potential  by  its  access  to  technology, 
development  capital  and  the  skill  and 
flexibility  of  its  labor  force.  For  tech- 
nology, it  counted  science  and  engi- 
neering Ph.D.s  per  capita  and  total 
spending  for  R&D,  both  public  and 


private.  To  compare  labor  forces,  it 
examined  the  percentage  of  people 
with  high  school  and  college  degrees, 
state  and  local  spending  on  education 
and  Scholastic  Aptitude  Test  scores. 


Stop  and  shop  jobs 

Over  the  next  ten  years,  the  Labor 
Department  predicts,  90%  of  new 
jobs  created  in  the  U.S.  will  be  in  the 
service  sector — restaurants,  fast-food 
chains,  retail  and  grocery  stores,  etc. 
Small  employment  services  have 
been  popping  up  to  handle  such  jobs, 
and  now  a  new  franchise  chain,  Flori- 
da-based J.O.B.  Stores,  has  set  up  shop 
in  20  malls  and  plazas  in  nine  states, 
including  Florida,  Pennsylvania, 
Oklahoma  and  Missouri  and  expects 
to  have  60  more  by  the  end  of  1987. 
They  list  mostly  blue-collar  jobs,  all 
paying  less  than  $25,000  a  year.  Un- 
like traditional  employment  agencies, 
the  J.O.B.  Stores  charge  employers 
nothing.  Job  seekers,  for  a  one-time 
fee  of  $75,  get  90-day  access  to  listings 
of  local  openings  in  a  given  field.  If  a 
job  hunter  is  dissatisfied,  the  chain 
will  refund  the  fee.  Service  compa- 
nies, such  as  General  Telephone,  K 
mart,  Sears  and  T.J.  Maxx,  are  using 
J.O.B.  now.  One  manufacturer,  Gen- 
eral Motors,  is  considering  the  service 
to  help  some  of  its  laid-off  workers 
relocate  to  new  jobs.  While  expanding 
quickly  now,  the  new  service  may 
have  trouble  catching  on  in  states  like 
New  York  and  Indiana,  with  tough 
employment  agency  regulations. 


Physicians  as  pharmacies 

Druggists  sell  $20  billion  a  year 
worth  of  prescriptions.  Now  doc- 
tors are  moving  in  on  them.  FDA 
rules  require  drugs  to  be  distributed  to 
retail  outlets  in  containers  labeled 
with  the  manufacturer,  expiration 
dates  and  lot  numbers.  At  least  14 
companies  have  begun  repackaging  in 
prescription-size  containers  for  redis- 
tribution by  physicians  to  individual 
patients.  This  saves  a  trip  to  the  drug- 
store and  up  to  60%  off  the  retail 
price,  according  to  Direct  Pharmaceu- 
ticals, a  Kansas  City,  Mo.  repackager 
that  distributes  in  36  states.  The  new 
industry,  though  small  (perhaps  $50 
million  a  year),  is  growing  extremely 
rapidly  and  could  command  10%  of 
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The  sound  this  magazine  makes  when 
you  turn  a  page  is  louder  than  the  Accord  LXi 
moving  at  55  miles  per  hour.  □□□□□ 


nign  pressure  lecnnoiogy  ■^^bbbhh^bw 

Fansteel's  Precision  Sheet  Metal  operation  is  the  leading  manufacturer  of 
lightweight,  high  pressure  tankage  for  launch  vehicles,  satellite  propulsion 
systems  and  upper  stage  ballistic  missile  systems. 

These  pressure  vessels  serve  as  liquid  and  gas  power  sources  for 
engines  and  other  devices  aboard  most  space  vehicles. 

Their  construction  must  be  flawless,  a  demand  PSM  meets  with 
CAD/CAM  design,  an  intimate  knowledge  of  metals,  state-of-the-art 
machining  and  fusion  welding,  and  uncompromising  quality  control. 

All  are  among  many  highly  sophisticated  capabilities  at  which  PSM 
excells  and  which  it  contributes  to  Fansteel's  uniquely  broad  range  of 

metals  technology. 

It  will  pay  you  to  know  more  about  us. 

[ranstccl 

ed  producer  of  refractory  metals  and  fabricated  products  for  the  electr 
ical,  aircraft/aerospace,  metalworking,  energy,  and  chemical  industries. 


all  retail  drug  sales  within  five  years, 
says  James  Currie,  a  Chicago  venture 
capitalist  in  this  field.  Physicians 
Pharmaceutical  Services  in  Rockville, 
Md.  says  its  sales  have  reached  $5 
million  in  less  than  two  years.  Sales  at 
WPI  Pharmaceuticals  in  East  Haven, 
Conn,  have  more  than  tripled  in  the 
'year,  to  $1.7  million.  Druggists,  natu- 
rally, aren't  happy.  In  Maryland  they 
lobbied  hard  for  a  law  to  require  doc- 
tors distributing  drugs  to  be  state-li- 
censed and  to  have  their  offices  at 
least  3  miles  from  the  nearest  phar- 
macy. Seven  other  states,  including 
Massachusetts,  Texas  and  Utah,  also 
have  restrictions.  The  Federal  Trade 
Commission  says  such  regulations 
could  violate  federal  antitrust  laws. 


Life  in  the  middle 

Middle  managers  have  reportedly 
been  major  casualties  in  the 
crunch  of  mergers,  acquisitions  and 
corporate  restructuring,  but  they  are 
far  from  becoming  an  endangered  spe- 
cies. Out  of  2,780  company  execu- 
tives surveyed  by  Management  Re- 
cruiters International,  the  Cleveland 
search  firm,  35%  planned  to  expand 
their  middle  management  and  profes- 
sional staffs  (or  both)  during  the  next 
six  months,  and  5 1  %  expected  to  keep 
everyone  they  now  employ.  Only 
12%  planned  to  cut  in  this  area.  The 
most  hiring  will  come  in  the  mid- 
Atlantic  region,  where  4 1  %  of  respon- 
dents said  they  would  add  new  middle 
managers. 


The  secret  ingredient 

Japanese  spicemakers  get  their 
peppercorns  from  Madagascar  and 
their  bay  leaves  from  Turkey,  but  for 
one  key  ingredient  only  the  good  old 


Feeding  time 

The  secret  of  chicken  soup. 


There's  a  new  name  for  global 
investment  banking  that  already  has 
330  offices  in  17countries. 


The  Korea  Fund,  Inc. 

Investment  manager:  Scudder,  Stevens  8c  Clark  Ltd. 
Korean  adviser:  Daewoo  Research  Institute 

The  Korea  Fund  is  a  diversified  closed-end 
investment  company  whose  shares  are 
listed  on  the  New  York  Stock  Exchange.  The 
Fund's  total  net  assets  were  over  $  1 52  mil- 
lion as  of  December  5,  1986. 

For  a  copy  of  the  most  recent  annual  report, 
please  write: 

The  Korea  Fund,  Inc. 

c/o  Scudder,  Stevens  Sc.  Clark  Ltd.;  Dept.  V.C. 

345  Park  Avenue 

New  York,  NY  10154-0004 

 ; 
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PETER  H.  COORS:  President  of  the  Brewing  Division  of 

Adolph  Coors  Company,  Husband,  Father,  Hunter. 
Life  Member  of  the  National  Rifle  Association. 


"Lots  of  people  have  asked  me  why  I  like  to  hunt. 
I  just  feel  something  about  being  in  the  country.  Getting  up  early 
when  it's  cold  and  crisp,  sitting  in  a  duck  blind  watching  the 
orange  sun  rise  over  the  bulrush,  swapping  stories  and  drinking  hot  coffee. 

It's  like  bowling  or  fishing  or  dirtbiking  for  other  people. 
It's  part  of  our  heritage  and  our  freedom.  And  some  of  the  most  enjoyable 
times  I've  had  with  my  kids  have  been  in  that  environment. 

"But  there  is  constant  pressure  from  people  who  would  like  to  take 
away  the  privilege  of  owning  a  gun.  It's  always  been  difficult 
for  me  to  understand  why  they  want  to  restrict  legitimate  use  of  firearms. 

It's  not  a  social  problem.  The  social  problem  is  the  illegitimate  use 
of  firearms,  which  should  be  taken  care  of  by  our  courts  and  legal  system. 

"I  support  the  NRA  because  it  is  the  most  effective  way  for 
individuals  to  join  together  in  supporting  the  rights  of  legitimate  users 

of  firearms.  Without  those  rights,  the  privilege  and  enjoyment 
of  the  hunting  experience  might  be  lost  for  me 
and  my  kids.  We'd  be  missing  a  lot." 


I'm  the  NRA. 


! 


The  NRA's  Hunter  Services  Division  offers  programs  and  publications  for 
hunter  safety  and  education,  including  the  comprehensive  "Basic  Hunter's  Guide."  If  you  would 
like  more  information  about  our  publications,  or  would  like  to  join  the  NRA  write  to 
J.  Warren  Cassidy,  Executive  Vice-President,  P.O.  Box  37484,  Dept.  PC-53,  Washington,  D.C.  20013. 

Paid  for  by  the  members  of  the  National  Rifle  Association  of  America.  Copyright  1986. 


U.S.A.  will  do.  To  make  their  pack- 
aged chicken  soups,  they  need  chick- 
en bones,  and  the  U.S.  is  the  poultry 
capital  of  the  world.  So  Nihon  Shoku- 
shi  L,td.  of  Tokyo  plans  to  spend  $10 
million  to  $15  million  on  a  plant  in 
Harrisonburg,  Va.  to  make  the  chick- 
en-bone extracts  it  wants.  Initially, 
Nihon  Shokushi  will  ship  all  of  the 
Virginia  plant's  output  back  to  Japan. 
Eventually,  it  will  add  beef  bones  to 
its  raw  materials  and  begin  wooing 
American  soupmakers. 


Glamour  is  where 
you  find  it 

Magazines  have  become  a  new  hot 
item  on  foreign  investors'  shop- 
ping lists.  Not  the  glamorous  con- 
sumer books  but  the  grubbier — and 
more  profitable — trade  papers.  Of  35 
U.S.  trade  publishers  sold  in  the  last 
four  years,  24  went  to  foreign  firms, 
and  their  interest  is  growing,  says 
Christopher  Shaw,  chairman  of  Henry 
Ansbacher  Holdings,  a  New  York  me- 
dia broker.  This  year  Britain's  Extel 
Group  bought  Investment  Dealers'  Di- 
gest for  $40  million,  and  Reed  Interna- 
tional's American  arm  paid  $250  mil- 
lion for  Dun  &  Bradstreet's  technical 
unit,  with  20  publications,  including 
Datamation.  Holland's  VNU  Business 
Press  Group,  new  to  the  party,  has 
agreed  to  buy  Hayden,  with  five  com- 
puter-related magazines,  for  a  ru- 
mored $150  million.  Britain's  United 
Newspapers  and  Canada's  Thomson 
(which  owns  American  Banker  and 
Bond  Buyer)  are  also  big  players.  Why 
all  the  foreign  interest?  Compared 
with  England  and  Holland,  the  U.S.  is 
a  high-growth  publishing  market, 
says  one  acquisition  specialist.  In  ad- 
dition, trade-paper  margins  average 
20%  and  can  range  up  to  35%.  With 
returns  like  that,  who  needs  glamour? 


The  corporate  freebie 

Corporations  have  long  been  res- 
tive over  frequent-flier  bonuses 
and  other  freebies  handed  to  employ- 
ees traveling  on  company  time  and  at 
company  expense.  So  restive  that 
some  now  require  that  such  extras  be 
turned  back  to  the  company's  own 
coffers.  One  enterprising  marketer 
has  come  up  with  bonuses  to  be  paid 
directly  to  corporations  themselves. 
Inter-Continental  Hotels,  which  two 
years  ago  began  offering  free  European 
air  tickets  to  travelers  who  stayed  a 
prescribed  number  of  nights  under  its 
collective  roof,  now  has  the  Corporate 
Edge,  aimed  directly  at  the  home  of- 


There's  a  new  name  for  swaps  and 
Eurobond  leadership  that  already  has  done 
$14  billion  in  less  than  ayear. 
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Independence  is  a  powerful  asset 


Total  Assets,  $8.3  Billion.  Revenues,  $2.9  Billion.  Shareholders'  Equity,  $2.3  Billion. 

General 


America's  Largest  Reinsurance  Group 


©1986  General  Re  Corporation,  Financial  Centre.  Stamford,  CT 


tion  or  similar  function  within  the 
next  two  years,  and  Inter-Continental 
will  give  the  company  treasury  a  cred- 
it of  10%  of  the  total  bill,  good  for  the 
next  three  years.  Brainchild  of  Mi- 
chael Cairns,  the  chain's  chief  execu- 
tive for  North  America,  Corporate 
Edge  is  now  being  tested  (as  was  Inter- 
Continental's  earlier  program  for  in- 
dividuals) at  the  Inter-Continental 
Houston. 


Quote,  unquote 

Richard  Schweiker,  the  former 
GOP  senator  from  Pennsylvania 
who  now  heads  the  American  Coun- 
cil of  Life  Insurance,  on  fears  that  the 
incoming  Democratic  Congress  will 
move  toward  federal  rather  than  state 
regulation  of  the  insurance  industry: 
"Most  insurance  companies  would 
rather  have  50  monkeys  on  their  back 
than  one  big  gorilla." 

Senator  William  Proxmire,  the  Wis- 
consin Democrat  slated  to  head  the 
Senate  Banking  Committee,  on  "non- 
bank"  banks:  "Banks  should  be  in 
banking.  Insurance  companies  should 
be  in  insurance,  brokerage  firms  in 
brokerage.  In  my  view,  Sears,  Roe- 
buck ought  to  be  in  the  retail  business 
and  not  in  everything  else." 


How  free  is  free? 

Bank  ads  echo  the  word  "free" — 
free  checks,  free  overdrafts,  free 
credit  cards,  free  calendars — but  how 
free  are  they?  In  the  dear  dead  days 
before  interest  rates  were  deregulated, 
many  were  free.  Since  then,  banks 
have  been  striving  to  make  services 
pay  their  own  way,  according  to  a 
survey  of  more  than  1,300  of  them  by 
Sheshunoff  &  Co.  of  Austin,  Tex.,  the 
bank  research  and  consultant  firm. 

About  40%  now  charge  for  use  of 
automatic  teller  machines  (ATMs) 
they  do  not  own,  nicking  users  of 
these  "foreign"  ATMs  about  65  cents 
for  a  deposit  or  withdrawal.  On  their 
own  ATMs,  nearly  1 7%  charge  about 
26  cents  for  each  transaction.  The  av- 
erage fee  for  a  "metered"  checking 
account  (where  the  balance  main- 
tained is  a  deciding  factor)  is  now  up 
to  $3.29  a  month,  and  the  per-check 
charge  is  17  cents.  The  encouraging 
finding  is  that  in  many  cases  the  rate 
of  increase  of  the  bank  charges  is  de- 
clining. The  monthly  fee  for  metered 
checking,  for  instance,  went  up 
11.7%  a  year  from  1981  to  1986.  The 
rise  for  1986  alone  was  only  4.4%. 


There's  a  new  name  for  equity  research 
that  already  has  80  analysts  around  the  world 
covering  over 1,000 companies. 


First  Choice  of  CEO's. 


makes  sense.  Good  business  sense. 
The  Lancaster  is  right  in  the  heart  of  the  financial  and  theatre 
district.  .  .  with  the  kind  of  personal  service,  warmth  and 
charm  that  only  a  93-room  hotel  can  provide.  Complimentary 
limousine  throughout  downtown,  but  you  can  walk  to  Texas 
Commerce  Tower,  Pennzoil  Place,  RepublicBank  Coder,  Shell 
Plaza.  Plus  full  health  club  facilities,  mobile  phones,  in-room 
computers.  And,  most  of  all,  a  staff  dedicated  to  your  personal 
service.  So  you  can  keep  your  mind  on  business. 


^LANCASTER9 

701  Texas  Avenue  •  Houston.  Texas  77002  •  "13/228-9500 
Outside  Texas  1-800-231-0336  •  Telex  790-506 
Member  Small  Luxury  Hotels       A  Lancaster  Group  Hotel 
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Readers  Say 


'Subject  To  Conditions  And  Availability 

Mini-Suites  and  Villas  SI  1 7.00  -  S765.00 

•  Night-lighted  tennis 

^O1'  Nautilus  gym,  spa 

Sl  Daily  maid  service 

PRivate  VlllAS 
ar>6  couri  clue 

444  Avenida  Caballeros,  Palm  Springs.  CA  92262 

Call  for  Reservations  ^^—mmm 
LA.  (213)  275-7962       outside  California 
(619)323-1773  -(800)854-1298 
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Can't  win 

Sir:  Re  "Losing  the  battle  of  the 
bulge"  (Nov.  17,  1986).  Not  one  of  the 
sources  said  anything  about  the 
weight  gained  shortly  after  a  person 
stops  smoking,  usually  15  to  20 
pounds. 

As  the  number  of  smokers  de- 
creases, doesn't  the  weight  of  the  na- 
tion increase? 

We  seem  to  be  trading  one  health 
problem  (lung  cancer)  for  another 
(obesity). 
— Richard  B.  Pease 
Ellsworth,  Me. 

Sir:  That  picture  of  a  family  gathered 
'round  the  freezer  is  worth  a  thousand 
calories — at  least. 

—Jamie  Gold 
Austin,  Tex. 


We're  against  pirates 

Sir:  You  may  have  been  facetious  in 
the  Nov.  17  issue  when  you  wrote, 
"Taiwan,  like  England  in  the  age  of 
Sir  Francis  Drake,  may  well  view 
[product]  piracy  as  a  service  to  the 
state."  Not  only  does  the  government 
of  the  Republic  of  China  on  Taiwan 
know  the  dangers  of  counterfeiting, 
but  it  has  made  concerted  efforts  to 
stop  it.  Even  private  industry  has 
joined  the  government  in  its  fight 
against  counterfeiting. 
— Shuang  Jeff  Yao 
Director, 

Information  &  Communication  Division 
Coordination  Council  for  North 

American  Affairs 
Washington,  D  C. 


Ethics  standard 

Sir:  Re  "One  Of  The  Most  Excitingly 
Heartening  Happenings  Today"  (Fact 
and  Comment,  Dec.  1,  1986).  The  prac- 
tice of  the  past  20  years  of  teaching 
and  modeling  "situational  ethics"  has 
contributed  to  the  decline  of  moral 


values.  In  science  and  technology  we 
have  adhered  to  enduring  standards — 
e.g.,  those  kept  by  the  National  Bu- 
reau of  Standards.  It's  time  we  recog- 
nized that  ethics  and  morality  need 
enduring  standards,  too.  The  ethical 
principles  of  the  Testaments  are  far 
older  and  more  proven  than  those  of 
the  National  Bureau  of  Standards. 
—John  A.  Tirrell 
Tucson,  Ariz. 

Sir:  The  need  is  urgent  in  view  of  the 
alarming  statistics  in  adolescent  drug 
and  alcohol  abuse,  teen  pregnancy, 
crime,  suicide,  school  dropout,  etc. 

— Sandra  B.  Rifkin 
Executive  Director, 

EPIC-Effective    Parenting  Information 

for  Children 
Buffalo,  NY. 

Sir:  Your  recent  editorial  reminds  me 
of  the  only  sermon  I  ever  remem- 
bered. It  was  preached  by  Father  Todd 
who  was  the  Latin  teacher  at  Howe 
Military  School,  where  I  graduated  in 
1924.  The  title  was:  "Not  is  it  legal 
but  is  it  honest." 
—James  C.  Leeds 
Hillsboro,  hid. 

Sir:  I  have  always  been  a  firm  believer 
that  this  type  of  education  should 
take  place  in  the  home,  not  the 
schools.  Granted,  not  all  homes  are 
equipped  to  deal  with  the  moral  is- 
sues, but  then  again  neither  are  all 
teachers. 

The  public  school  system  that  edu- 
cated me  for  13  years  had  very  liberal 
faculty,  and  it  frightens  me  to  think  of 
how  I  might  be  today  if  I  had  been 
exposed  to  the  wrong  influences  dur- 
ing these  impressionable  years. 
— Kenneth  W.  Byk 
Austin,  Tex. 


Ahead  is  better 

Sir:  Re  Malcolm  Forbes'  quote:  "Get- 
ting ahead  beats  getting  even"  (Fact 
and  Comment,  Dec.  15,  1986),  I  would 
rather  say:  "Getting  ahead  is  getting 
even."  It's  a  nice  way  to  remember  all 
those  who  didn't  believe  in  me. 
— K.  Richard  Adams 
Hoboken,  N.J. 


Unconvincing  examples 

Sir:  The  31  nations  you  mention  that 
have  seat  belt  laws  (Follow-Through, 
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Dec.  1,  1986)  all  have  poorer  fatality 
records  than  prior-seat-belt  U.S.A. 

—W.M.  Buescher 
Pigeon  Forge,  Tenn. 


Where's  the  dunce  cap? 

Sir:  In  your  issue  of  Nov.  17,  the  CEO 
of  Reader's  Digest  had  his  name  mis- 
spelled. As  a  director  of  that  company, 
I  can  report  that  our  leader  is  George 
Grune,  not  George  "Groune." 
— William  G.  Bo  wen 
President, 

Princeton  University 
Princeton,  N.J. 


Kafka  esque  experience 

Sir:  Your  editorial  "High  Time  To  Hit 
Hard  High-Tech  Privacy  Invasions" 
(Sept.  8)  truly  struck  home  with  this 
reader.  I  became  embroiled  in  a  prob- 
lem of  erroneous  data  on  me  personal- 
ly that  has  gone  on  for  better  than  a 
year  and  cost  me  thousands  of  dollars. 
Even  worse  is  the  apathy  on  the  part 
of  the  organizations  to  correct  this 
information. 

This  use  of  data  processing  systems 
is  to  me  an  enigma  of  the  20th  centu- 
ry which  I  place  in  the  same  category 
as  aluminum  beer  cans. 
— Harold  E.  Kurzweg 
Fort  Pierce,  Fla. 


Choice 

Sir:  The  Miss  Rheingold  piece  (Fact 
and  Comment,  Dec.  15,  1986)  brought 
to  mind  the  mid-Fifties  new  citizen 
who  said:  "Isn't  America  great?  In 
Russia  they'd  just  appoint  a  Miss 
Rheingold." 
— Edward  C  McManus 
Marlborough,  Mass. 


They  learn  English 

Sir:  Your  comment  on  McDonald's 
picture  menus  in  Japan  (Fact  and  Corn- 
merit,  Dec.  15,  1986)  reminded  me  of 
an  incident  when  I  was  in  Narita  a 
while  back.  Seeing  the  picture  menus, 
I  boldly  proceeded  to  order  for  all  of 
us,  pointing  to  the  pictures  and  signal- 
ing quantities  with  my  fingers,  while 
uttering  some  grotesque  Pidgin  En- 
glish phrases.  After  I  concluded  with 
an  order  for  Cokes,  the  young  coun- 
tergirl  inquired  in  perfect  English, 
"Large  or  small?" 
—Joseph  W.  Carlson 
Eden  Prairie,  Minn. 


There's  a  new  name  for  sales 
and  trading  in  global  capital  markets  that's 
already  backed  by  $1.3  billion  in  equity  capital. 


ARE  YOU  IN  BETTER 
SHAPE  THAN  YOUR  INVESTMENTS? 


mAc.rs  Grow  ■ 


Perhaps  you  should  consider  Founders  Growth  Fund.  For  the  12  months  ended 
10/30/86  the  Fund  provided  a  total  return  of  35.23%.*  The  Fund  invests  in  carefully 
selected  companies  with  established  reputations  for  above  average  earnings,  excellent 
management  and  proven  products  — companies  we  consider  most  likely  to  meet  the 
Fund's  objective  of  long-term  growth  of  capital.  What's  more.  Founders  has  •  no  sales 
charges  •  no  commissions  •  no  fees  for  asset  switching  among  our  Funds.  You  can  even 
open  your  account  — including  IRAs  — by  phone.  So  put  your  feet  up  and  give  us  a  call. 


For  more  information: 

1-800-525-2440 

(In  Colorado:  1-800-874-6301) 


Founders 

810  Cherry  Creek  Nat'l  Bank  Bldg 
3033  East  First  Avenue 
Denver,  Colorado  80206 


Call  for  a  prospectus  containing  information  about  management  lees  and  expenses  Read  it  carefully  before  you  invest 
•From  10/31/76  to  10/30/86  the  Fund's  total  return  was  378  2%  Performance  figures  include  change  in  share  price  and 
reinvestment  of  dividends  and  capital  gains  distributions  Net  asset  value  will  fluctuate  as  market  conditions  change  and 
past  performance  is  no  guarantee  of  future  results 
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The  new  name  is 
Prudential-Bache  Capital  Funding. 

The  investment  and  merchant  banking  firm  that's 
on  the  move  with  the  capital  and  capability  to  go  anywhere. 


The  name  is  new.  But  it's  more  than  a  name.  It's  a 
major  commitment  from  The  Prudential.  A 
symbol  of  support  for  our  on-the-move  expansion 
to  become  a  dominant  global  force  in  investment 
and  merchant  banking. 

It's  an  aggressive  new  management  drawn  by 
the  opportunities  from  affiliation  with  The 
Prudential  and  its  rock-solid  $120  billion  asset  base. 

It's  a  full-service  investment  bank  that,  as  part 
of  Prudential-Bache  Securities,  is  backed  with  over 
$1.3  billion  in  equity  and  a  worldwide  distribution 
network  of  over  5,500  brokers. 

The  name  for  global  investment  and 
merchant  banking.  'Worldwide!'  It's  the  key  to 
the  future.  With  330  offices  in  17  countries,  we 
now  have  more  on-the-spot  insight  into  the  global 
capital  markets.  So  we  can  react  more  quickly, 
more  decisively  to  changing  market  conditions. 

In  swaps  and  Eurobonds,  we  started  out  as 
one  of  the  best,  executing  over  $14  billion  in  less 
than  a  year.  As  a  "AAA"  rated  swap  market-maker 
acting  as  principal  counterparty,  we  offer  greater 
flexibility  and  faster  execution. 

When  Chrysler  Financial  wanted  to  raise  $125 
million  at  the  lowest  possible  interest  rate,  we  did 
it.  Within  24  business  hours.  The  same  time  it  took 
us  to  raise  $100  million  for  the  Kingdom  of 
Denmark.  When  it  comes  to  swap-linked  transac- 
tions, if  we  can't  do  it,  it  can't  be  done. 

In  initial  public  offerings,  we  brought  two  of 
the  largest  ever  to  market.  This  moved  us  to 
number  one  in  volume  among  all  U.S.  issuers  with 
almost  $1.5  billion  through  the  first  half  of  1986. 


In  public  finance,  we  acted  as  senior  manager, 
co-manager,  or  financial  adviser  on  over  1,000 
issues  totaling  more  than  $42  billion  last  year. 

In  LBO's,  mergers  and  acquisitions  and  high- 
yield  securities,  we're  already  a  major  factor.  And 
with  a  huge  additional  capital  commitment,  we're 
positioning  ourselves  as  a  principal  with  the 
resources  to  make  any  size  deal  happen. 

The  name  for  global  research.  We're 
growing.  In  the  last  few  months,  we've  hired  9 
Institutional  Investor  All-Star  analysts.  Over  80 
analysts  worldwide  cover  more  than  1,000  com- 
panies in  the  U.S.,  U.K.,  Europe,  the  Far  East  and 
Canada.  Our  goal  is  to  have  more  research  in  more 
places  than  any  other  investment  bank. 

The  name  for  global  sales  and  trading. 
We  have  over  500  institutional  sales  and  trading 
professionals  around  the  world.  Our  global  inven- 
tory of  financial  instruments  exceeds  $11  billion. 
And  as  a  corporation,  our  total  assets  are  more 
than  $20  billion. 

The  name  for  global  capability. 
From  stocks  and  bonds  to  futures,  options  and 
swaps.  In  dollars,  yen,  sterling,  francs,  marks  or 
guilders.  We  have  instant  access  to  all  global  capi- 
tal markets  and  to  any  exchange  in  the  world. 

\bu've  seen  what  we've  done.  Now  watch 
where  we're  going.  We've  got  the  capital  and  the 
know-how.  The  clout  and  the  capability  to  move 
anywhere.  The  resources  to  act  when  timing  is  the 
critical  factor.  We're  the  new  name  in  global  invest- 
ment banking.  We're  Prudential-Bache  Capital 
Funding. 


Prudential-Bache  Capital  Funding 


America's  luxury  car  leader  for 
38  straight  years,  Cadillac,  is  also 
leading  in  the  creation  of  a  new 
executive  class  of  distinctively  styled 
automobiles  providing  renowned 
Cadillac  comfort  and  convenience. 
Pictured  here  (from  background  to 
foreground)  are  the  Fleetwood 
Seventy  Five  Limousine,  the 
Fleetwood  Sixty  Special  and  the 
Presidential  Limousine. 

New  Presidential  Limousine. 

This  world-class  concept  limousine 
represents  the  epitome  of  exclusive 
design,  quality  and  supreme  comfort 
for  eight  passengers. 


And  as  they  have  for  years,  custom 
coach  builders  across  the  country 
create  limousines  based  on  the  pop- 
ular Cadillac  Brougham. 

New  Fleetwood  Sixty  Special. 

This  exclusive  new  six-passenger 
Cadillac  has  a  wheelbase  that  is 
extended  5  inches-which  creates  a 
rear  seat  of  limousine-like  propor- 
tions-with  an  overhead  vanity 
console  and  carpeted  footrests  for 
rear  seat  passengers.  An  Anti-Lock 
Braking  System  is  also  standard. 

Fleetwood  Seventy  Five  Limousine. 

For  1987,  the  contemporary  Fleetwood 


Seventy  Five  Limousine  is  more 
distinctive  in  design,  longer  in 
appearance.  It  has  room  for  eight. 
Cadillac  amenities  include  power 
rear  door  unlatch  buttons  and  a  rear 
Electronic  Climate  Control  panel. 

New  5-year/50,000-mile  limited 
warranty 

The  Fleetwood  Sixty  Special  and 
Fleetwood  Seventy  Five  Limousine 
are  backed  by  this  limited  warranty* 
See  your  Cadillac  dealer  for  more 
information  about  the  new  executive 
class  of  Cadillacs. 

"In  some  cases  a  deductible  applies.  See  your 
dealer  for  details. 


LET'S  GET  IT  TOGETHER  .  BUCKLE  UP. 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


FORECAST  FOR  1987 — AND  BEYOND 


Today  it  is  very  easy  for  management  to  adopt  a  nega- 
tive, or  at  best  a  "wait-and-see,"  attitude  about  planning 
for  a  company's  future  growth.  Top  managements  are 
finding  it  hard  to  generate  optimistic  thinking  about  fu- 
ture developments. 

The  outlook  is  uncertain — but  wasn't  it  ever  thus?  Has 
there  ever  been  a  time  when  businessmen  could  look 
around  and  say:  "All  is  well  with  my  company,  all  is 
well  with  the  world"?  Throughout  our  history  you  can 
find  in  the  writings  of  leaders  of  the  day  bitter  summa- 
ries of  the  troubles  of  the  times,  along  with  sour,  dour 
conclusions  about  the  black  future,  or  lack  of  future,  for 
the  country. 

But  the  pessimist  on  America's  future,  the  pessimist  on 
the  continued  growth  of  business,  has  been  proven  wrong 
in  the  long  run  in  every  one  of  our  decades  as  a  nation. 
Rarely  have  managements  that  planned  for  the  future  by 


preparing  for  a  depression  served  their  owners  well.  Amer- 
ica is  going  to  continue  growing,  continue  expanding, 
continue  to  be  the  dynamic  bulwark  of  a  Free  World.  There 
will  be  periods  of  uncertainty,  periods  of  shakeups  and 
shakedowns,  but  the  management  that  has  lost  faith  in  the 
future  will  not  be  around  to  share  in  it. 

Sound  optimism  that  the  pattern  of  tomorrow  is  re- 
vealed in  the  growth  of  the  past  should  guide  top  execu- 
tives when  they  sit  down  to  blueprint  their  companies' 
plans  for  the  year  and  the  years  that  lie  ahead. 

The  pessimists  will  continue,  as  in  the  past,  to  be 
convincing  in  argument,  but  wrong  in  fact. 

*  *  * 

I  wrote  the  above  forecast  a  bit  over  35  years  ago.  It 
appeared  in  Fact  and  Comment  Dec.  1,  1951. 

In  my  'umble  judgment,  it  is  as  timely  now  as  it  ever 
was. 


HOCKEY'S  GETTING  IN  A  CLASS  WITH  TV  WRESTLING 

Maybe  it  should  be  moved  from  ice  rink  to  boxing  ring. 

BURNING  AMBITION,  NOT  GREED,  DRIVES  MOST  MEGAMOVERS 


What  most  topsiders  at  BankAmerica  don't 
seem  to  comprehend  fully  is  that  their  be- 
sieger is  driven  by  the  most  unmeasurably 
powerful  energy  source  known  to  man — 
burning  ambition.  First  Interstate  Bancorp 
CEO  Joseph  J.  Pinola  spent  25  years  at  Bank- 
America.  He  left  1 1  years  ago,  feeling  road- 
blocked  on  his  way  to  the  top. 

He's  shown  'em  what  he  could  have  done  at 


BofA  by  building  up  First  Interstate  Bancorp 
from  $1.5  billion  in  annual  gross  revenues  to 
over  $5  billion  a  year.  First  Interstate  is  able  to 
mount  a  takeover  offer  that  long-buffeted 
BankAmerica's  stockholders  will  probably  ea- 
gerly grab — if  given  the  chance. 

Motivated  by  the  most  powerful  element  of 
all,  foe  Pinola's  shown  he  can  run  a  bank,  build 
a  bank  and,  now,  buy  the  bank. 
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IT'S  HENRY  KISSINGER'S  FAULT 


In  all  the  flap  and  flatulence  generated  over  the  Iranian 
arms  deal,  George  Shultz  put  his  finger  on  one  essence  of 
the  whole  brouhaha:  "The  lesson  is  that  operational  activi- 
ties, and  the  staff  for  conducting  operational  activities  out 
of  the  National  Security  Council  staff,  is  very  questionable 
and  shouldn't  be  done  except  in  very  rare  circumstances. 


"The  example  is  given  of  Henry  Kissinger's  diplomacy 
with  China.  That  was  spectacular.  It  was  a  wonderful  thing. 
But,  to  the  extent  that  it  causes  other  people  to  aspire  to  be 
Henry  Kissingers,  it  can  get  you  into  trouble.  There's  only 
one.  They  broke  the  mold  when  they  made  him." 

The  mold  may  be,  but  Henry  'snot.  Why  not  mobilize  him? 


PROGRESS  REPORT  ON  THREE  PICKED  AS  WINNERS 

A  year  ago  we  picked 


\  I  I  flnisli:  6  teams  ftgltt  to  grab  2  skits 


"'O  bkv,..  nVf^jra 'TP*.     out   I'SA   Today,  Vanity 

Fair  and  M  as  potential 
winners  among  numer- 
ous newer  entries  in  the 
publishing  sweepstakes. 
How  are  they  doing?  In  a 
steeplechase  strewn 
with  winded  droopers  and  drop-deads,  our  Three  are  run- 
ning stronger  than  ever. 

USA  Today  is  the  colorfully  exciting  brainchild  of  Gan- 
nett's  nonstopper,  Al  Neuharth.  Some  of  its  concepts  and 
all  of  its  graphics  have  had  extraordinary  impact  on  daily 
newspapers.  It  has  really  become  the  country's  only  wide- 
focus  national  newspaper.  According  to  one 
of  those  reader  measurement  services 
(whose  annual  audience  projections  wildly 
vary),  USA  Today  now  has  more  cross-country 
readership  than  the  business-oriented  Wall 
Street  Journal.  USA  Today's  heavy  red  ink  is 
being  gradually  leached.  In  fact,  Al  Neuharth 
told  us  his  people  are  saying  there's  a  good 
chance  for  some  black  ink  by  this  year's  end. 
Overall,  Gannett  is  enjoying  record  profits. 
Thanks  to  S.I.  Newhouse's  not-easily- 
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MADONNA:  AftAHCf.  OF  FACE 


deflected  determination  and 
his  deep  pockets,  reborn  (near 
stillborn)  Vanity  Fair  is  becom- 
ing one  of  the  lustiest  runners 
in  the  magazine  sweepstakes. 
As  she  did  to  London's  Tatler, 
Tina  Brown  is  turning  Vanity 
Fair  into  a  smart,  sophisticat- 
ed, slick  smash.  Advertising 
pages  in  a  largely  down  year 
for  magazines  are  up  38.8%  for 
1986,  and  circulation  is  on  the  rise. 

For  fashion-conscious  monied  ladies  wanting  to  be  With 
and  Where  It's  At,  John  Fairchild's  W  magazine  is  the 
soaring-roaringly  successful  bible.  In 
launching  M,  Fairchild  has  taken  aim  at 
men.  As  we  said  a  dozen  months  ago,  "M 
assumes  that,  in  addition  to  wanting  to 
clothe  their  bodies  fashionably,  men  have 
minds."  At  the  end  of  1986,  advertising 
pages  are  up  15%  and  newsstand  sales  are 
steadily  improving. 

To  have  forecast  these  winners  was  solac- 
ing during  this  just-passed  solstice  to  this 
often  off-target  prognosticator. 


USING  A  CULTURE  IN  ADVERTISING 

is  a  delicate  matter,  but  it  can  be  powerful  stuff  if  done 
with  just  the  right  touch.  Here  are  two  superb  examples: 
one  subtle,  one  really  strong.  Both  effective. 
Mitsubishi  hits  a  home  run  with  that  pictured  juxtaposi- 
tion and  this  superb  copy: 


screens.)  And  Diamond-Vision.  (The  ones  with  the  very 
big  screens.) 

"This  blending  of  cultures  works  when  we  send  engi- 
neers to  study  here,  and  you  send  engineers  to  study  with 
us  in  Japan. 


"You  do  things  your  way. 

"We  do  things  our  way. 

"Except  for  when  you  do 
things  our  way. 

"And  we  do  things  your 
way. 

"In  an  effort  to  blend  the 
best  of  both  ways. 

"And  produce  the  best 
products. 

"Like  projection  televi- 
sions. (The  ones  with  big 


"And  we  expect  it  to 
work  at  the  plant  we're 
planning  in  Braselton, 
Georgia,  where  the  Far 
East  will  meet  the  Deep 
South. 

"Sayonara.  Y'all." 

And  what  better  way 
to  sell  a  great  Scotch  than 
with  one  of  Scotland's 
other  great  traditions, 
the  Highland  Games. 
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JUST  FOUR  DAYS  BEFORE  CARY  GRANT  SUDDENLY  DIED 


"Dear  Malcolm:  Last  evening  while 
Mort  and  I  were  dining  with  friends, 
the  gentleman  to  my  right  said  that 
he  had  once  dashed  off  a  note  to 
you  concerning  your  magazine,  and 
you  promptly  acknowledged  it  with 
a  very  witty  letter.  He  then  said,  'I'd 
really  like  to  meet  Malcolm  Forbes 
one  day.'  So,  if  you  have  any  interest  in  meeting  Cary 
Grant  and  his  charming  wife,  Barbara,  I'll  arrange  a 
small  dinner  party  at  my  home  and  introduce  you  two 
living  legends  to  each  other.  Say  when. 

Love,  Abby" 
"Dear  Abby:  Dinner  with  Cary  Grant  and  you ? ! 
How  about  Tuesday,  November  25th? 

Love,  Malcolm" 
"Dear  Malcolm:  The  date  you  suggested,  Tues- 
day, November  25th,  for  an  intimate  little 
dinner  at  our  home  with  Barbara  and  Cary 
Grant  is  fine  with  us.  And  them. 

Love,  Abby 

P.S.  If  there  is  a  nuclear  war  before  that  date, 
the  dinner  will  be  postponed  indefinitely." 

*  *  * 

What  a  wonderful,  happy  evening  it  was.  .  .  . 

When  I  was  14,  Cary  Grant  and  Mae  West  knocked 
our  crowd  dead  in  She  Done  Him  Wrong.  From  that  film 
forward,  until  he  stopped  making  them  20  years  ago,  he 


favorite  movies,  actors  and  actresses. 

Having  heard  countless  Cary  Grant  takeoffs,  you  almost 
had  to  pinch  yourself  to  realize  you  were  hearing  the  real 
McCoy.  He  laughed  when  I  told  him  how  much  he  sounded 
like  his  myriad  of  imitators.  And  purred  when  he  said  how 
long  and  how  much  he  had  enjoyed  Forbes  magazine. 

"Some  of  you  press  guys  can  certainly  string  up  a  fellow," 
he  said.  "I  have  been  given  the  reputation  as  a  tightwad  by  a 
couple  of  writers  misinterpreting  what  were  facts.  Sure,  I 
never  pick  up  a  restaurant  check.  When  I  take  people  out  to 
dinner  I  don't  want  to  interrupt  a  happy  evening  by  taking 
time  to  go  over  the  bill.  The  restaurants  we  go  to  know  me 
and  where  I  live.  So  it's  true,  'Cary  Grant  never  picks  up  a 
g  check,'  but  I  get  the  bill  and  then  write  one." 
|  He  went  on:  "Then,  for  God's  sake,  there's 
|  all  that  business  about  my  saving  shirt  but- 
|  tons.  Some  years  ago  we  had  a  cleaning  lady 
\  who  thought  my  old  shirts  made  the  best  dust- 
ing  rags  in  the  world.  When  one  was  worn  out, 
I  would  have  my  valet  cut  off  all  the  buttons 
before  I  handed  it  over  to  her. 

"So  it  was  a  fact,  I  cut  off  the  shirt  buttons. 
But  it  had  absolutely  nothing  to  do  with  being  a  tightwad. " 

He  had  a  good  time,  chuckling  as  he  threw  out  similar 
reminiscences. 

And  when  he  said  how  much  he  and  his  lovely  Barbara 
would  enjoy  coming  to  our  next  Forbes  Annual  Balloon  Meet 
in  France,  I  went  away  from  Dear  Abby's  on  cloud  nine. 


and  his  films  and  his  leading  ladies  won  all  our  polls  for       Four  days  later,  that's  where  he  was. 


DOUBLE  CHINS  &  A  JOLLY  NATURE 

are  often  duos. 


THE  FINEST  IN  FOOD  &  DRINK 

is  never  in  bad  taste. 


BOOKS 


•  You're    Only    Old    Once — by 

Dr.  Seuss  (Random  House,  $9.95). 
Eighty-two-year-old  Dr.  Seuss  has 
been  knocking  the  kids  dead  with 
his  fabulous  cartoony  characters 
who  continuously  spout  funny- 
wise  rhymes.  This  one's  for  con- 
temporaries and  those  who'll  be 
J"*  where  he  is  in  a  decade  or  two. 
You're  Only  Old  Once  is  a  Must  Carry — conspicuously! — 
when  next  to  clinic  or  doctors  you  go.  It'll  knock  a  little  of 
the  air  out  of  them  and  improve  your  own  intake. 

Excerpt:  And  you'll  find  yourself  wishing  that  you  were 
out  there/  in  Fotta-fa-Zee  and  not  here  in  this  chair/  in  the 
Golden  Years  Clinic  on  Century  Square/  for  Spleen  Read- 
justment and  Muffler  Repair./  fust  why  are  you  herei/ 
You're  not  feeling  your  best.  .  .1  You've  come  in  fori  an 
Eyesight  and  Solvency  Test. 


Not  Necessarily 
the  News — edited 
by  Billy  Kimball 
(Collier  Books, 
$4.95).  Humorous- 
ly captioning  the 
odd  pics  of  news- 
makers and  events 
in  booklet  format 
has  been  going  on 


Some  impressive  new  weaponry  was  on 
display  around  the  world  this  week. 
The  Egyptian  Air  Force  conducted  tests 
of  its  experimental  Stealth  Zeppelin. 


for  years.  Even  Forbes  published  one,  entitled  Dear  Stock- 
holder, in  1950.  This  is  the  latest  of  the  genre  and  has 
enough  hits  among  the  usual  misses  to  make  you  feel 
ungypped.  For  some  reason,  we  particularly  enjoyed  this 
caption  and  picture,  which  don't  identify  this  hot-air 
Forbes  Friendship  Balloon  in  which  we  toured  Egypt  near- 
ly three  years  ago. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


Export  Education 

American  colleges  have  long  been  a 
draw  for  foreign  students,  so  why  not 
export  education  on  a  large  scale. 

Let's  see,  conservatively  figuring 
that  a  college  education  costs  $30,000 
at  the  low  end  now,  the  U.S.  could 
offset  a  $170  billion  trade  deficit  by 
selling  a  four-year  education  to  just 
5.6  million  foreign  students. 

— David  McNaughton, 
Hartford  Courant 

D.C.  Circuit 

Nothing  ever  gets  settled  in  this 
town.  It's  not  like  running  a  company 
or  even  a  university.  It's  a  seething 
debating  society  in  which  the  debate 
never  stops,  in  which  people  never 
give  up,  including  me,  and  that's  the 
atmosphere  in  which  you  administer. 
— Secretary  of  State  George  Shultz 
New  York  Times 

Non-Sense  Sage 

Bobbie  Lehman  was  always  the  first 
to  admit  that  he  was  no  great  genius 
at  the  technical  aspect  of  investment 
banking.  But  he  knew  how  to  give 
advice.  Hosting  a  dinner  one  evening 
at  his  opulent,  art-filled  apartment  for 
the  top  executives  of  a  major  U.S. 
company,  Lehman  was  asked  by  one 
of  the  guests,  "Mr.  Lehman,  do  you 
think  the  capitalization  of  our  compa- 
ny is  too  large?  Some  people  say  it  is." 

"Do  you  know,"  Lehman  said, 


FREEZE  FRAME 

0& 


"No,  baby,  I'm  not  the  hamburger  king, 
the  Cadillac  king,  the  pizza  king,  the  fried 
chicken  king,  the  appliance  king  or  the 
dog  food  king.  I'm  the  king  king. " 


"what  the  capitalization  of  General 
Motors  is?" 

It  was  a  .typical  Lehmanesque  ba- 
nality, the  sort  of  non  sequitur  he 
customarily  uttered  when  he  was  at  a 
loss  for  anything  else  to  say.  The  exec- 
utives went  back  home,  looked  up  the 
capitalization  of  General  Motors,  and 
quoted  it  to  all  and  sundry — citing  it 
as  divine  guidance  from  the  lips  of 
Robert  Lehman. 

— Financier,  by  Cary  Reich 

No  Explanation 

Questions  are  the  constant  com- 
panions of  our  transit  in  this  world. 
Faith,  if  you  have  it,  will  provide  re- 
lief, but  not  an  explanation. 

— Umberto  Nordio, 
CEO,  Alitalia  Airlines 

Montana,  not  N.J. 

From  his  ranch  in  McLeod,  Mont, 
(pop.  5),  [writer  Thomas]  McGuane 
gave  thanks  for  this  year's  abundance 
of  mountain  lions  and  seemed  quite 
tickled  that  nearby  a  grizzly  bear  re- 
cently "ate  a  Toyota" — presumably 
while  trying  to  extract  some  food  con- 
tained therein.  "I  love  these  animals. 
They  make  you  sure  you  aren't  in 
New  Jersey." 

— Brent  Staples, 

New  York  Times  Book  Review 

Cement  at  $  15 

The  cement  in  our  whole  democra- 
cy today  is  the  worker  who  makes  $  1 5 
an  hour.  He's  the  guy  who  will  buy  a 
house  and  a  car  and  a  refrigerator. 
He's  the  oil  in  the  engine. 

The  mass  media  tend  to  focus  on 
the  very  rich  and  the  very  poor,  but 
it's  the  middle  class  that  gives  us  sta- 
bility and  keeps  the  economy  rolling. 

— lacocca,  by  Lee  Iacocca 

Change  Indicator 

When  Robert  Broadbent  was  made 
the  chairman  of  Gimbels  in  New 
York,  he  knew  that  all  the  people  in 
the  department  store  were  waiting  for 
something  to  happen.  He  wanted 
them  to  know  that  something  was  on 
the  way.  Still  he  couldn't  inaugurate 
services  or  make  certain  changes 
without  more  knowledge.  There  was 
one  thing,  however,  that  he  could  do 


to  signal  change  was  on  the  way. 

He  changed  the  direction  of  the 
escalators.  When  employees  and  cus- 
tomers came  to  the  store  one  morn- 
ing, they  found  that  all  the  up  esca- 
lators went  down,  and  all  the  downs 
went  up. 

When  customers  asked  what  hap- 
pened, sales  persons  said,  "I  guess  the 
new  chairman  is  going  to  change 
things." 

— Company  Manners,  by  Lois  Wyse 


The  White  House  was  a  hard, 
place.  ...Ifl  had  been  there 
much  longer,  I  am  sure  I 
should  have  broken  down. 

— President  Benjamin  Harrison 


Real  Space  Cadets 

Entrepreneurs  do  not  succeed 
through  marginal  increments.  They 
succeed  by  shooting  for  the  moon  and 
hitting  natural  gas  under  the  blast-off 
site.  They  head  for  India  and  hit  the 
Caribbean.  If  one  follows  their  activi- 
ty closely,  it  is  still  even  possible  to 
discover  the  unknown  continents  of 
the  real  economy. 

— The  Spirit  of  Enterprise, 
by  George  Gilder 

Ford  Shows  the  Way 

When  Henry  Ford  entered  the 
scene,  automobiles  were  for  the  rich. 
But  he  wanted  none  of  that;  he  was 
interested  in  transportation  for  men 
like  himself,  especially  for  farmers. 
The  secret  lay  in  mass  production. 
"Every  time  I  reduce  the  charge  for 
our  car  by  one  dollar,"  he  said  early  in 
the  production  of  the  Model  T,  "I  get  a 
thousand  new  buyers,"  and  he  ruth- 
lessly brought  the  price  down,  seek- 
ing— as  the  Japanese  would  some  60 
years  later — size  of  market  rather 
than  maximum  profit  per  piece. 

— Citizen  Ford, 
by  David  Halberstam 

Arktypal  Accountant 

In  the  first  minute  of  class,  students 
in  Accounting  101  at  the  University 
of  Edinburgh  are  taught  that  Noah  is 
the  patron  saint  of  all  accountants, 
since  he  "floated  a  limited  company 
when  the  rest  of  the  world  was  in 
liquidation."  He  also  employed  a  sys- 
tem of  "double-entry." 

(Signature)  Michael  A.  Haughney, 
Palos  Heights,  111. 

— letter  to  the  editor, 
Wall  Street  Journal 
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When  it  comes  to  innovation 
in  freight  transportation, 
everybody  follows  our  lead. 


:  158239 


The  CF  Company's  reputation  as  a  leader 
is  based  on  the  simple  fact  that  we've  opened  up  a  lot  of 
new  highways  in  the  world  of  freight  transportation. 

It  all  started  years  ago  when  Consolidated 
Freightways,  our  long-haul  motor  freight  division 
became  the  first  truly  nationwide  trucking  company 
Later,  we  were  the  first  to  create  a  comprehensive 
freight  transportation  network  that  included  Canada, 
Alaska,  Hawaii,  Mexico,  Puerto  Rico  and  the  Caribbean. 
Closer  to  home  we  pioneered  the  use  of  doubles. 
We  were  also  the  first  to  pre -assign  pro  numbers  to 
simplify  tracing.  While  today,  our  computer  center 
in  Portland  is  the  most  extensive  in  the  industry.  As  you 
can  see,  the  CF  Company  is  a  hard  act  to  follow. 
But  our  competitors  will  just  have  to  get  used  to  it. 


COnSOLIDRTED 
FREIGHTWAYS.  IRC 


The 
Company 


Miles  aheaD 


>f  Golden  Possibilities. 


The  finer  things  in  life  are  all 
possible  with  the  Gold  MasterCard®. 
Like  a  substantially  higher  credit 
limit.  And  a  warm  welcome  in  over 
5  million  places  around  the  world. 
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r  The  Pc  sibilities 


C  1986  MasterCard  International  Inc 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


OVERALL,  A  DECENT  YEAR  AHEAD 


Executives,  economists,  politicians  and  investors  all  feel 
that  1987  will  be  a  sluggish,  so-so  year.  This  overwhelm- 
ing consensus  means  that  either  we'll  get  a  full-blown 
recession  or  a  more  vibrant  economy.  This  sometimes 
seared  seer  votes  the  latter,  despite  continuing  volatility, 
restructuring  and  overseas  competition. 

At  last,  we  have  a  tax  bill.  The  lower  rates  will  begin 
stimulating  economic  activity,  though  the  full  impact  won't 
be  felt  until  1988.  With  such  glaring  exceptions  as  commer- 
cial real  estate,  most  businesses  will  gain  more  from  the 
reduction  in  taxes  than  they  lose  from  the  loss  of  the 
investment  tax  credit  and  tighter  depreciation  schedules. 

Although  the  Germans  don't  know  it,  Treasury  Chief 
Baker  will  have  more  success  this  year  than  he  did  last  in 
getting  them  and  the  Japanese  to  cooperate  in  easing 
monetary  policy.  Interest  rates  will  be  coming  down  again. 

Spending  on  construction  may  falter,  but  outlays  for 
office  equipment — including  computers — will  climb. 

Thus,  the  computer  industry  will  at  last  see  an  end  to  its 
recession.  The  tax  reform  bill  has  a  juicy  provision  for 
capital  spending  by  small  businesses.  A  big  chunk  of  those 
dollars  from  these  mostly  service  outfits  will  go  for  soft- 
ware and  hardware. 

The  budget  deficit?  The  growth  in  federal  spending  has 
virtually  come  to  a  halt.  Uncle  Sam's  shortfall  will  seem 
reasonable  by  the  standards  of  recent  years. 

Trade  deficit?  It  will  go  down  as  the  European  and  Asian 
economies  begin  to  perk  up.  Here,  a  critical  role  will  be 
played  by  Treasury  Secretary  Baker:  How  successful  will 
he  be  in  forcing  Third  World  debtor  nations  to  adopt 
policies  of  less  regulation  and  less  taxation? 

The  extent  and  the  timing  of  the  next  upward  surge  in 
the  stock  market  will  depend  on  the  outcome  in  four  areas: 


taxes,  trade,  interest  rates  and  the  congressional  response 
to  the  Boesky  scandal. 

One  danger  that  has  been  hobbling  the  market  was  the 
fear  that  Democrats  like  Speaker  Wright  would  try  to 
make  this  year's  interim  tax  rates  permanent.  The  re- 
sponse to  Wright's  idea  of  boosting  individual  levies — 
negative  from  Democrats  and  Republicans— was  right. 

Congressional  Democrats  will  also  try  to  push  through  a 
destructive  trade  bill.  How  well  the  Administration  limits 
the  damage  remains  uncertain. 

The  Perils  of  Paul 

On  the  monetary  front,  one  should  never  underestimate 
the  stubbornness  of  Paul  Volcker,  who  views  vigorous 
economic  activity  with  all  the  enthusiasm  of  a  cat  being 
doused  with  water.  Now  that  Don  Regan  has  been  wound- 
ed by  Iran,  the  Fed's  boss  will  be  reappointed  to  yet  another 
term  if  he  so  desires,  which  he  probably  does.  Should  the 
economy  liven  up,  Volcker  will  instinctively  respond  by 
trying  to  dampen  it  down.  Will  Reaganites  on  the  Fed 
board  be  able  to  curb  this  destructive  tendency? 

If  the  congressional  hearings  triggered  by  the  Boesky 
crimes  lead  to  regulations  restricting  management's  abili- 
ty to  close  obsolete  plants  and  to  slim  down  to  stay 
competitive,  we'll  suffer. 

If  these  uncertainties  are  favorably  resolved,  the  market 
should  take  off. 

Put  it  all  together — tax  benefits,  lower  interest  rates, 
more  stimulus  from  Germany  and  Japan — and  1987  should 
be  a  pleasant  surprise,  not  sensational,  but  nice  enough. 
The  real  fireworks  will  come  in  1988  when  the  tax  cuts 
become  fully  effective,  and  other  industrial  nations  lower 
tax  rates  in  self-defense. 


IRAS:  STILL  WORTHWHILE 


Thanks  to  the  new  tax  bill,  millions  of  people  will  no 
longer  be  able  to  make  tax-deductible  contributions  to 
Individual  Retirement  Accounts.  However,  they  will  be 
allowed  to  put  in  up  to  $2,000  with  aftertax  dollars.  They 
should  certainly  do  so. 

Why?  Because  the  dividends,  interest  and  (one  hopes) 


capital  gains  earned  by  this  money  will  continue  to  accu- 
mulate tax-free,  and  that  compounding  can  be  potent. 
Assuming  a  moderate  10%  return,  $2,000  will  grow  to 
more  than  $60,000  over  35  years. 

Keep  contributing  to  your  IRA.  There  are  not  too  many 
good  shelters  around  anymore. 


FORBES,  JANUARY  12,  1987 


29 


Wk 


etting  it  there. 


Information  works  only  when  it  s  applied 
problem. 

Moving  information  to  the  problem  is 
called  communications. 

We've  been  in  the  communications  business 
since  before  most  Americans  were  born. 

Which  means  we  not  only  have  telecommuni 
cations  experience,  we  have  telecommunications 
solutions.  Solutions  that  can  help  your  company 
compete.  And  win. 

So  whether  you  need  to  get  a  memo  across 
the  hall  or  a  proposal  across  the  ocean,  we 
have  state-of-the-art  technology  that  can  do  it. 

We  can  help  you  communicate  information 
to  anybody,  anytime,  anywhere.  And  we Ve 
been  doing  it  for  years. 

Were  IBM.  With  the  service,  quality,  people 
and  products  to  help  you.  To  find  out  more,  talk 
to  your  IBM  marketing  representative. 


Everywhere  you  look,  there's  another  one. 
Another  financial  network.  Another  financial  service. 
Which  one's  for  you? 

Look  for  the  one  with  the  long  record — at  least 
120  years  of  financial  success. 

The  one  who  has  never  missed  a  dividend  in  all 
those  years. 

The  one  with  a  solid  foundation— over 
$40  billion  in  assets . 

The  one  with  the  diversity  that  protects  against 
adversity. 

The  one  who  knows  when  to  fund  ventures  and 
when  to  buy  Treasury  notes. 

The  one  who  knew  how  to  say  "no"  when  every- 
one else  was  saying  "yes."  And  who  knows  how  to  say 
"yes"  now  that  some  are  saying  "no." 

The  one  that  America's  most  demanding  corpora- 
tions count  on  for  pension  plans,  employee  benefits 
and  risk  management. 

Look  for  The  Travelers. 

One  of  the  most  respected  financial  experts 
l|;   in  the  world. 

Have  you  looked  under  The  Travelers 
p;  Umbrella  lately? 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


A  little  bounce 
— maybe — 
in  capital  spending 


Will  consumers 
still  float  on 
their  debt? 


The  Germans  and 
the  Japanese  may 
outweigh  the  Fed 


REVISIONIST  THOUGHTS  ON  GROWTH 

Look  beyond  the  first  and  maybe  second  quarter  of  1987,  and  things 
look  almost  halfway  decent  again  for  the  U.S.  economy.  Not  rosy,  not 
glowing,  but  okay. 

The  consensus  view  is  that  2.5%  real  growth  in  GNP  is  likely  for  the 
full  year — pretty  much  what  we've  seen  since  the  second  quarter  of 
1984.  That's  remarkable  enough,  though.  December  marked  the  49th 
month  of  the  current  expansion. 

A  lot  turns  on  revisionist  thoughts  now  emerging  about  the  two  main 
domestic  engines  of  growth,  capital  investment  and  consumer  spend- 
ing. The  Commerce  Department  now  expects  actual  outlays  on  capital 
spending  to  be  just  0.2%  up  on  1986  levels  in  real  terms.  That's  not 
much,  but  look  deeper. 

The  downturn  being  blamed  on  tax  reform  has,  it  seems,  mostly 
already  occurred.  Capital  spending  in  1986  was  down  2.6%  from  1985. 
The  Conference  Board  survey  of  appropriations  (firm  decisions  to 
spend)  shows  a  3.5%  jump  for  major  manufacturers,  excluding,  under- 
standably, gloomy  petroleum  companies.  That  should  boost  actual 
spending  from  the  second  half  of  1987  onward. 

Consumer  spending  soldiers  on.  November's  1.1%  uptick,  when 
averaged  with  December's  figures  (to  take  account  of  the  one-week- 
end-shorter- than-normal  holiday  shopping  period  in  1986)  will  likely 
show  that  consumer  spending  is  maintaining  the  4%-to-5%  growth 
pattern  of  the  past  three  years. 

The  question  is,  will  mounting  debt  finally  cut  it  off?  Just  so,  is  the 
common  answer,  mostly  based  on  the  assertion  that  "trees  never  grow 
all  the  way  to  the  sky." 

A  lot  will  depend  on  what  happens  to  real  incomes,  which  could  go 
down  on  average,  since  inflation  is  expected  to  be  around  4%  to  4.5%. 
That's  double  this  year's  rate  (and  even  that  assumes  that  oil  will  not 
go  above  $16  to  $17  per  barrel).  And  confidence  could  be  shaken  by 
more  sackings  at  the  likes  of  GM,  IBM  and  AT&T. 

The  most  hopeful  sign  for  1987  is  the  Federal  Reserve's  evident 
determination  to  prevent  a  recession.  Witness  its  timely  cuts  in 
interest  rates  to  keep  the  expansion  going. 

"The  Fed's  no  longer  watching  its  Ms  [money  supply  measures],  but 
real  growth,"  says  Allen  Sinai,  Shearson  Lehman  chief  economist. 
"Where  would  growth  have  been  this  year  without  earlier  cuts?" 

More  than  ever,  though,  it's  international  factors  that  could  dash 
hopes  for  continued  growth.  The  continuing  trade  imbalance  is  one 
such.  In  volume  terms,  trade  is  beginning  to  adjust  to  the  cheaper 
dollar,  but  the  OECD  warns  it  will  be  some  time  before  the  U.S.  trade 
deficit  shrinks  in  terms  either  of  dollars  or  its  share  of  GNP. 

There's  still  no  sign  that  Japan  is  willing  to  reflate.  And  the  West 
German  Bundesbank  has  cut  its  1987  growth  forecast  to  around  2.5%. 
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'Tis  the  season  to  beat  Uncle  Sam.  After  falling  0.5%  in 
October,  the  Forbes  Index  got  back  on  track,  rising  0.4% . 
Retail  sales  increased  0.5%  in  November.  Consumers 
rushing  to  buy  big-ticket  items  before  year's  end  boosted 
holiday  spending.  That's  because  state  sales  tax  will  no 
longer  be  deductible  in  tax  year  1987.  Meanwhile,  indus- 
trial production  and  personal  income  posted  respective 


gains  of  0.6%  and  0.5% .  The  increase  in  industrial  produc- 
tion came  from  strength  in  nondurable  materials,  home 
furnishings  and  defense  equipment. 

The  bad  news?  The  construction  industry  is  in  trouble 
(see  p.  108).  New  housing  starts,  probably  the  brightest 
bulb  in  a  dim  circuit,  plunged  24.6%  in  November  and 
now  stand  some  6%  lower  than  they  did  one  year  ago. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  arc  presented  at  right. 
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The  sensation 
between  here 
and  there. 

To  satisfy  those  given  to 
spontaneous  fun  often 
requires  the  most  disci- 
plined patience.  For  proof, 
consider  the  Mitsubishi 
Montero. 

Montero's  designed  to 
give  new  freedom  to  your 
imagination.  Patiently 
crafted  with  all  the  power  of 
2.6  liters,  the  independence 
of  both  2-  or  4-wheel  drive 
and  plenty  of  room  for  all 
your  cargo.  Even  if  all  you're 
carrying  is  an  impulsive 
imagination. 

Montero's  five-speed 
manual  overdrive  transmis- 


sion and  fully  independent 
front  torsion  bar  suspen- 
sion help  you  navigate  the 
shortcuts  with  confidence 
and  ease.  While  its  hefty 
all-terrain  radials  give  you 
the  ground  clearance 
you  need  when  you  take 
the  high  road. 

Of  course  in  town, 
Montero  still  knows  how  to 
be  a  perfect  gentleman. 
Its  ergonomically  shaped 
interior  includes  reclining 
front  bucket  seats  and 
plush  carpeting.  And  to 
make  sure  that  cruising 
downtown  is  just  as  easy 
as  cruising  the  backroads 
Montero  comes  equipped 


with  power  assist  steering 
and  power  assist  vented 
front  disc  brakes. 

The  Mitsubishi  Montero. 
With  prices  starting  as  low 
as  $9739,*  it's  not  only  a 
unique  experience  but  an 
exceptional  value.  Patiently 
crafted  to  transport  your 
imagination  from  here  to 
there . . .  even  if  there  is 
nowhere. 

'Mfrs  Suggested  Retail  Price  Taxes,  license, 
freight,  options,  other  dealer  charges  extra. 
Call  1-800-447-4700  for  your  nearest  dealer 


Mitsubishi. 

Perfecting  the 
Experience: 


MITSUBISHI 

MOTORS 


M     O     N     T     E     R  O 


TECHNOLOGY  ALONE,  BUT   IN  THE   ABILITY   TO    MANAGE  IT. 


Information 
Overpowering  Force 
Or  Powerful  Resource 


The  power  of  information. 
It  is  awesome.  And  so  how  you 
gather  it,  and  how  you  organ- 
ize it,  and  how  you  use  it,  can 
very  well  make  the  difference 
between  business  as  usual,  and 
unusually  good  business. 
That's  where  we  can  help.  We're 
a  family  of  communications 
companies.  And,  working  in 
partnership  with  your  commu- 
nications experts,  we  can 
provide  all  the  experience* 
resources  and  insights  your 
firm  needs  to  take  advantage  of 
today's  state-of-the-art 
communications  systems. 
Because,  in  the  end,  it  is  our 
unique  ability  to  manage  these 
complicated  technologies  that 
will  put  the  full  power  of 
information  within  your  grasp. 

For  more  information  about 
the  Bell  Atlantic  companies 
call  toll-free  1-800-621-9900, 
Monday  through  Friday,  8:30 
to  5:00  EST. 


er  Company  bell  atlanticom  bell  Atlantic  business  supplies 
shop  7bell  atlantic  business  center    mai  canada  sorbus 


Forbes 


When  did  you  last  pick  up  a  newspaper 
without  reading  about  another  big  layoff? 
That,  unfortunately,  is  the  dark  side  of  the 
current  improvement  in  efficiency. 

Who  gets  the 
parachutes? 


By  Jerry  Flint 

In  this  issue  we  cite  instance  after 
instance  of  U.S.  companies  slim- 
ming down  to  fighting  weight. 
Call  it  rationalization,  call  it  restruc- 
turing, call  it  just  common  sense,  but 
the  plain  fact  is  that  a  good  deal  of  this 
efficiency  is  being  achieved  at  the  ex- 
pense of  a  lot  of  laid-off  workers  and 
executives.  That  these  layoffs  are  nec- 
essary for  keeping  businesses  in  busi- 
ness is  obvious.  We  ought  not  forget, 
however,  that  some  people  are  paying 
a  heavier  price  than  others  for  improv- 
ing U.S.  efficiency. 

Lee  Iacocca  was  becomingly  blunt 
about  it  in  his  story  of  saving  Chrys- 
ler: "When  we  finally  held  the  victory 
parade,  a  lot  of  our  soldiers  were  miss- 
ing. A  lot  of  people — blue-collar, 
white-collar  and  dealers — who  had 
been  with  us  in  1979  were  no  longer 
around  to  enjoy  the  fruits  of  victory." 

Hardly  a  day  goes  by  without  a 
headline  on  some  major  bloodletting: 
AT&T  to  cut  its  payroll  by  27,000, 
IBM  letting  go  10,000,  GM  chopping 
29,000,  United  Technologies  11,000, 
the  merged  Burroughs/Sperry  (Unisys) 
10,000,  Eastern  Air  Lines  another 
1,500,  Illinois  Central  Gulf  Railroad 
also  1,500.  Wang,  Tenneco,  RCA,  Ex- 
xon, Alcoa.  Why  go  on?  The  list  seem- 


ingly never  stops.  (When  did  you  last 
read  about  a  big  company  hiring  on  a 
large  scale?) 

Despite  the  move  from  recession  in 
1980  to  good  times  in  1985,  40%  of 
The  Forbes  500  companies  had  fewer 
employees  than  five  years  earlier. 
Were  it  not  for  the  continued  vigor  of 
small  business  and  service  business, 
unemployment  might  be  staggering. 

Is  there  a  missing  ingredient  here? 
Yes.  What  might  be  called  the  human 
face  of  capitalism — at  least  some 
symbols,  if  not  the  reality,  of  equality 
of  sacrifice. 

After  all,  those  workers  from  the 
production  line  now  laid  off  and  those 
middle  managers  now  adrift  didn't 
hire  themselves.  They  didn't  create 
bureaucratic  bloat.  They  didn't  make 
the  foolish  acquisitions  or  product 
choices.  Yet  too  often  the  executives 
who  made  mistakes  escape  the  sacri- 
fice. Fire  enough,  cut  costs  enough, 
and  profits  climb,  stock  options  are 
worth  more,  and  so  are  the  bonuses. 
At  worst,  the  unsuccessful  managers 
bail  out  with  golden  parachutes,  and 
the  new  managers  bayonet  the 
wounded. 

In  all  this,  business  is  building  up  a 
good  deal  of  resentment  that  will  one 
day  come  to  haunt  it,  perhaps  in  the 
form  of  ill-considered  legislation.  Ia- 
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cocca  cut  his  pay  to  $1  a  year.  Sure, 
Lee  Iacocca  was  rich,  but  it  was  a 
symbol.  Leadership  means  setting  the 
example.  The  good  officer  feeds  his 
men  before  he  feeds  himself.  The 
army  that  doesn't  bring  out  its 
wounded  with  it  will  find  its  fighters 
ready  to  break  and  run  when  the  bat- 
tle gets  hot.  There  are  some  unwritten 
rules  in  business,  too:  Loyalty  up  re- 
quires loyalty  down. 

But  how?  At  the  Toyota-GM  car 
plant  in  Fremont,  Calif.,  the  manage- 
ment pledged  to  cut  its  own  pay  be- 
fore it  lays  off  production  workers.  At 
Hewlett-Packard,  during  bad  times 
employees  have  gone  on  short  time, 
taking  a  day  off  without  pay  every  two 
weeks,  and  executives  have  taken 
10%  pay  cuts  to  avoid  firings.  At  Del- 
ta Air  Lines  back  when  times  were 
bad  in  1983,  the  executives  and  the 
board  took  up  to  10%  pay  cuts,  and 
the  employees  took  voluntary  pay 
cuts  or  donated  money  to  buy  the 
company  a  new  $30  million  jetliner. 
"Some  Japanese  called  us  to  find  out 
where  in  Japan  we  had  trained.  They 
figured  we  must  have  trained  in  Japan 
to  have  anything  like  that,"  laughed  a 
Delta  man.  But  Delta  didn't  learn  this 
from  the  Japanese.  It's  just  a  good-old- 
boy,  old-fashioned  airline  with  a 
southern-gentleman  attitude. 

Maybe  more  bosses  should  be  fired 
when  things  go  wrong,  if  for  no  other 
reason  than  to  set  an  example.  That's 
a  tough  sell.  But  the  bosses  and  the 
boards  could  be  tougher  on  them- 
selves and  others  at  the  top.  They 
should  be  willing  to  cut  their  own  pay 
and  perks  and  to  eliminate  bonuses 
before  layoffs  are  necessary.  Once  the 
head-chopping  starts,  it's  necessary. 
Laurence  Tisch  has  ordered  layoffs  at 
CBS,  for  example,  but  he  also  closed 
executive  dining  rooms  and  cut  back 
on  limousines. 

Business  people  like  to  point  out 
that  they  aren't  heartless  in  their  lay- 
offs. They  pay  early  retirement  bonus- 
es and  boost  pensions  when  they  push 
people  out.  They  carry  hospital  insur- 
ance for  them  and  hire  job  counselors. 
That  helps,  but  it  doesn't  change  the 
fact  that  the  privates  and  junior  offi- 
cers are  too  often  the  ones  who  are 
laid  off,  while  the  generals  get  medals 
for  cleaning  up  the  mess  they  them- 
selves made. 

The  final  issue  is  what  happens  af- 
ter the  pressure  for  cost-cutting  eases; 
it  will,  it  always  has.  Is  it  back  to  the 
good  old  days,  meaning  back  to  corpo- 
rate bloat?  If  that's  what  happens,  the 
sacrifices  of  today's  victims  will  be  for 
nought.  (The  Forbes  39th  Annual  Re- 
port on  American  Industry  starts  on 
page  61.)  ■ 


In  1986  the  stock  market  offered  few  re- 
wards to  mutt-fanciers.  Patience  is  needed. 


Lagging  laggards 


By  Michael  Oianian 
and  Thomas  Quinn 


JUST  ONE  YEAR  AGO  (Jan.  13, 
1986)  we  gave  our  readers  what 
we  called  a  "half-facetious"  in- 
vestment tip:  Buy  stocks  in  lousy 
companies.  From  our  Who's  Where  in 
the  Stock  Market  table  we  took  the  50 
issues  with  the  worst  price  perfor- 
mance over  the  previous  five  years 
and  offered  these  as  turnaround  candi- 
dates. We  also  listed  the  50  best  per- 
formers over  the  previous  five  years, 
with  the  implication  that  these  were 
stocks  that  had  had  their  fling. 

The  losers-will-be-winners  theory 
was  grounded  on  a  look  back  at  the 
performance  of  stocks  that  had  led  the 
lists  of  five-year  winners  and  five-year 
losers  in  previous  January  industry 
surveys.  The  tests,  while  limited,  in- 
dicated that  though  not  every  dog  has 
its  day,  a  good  many  dogs  do.  Over  a 
six-year  span  our  portfolio  of  25  rotten 
stocks  from  1980  went  up  266%, 
while  the  Dow  rose  only  81%.  One 
year  later  the  results  are  even  more 
dramatic:  In  seven  years  the  worst 
stocks  from  that  early  list  have  in- 
creased 345%,  the  best  stocks  193%, 
and  the  Dow  137%. 
Hew  about  last  year's  dogs?  Better 


you  shouldn't  ask:  Right  now  they  are 
doggier  than  ever.  The  list  is  heavy 
with  oil  service  stocks,  stocks  that 
have  absorbed  one  heavy  blow  after 
another.  After  12  months  the  25  worst 
of  the  50  bad  performers  continued  to 
do  badly.  These  cheap  stocks  got  36% 
cheaper,  while  the  market  is  up  3 1  % . 
The  five-year  winners  continued  their 
winning  streak.  They're  up  35%. 

Nor  are  our  dogs  of  1983  doing  well. 
After  four  years  the  Dow  and  25  best 
stocks  gained  86%  and  77%,  respec- 
tively, vs.  only  14%  for  the  worst.  In 
1983  we  had  an  unusual  crop  of  desti- 
tute companies:  Rath  Packing  and 
Sambo's  Restaurants  are  presently 
worthless,  Commonwealth  Oil  Refin- 
ing and  Braniff  International  fell  90% . 
The  portfolio  may  never  recover. 

After  two  years  the  worst  stocks 
from  1985  are  nearly  unchanged, 
while  the  best  stocks  and  the  Dow 
have  risen  more  than  50% . 

But  we  warned  you.  Last  year's  sto- 
ry said  that  turnarounds  don't  come 
quickly,  and  we  noted  that  over  a 
short  term  the  laggards  often  contin- 
ue to  lose  ground  to  winners.  That 
pattern  continues. 

Will  our  1983  and  1985  laggards 
have  their  day?  No  guarantee.  After 
all,  the  dramatic  gain  in  the  losers 


Illustrations  bv  Patrick  McDonnell 
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portfolio  for  1980  was  largely  brought 
about  by  one  stock:  Chicago  Pacific 
(then  the  bankrupt  Chicago  Rock  Is- 
land &  Pacific  Railroad).  Minus  Chi- 
cago Pacific,  the  losers  would  have 
outperformed  the  winners  by  an  in- 
consequential 16  percentage  points. 

It's  conceivable  that  the  pattern 
faintly  discernible  here  is  for  real.  The 
explanation  would  be  that  the  market 
is  overly  fearful  of  bad  companies  and 
overly  appreciative  of  good  ones.  Con- 
trary investors  can  come  out  ahead  if 
they  have  staying  power.  The  big 
gains  start  rolling  in  around  year  five. 


If  that's  true,  last  year's  mutts  should 
start  turning  into  greyhounds  around 
1991.  Or  at  least  some  of  them. 

Certainly  that  has  happened  to  our 
1984  worst.  After  three  years  the 
worst,  with  a  69%  gain,  did  almost 
twice  as  well  as  the  best  and  are  well 
ahead  of  the  Dow's  53%  rise. 

Overall  since  1980,  $175,000  in- 


vested in  the  best  portfolios  ($1,000  in 
each  stock)  would  have  produced  a 
profit  (excluding  dividends)  of 
$126,000.  In  the  losers:  $178,000. 
Many  of  today's  good  stocks  were 
dogs  themselves  not  so  long  ago:  Al- 
lied Supermarkets,  Geico,  Outboard 
Marine,  General  Public  Utilities,  Fire- 
stone Tire  &.  Rubber,  Fidelcor,  Chrys- 
ler and  Texas  Air. 

What's  the  moral  here?  Probably 
this:  Buying  doggy  stocks  is  no  ticket 
to  wealth,  but  how  else  can  you  get  a 
chance  to  buy  a  greyhound  for  the 
price  of  a  flea-bitten  mutt?  ■ 


£5 
ft  $Ui 


The  best 

These  industry  survey  stocks  gained  most  over  the 
past  five  years.  But  in  the  long  run  the  market  tends 
to  overplay,  so  these  winners  could  be  the  laggards 
over  the  next  five  years. 

Company 

5-year 
price  change 

Recent 

mtnstar 

A  A  r\f\  f\0/ 
4,4UU.U7o 

iln 

Circuit  City  Stores 

3,437.2 

29>/i 

Hasbro 

2,677.8 

23'/4 

Limited 

2,404.2 

29% 

Gap 

1,843.9 

42Vs 

Tyson  Foods 

1,746.2 

24 

Liz  Claiborne 

1,633.0 

42Vi 

Chrysler 

1,577.8 

37% 

Dillard  Department  Stores 

1,273.5 

41 

Western  S&L  Association 

1,203.2 

19 

Monfort  of  Colorado 

981.1 

50 

United  Artists  Communication 

971.7 

16% 

American  Continental 

900.0 

10 

Borman's 

894.1 

21  Vt 

Emerson  Radio 

883.5 

10% 

Telex 

857.7 

62'/« 

ICH 

842.1 

22% 

Triangle  Industries 

827.4 

26% 

Collins  &  Aikman 

827.3 

51 

American  Family 

826.2 

26% 

Shaw  Industries 

751.9 

18% 

HJ  Heinz 

746.4 

39  Vi 

Mayflower  Group 

739.7 

30% 

Wal-Mart  Stores 

723.5 

43% 

Giant  Food 

715.4 

26  Vi 

The  worst 

This  portfolio  consists  of  companies  that  have  done 
the  worst  for  shareholders  over  the  past  five  years. 
But  what  if  Wall  Street  oversells  lousy  companies? 
Then  these  flea-bitten  stocks  may  be  good  buys. 

Company 

5-year 
price  change 

Recent 

Evans  Products 

-97.6% 

% 

Western  Co  No  Amer 

-97.4 

% 

Global  Marine 

-95.1 

IVi 

Gearhart  Industries 

-93.9 

1VS 

Ideal  Basic  Industries 

-93.7 

1% 

Storage  Technology 

-92.9 

2Vi 

Smith  International 

-92.6 

3% 

NVF 

-91.2 

% 

Zapata 

-91.2 

2V4 

NL  Industries 

-88.7 

4Vi 

LTV 

-88.5 

1% 

Western  Union 

^88.0 

4% 

Tosco 

-86.9 

2Vi 

First  City  Bancorp 

-85.1 

4% 

Manville 

-84.0 

2% 

Armco 

-83.9 

4'/2 

AlliS'Chalmers 

-81.9 

2% 

ImerFirst 

-81.4 

5 

Cameron  Iron  Works 

-81.0 

8% 

Hughes  Tool 

-80.7 

7% 

Bethlehem  Steel 

-77.4 

5W 

AMAX 

-74.6 

12 

LB  Foster 

-73.7 

3% 

Copperweld 

-72.4 

6% 

Baker  International 

-72.4 

10>/2 
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Business  entertainment  is  no  longer  tax 
deductible  in  Australia.  So  why  isn't  the 
restaurant  business  dead? 


Call  it  a  seminar 


By  Gall  Buchalter 


Jimmy  Carter  tried  but  failed  to 
make  the  three-martini  lunch 
nondeductible — and  we  all 
know  what  happened  to  Jimmy  Car- 
ter next  time  he  ran.  But  our  new  tax 
law,  while  reducing  rates,  also  says 
businessmen  can  deduct  only  80%  of 
their  entertainment  expenses.  That 
raises  the  aftertax  cost  of  a  $100  busi- 
ness lunch  from  $54  to  around  $73. 

The  Australians  have  gone  further. 
Australia's  Labor  government  in  1985 
pushed  through  its  Reform  of  the  Aus- 
tralian Taxation  System — RATS,  to 


the  irreverent  Aussies.  That  ended 
most  forms  of  entertainment  deduc- 
tions, and  invited  ingenious  detours. 

First  came  the  luncheon  voucher. 
Under  RATS,  business  rent  was  still 
deductible.  So  a  business  would  pay  a 
restaurant  not  for  food  and  drink  but 
for  "table  rental,"  and  deduct  the 
sum.  The  restaurant  would  issue  the 
customer  vouchers  good  for  meals  at 
the  restaurant.  The  government 
moved  at  speed  to  kill  the  voucher 
gimmick. 

Next:  the  business  seminar.  Under 
RATS,  seminars  were  still  tax  deduct- 
ible, and  all  that  was  needed 


to  qualify  a  business  lunch  as  a  semi- 
nar was  (a)  that  the  meal  not  interrupt 
the  continuity  of  the  business  at 
hand,  and  (b)  that  the  seminar  last  at 
least  four  hours — not  a  major  obstacle 
in  a  country  where  long,  boozy 
lunches  are  much  prized.  In  theory, 
the  "seminar's"  length  was  supposed 
to  exclude  time  spent  at  lunch,  but 
obviously  that  is  impossible  to  police. 
So  businessmen  began  taking  long, 
long  lunches  and  writing  them  off  as 
seminars. 

Again  the  government  pounced, 
with  threats  of  hefty  fines  and  jail 
sentences.  Good  luck,  government. 
As  one  Fremantle  restaurant  owner 
(who  asked,  reasonably,  to  go  un- 
named) told  a  Forbes  reporter:  "Now 
I'll  just  run  an  open  tab  for  a  regular 
customer  and  his  guest.  Then,  after  he 
has  had  several  meals,  I'll  bill  him  for 
8  to  12  people  and  call  it  a  seminar." 

Then  there  is  the  "advertising" 
ploy.  Advertising  is  deductible  under 
RATS.  Funny  thing.  Restaurant 
menus  and  even  waiters'  uniforms 
have  sprouted  corporate  logos.  The 
corporation  pays  the  restaurant  a  de- 
ductible "advertising  fee."  The  res- 
taurant pays  in  food  and  booze. 

Sports  are  Australia's  true  religion, 
so  naturally  RATS  continued  deduct- 
ibility for  corporate  sponsorships  of 
sporting  groups  such  as  soccer,  auto 
racing  and  horse  racing.  What  a  lovely 
loophole  that  opened.  A  restaurateur 
asks  a  business  cus- 
tomer to  rent  a  bill- 
board at  a  stadium  or  a 
track  with  the  busi- 
ness' name  on  it.  This 
might  normally  cost, 
say,  $3,000,  but  the 
business  pays  the 
sporting  group  $5,000, 
all  of  it  deductible.  The 
sporting  group  hands 
the  $2,000  back  to  the 
restaurateur,  who  then 
serves  the  company 
employees  $2,000 
worth  of  what  have  be: 
come  tax-deductible 
meals. 

Many  consultants 
have  begun  tacking  the 
cost  of  the  meal  onto 
their  bill:  "Consulting 
fees"  are  still  deduct- 
ible. Simple  barter — 
"contra,"  in  Aussie- 
speak — is  also  big:  You 
give  me  $500  worth  of 
shrimp  and  wine,  111 
give  you  $500  worth  of 
new  carpet. 

Of  course,  this  is 
Australia.  .  .  .  ■ 


Kiinck  McOomW 
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Consider  the  Tokyo  stock  market,  where 
average  P/Es  are  three  times  higher  than  in 
the  U.S.  No  wonder  Japanese  money  is 
starting  to  flow  into  U.S.  equities. 

Japan's  newest 

import: 
U.S.  equities 


By  Peter  Fuhrman 

What  keeps  the  U.S.  stock 
market  so  strong  in  the  face 
of  mediocre  corporate  earn- 
ings and  a  frightening  trade  deficit? 
One  factor — so  far,  a  small  one,  but 
growing — is  the  Japanese  investor. 

By  the  Treasury  Department's  reck- 
oning, Japanese  investors  spent  more 
than  $2.5  billion  buying  U.S.  stocks 
during  the  first  nine  months  of  1986 — 
a  tenfold  increase  over  1985.  That's 
not  a  lot  of  money — less  than  a  day's 
trading  on  the  New  York  Stock  Ex- 
change. But  "the  total  is  far  higher," 
says  Barton  Biggs,  a  managing  director 
at  Morgan  Stanley,  which  sold  over 
$500  million  in  U.S.  equities  to  Japa- 
nese customers  during  those  months. 
Japan's  four  major  brokerage  houses — 
Nomura,  Daiwa,  Nikko  and  Yamai- 
chi — claim  an  additional  $4.3  billion. 

The  big  push  began  in  spring.  Dur- 
ing one  month,  May  1986,  the  Japa- 
nese bought  more  U.S.  stocks  than 
they  had  in  all  of  1985.  The  pace 
hasn't  slackened. 

The  potential  is  enormous.  Japa- 
nese banks,  insurance  companies  and 
brokerage  houses  are  flush  with  more 
than  $500  billion  for  investment 
abroad.  Until  1986  Japan's  foreign  fi- 
nancial investments  were  limited  al- 
most exclusively  to  the  purchase  of 
Eurobonds  and  U.S.  Treasury  issues. 
Why?  Both  offered  a  secure  return  of 
8%  to  9%,  which  was  a  full  4%  higher 
than  the  yield  on  comparable  Japa- 
nese bonds.  Besides,  the  Japanese 
didn't  feel  comfortable  in  U.S.  stocks, 
representing  companies  with  which 
they  were  not  very  familiar  and  carry- 
ing both  market  and  currency  risks. 

As  U.S.  interest  rates  fell  and  as  the 
dollar  sank  sharply,  the  Japanese  sud- 
denly began  losing  their  once-insatia- 
ble appetite  for  Treasury  bills.  Mean- 
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while,  prices  on  the  Tokyo  Stock  Ex- 
change had  shot  up  almost  out  of 
sight.  Where  to  put  this  pile  of  cash? 
Suddenly,  amid  considerable  publici- 
ty, Japanese  investors  began  swallow- 
ing prime  pieces  of  Manhattan  real 
estate.  Less  loudly,  they  began  buying 
big  blocks  of  U.S.  equities.  The  U.S. 
stock  market  offered  higher  yields 
than  the  Japanese  home  markets  (7%, 
vs.  0.68%)  and  dramatically  lower 
price/earnings  ratios  (16,  vs.  49). 

Most  Japanese  investors  are  not 
very  venturesome  in  choosing  U.S. 
stocks.  With  the  encouragement  of 
the  Japanese  brokers,  they  plow  their 
money  into  the  same  small  stable  of 
companies:  the  large  American  firms 
with  strong  brand-name  followings  in 
Japan.  Kodak,  McDonald's,  American 
Express,  Coca-Cola  and  IBM  are  all 
both  household  names  and  invest- 
ment favorites.  This  explains  why 
this  bull  market  has  been  so  heavily 
driven  by  blue-chip  stocks. 

Then  there  is  Genentech,  the  leader 
in  biotechnology.  Genentech  sells  at 


280  times  earnings,  astronomical 
even  by  Japanese  standards,  but  it  has 
an  aura  the  Japanese  love.  Genentech 
founder  Robert  Swanson  recently  re- 
turned from  a  one-week  visit  to  Japan, 
during  which  he  met  with  over  1,000 
enthusiastic  Japanese  analysts,  insti- 
tutional investors  and  brokers. 

Swanson's  trip  was  arranged  by  No- 
mura, the  largest  Japanese  broker.  No- 
mura has  both  the  equity  capital  ($4 
billion)  and  the  distribution  system 
(5,800  salesmen)  to  manage  market- 
moving  investments  in  U.S.  firms. 

Japanese  brokers  are  finding  U.S. 
equities  highly  profitable.  "Nomura 
will  invest  $100  million  of  its  own 
money  to  buy  a  million  shares  of  GE, 
and  then  retail  these  shares  to  its  cus- 
tomers, marking  them  up  by  a  point 
and  a  quarter,"  says  Biggs  of  Morgan 
Stanley. 

Okay,  but  suppose  you  are  a  U.S. 
company  with  a  name  that  isn't  a 
household  word.  How  do  you  interest 
the  Japanese  investor?  Japanese  bro- 
kers recommend  that  American  busi- 
nesses circulate  financial  statements 
translated  into  Japanese  and  dispatch 
executives  to  Tokyo  to  make  intro- 
ductory presentations. 

Their  advice  is  hardly  disinterested. 
The  four  major  brokers  are  doing  a 
land-office  business  translating  finan- 
cial and  hosting  presentations. 
Chances  are  that  most  U.S.  compa- 
nies, those  lacking  cutting-edge  tech- 
nology or  name  recognition  in  Japan, 
will  meet  with  polite  indifference. 

Of  course,  this  could  change  as  the 
trickle  of  Japanese  money  into  U.S. 
equities  becomes  a  flood.  The  consen- 
sus estimate  is  that  an  additional  $15 
billion  in  Japanese  money  will  flow 
into  U.S.  stocks  in  1987 — at  least  sev- 
eral times  the  1986  level.  Japanese 
brokers  claim  that  by  1991  Japan's 
total  holdings  of  U.S.  equities  will 
reach  $100  billion — the  equivalent  of 
five  weeks'  current  turnover  on  the 
New  York  Stock  Exchange.  That 
would  amount  to  about  4%  of  all  U.S. 
equities  at  current  prices. 

Is  this  good  or  bad?  It  will  certainly 
alarm  some  Americans,  who  will  see 
it  as  one  more  sign  of  waning  U.S. 
economic  power.  But  the  fact  is  that 
the  world  is  fast  developing  a  truly 
international  economy,  and  cross- 
ownership  of  equities  is  an  inevitable 
step  in  this  process.  Besides,  it's  good 
for  the  stock  market.  "Japanese  mon- 
ey will  provide  momentum  to  keep 
the  bull  market  moving  forward  at 
least  through  all  of  1987,"  says  Steven 
Einhorn  of  Goldman,  Sachs.  That 
may  be  wishful  thinking,  but  certain- 
ly the  potential  is  there.  ■ 
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Fortune  magazine  cites  Patten  Corp.'s 
founder  as  one  of  the  year's  most  fascinat- 
ing business  people.  Forbes  finds  Patten's 
fancy  bookkeeping  depressingly  familiar. 


Old  game, 
new  twist 


By  Gretchen  Horgenson 

F|  orget  Florida.  Today's  unde- 
veloped land  hype  centers  on 
good  old  New  England.  The  af- 
fluent young  and  upwardly  mobile 
lust  not  for  perpetual  sunshine  but  for 
"unspoiled"  woodland  and  farmland 
plots  close  to  Boston,  Providence  or 

I  


New  York.  An  urban  yearning  for  the 
bucolic. 

Who's  there  to  sell  wide-open 
spaces  to  cramped  but  creditworthy 
city  dwellers?  Patten  Corp.,  a  $35  mil- 
lion installment  land  sales  company 
based  in  Stamford,  Vt.  Patten  typical- 
ly buys  200-to-300-acre  parcels,  di- 
vides them  into  15-acre  plots  and  sells 


them  for,  on  average,  $22,500  each. 
That's  $1,500  an  acre  for  cow  pasture 
and  woodlot. 

A  nice  business?  So  it  seems.  In 
1986  Patten's  reported  net  per  share 
was  $1.40,  vs.  47  cents  in  1985.  In  the 
first  six  months  of  fiscal  1987,  Pat 
ten's  property  sales  rose  110%,  while 
reported  earnings  increased  53% . 

Patten's  stock — recently  listed  on 
the  Big  Board — jumped  from  a  split- 
adjusted  4  a  share  in  early  1986  to 
around  19  in  late  December.  Drexel 
Burnham  Lambert  comanaged  Pat- 
ten's $34.5  million  convertible  bond 
offering  last  May  and  holds  warrants 
on  the  company's  stock.  The  broker 
also  published  a  series  of  glowing  re- 
search reports  on  Patten.  (More 
Boesky  fallout:  Patten's  executive 
vice  president  of  finance  hastened  to 
tell  Forbes,  "I've  never  met  Mike 
Milken  and  I've  never  been  to  Beverly 
Hills.")  Investment  newsletter  writ- 
ers and  business  magazines  soon  dis- 
covered and  touted  Patten's  stock. 

Carried  away  by  this  publicity,  For- 
tune recently  named  founder  Harry  S. 
Patten  one  of  the  year's  most  fascinat- 
ing business  people  and  rhapsodized 
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about  his  luxurious  lifestyle. 

The  hoopla  seemed  justified — on 
the  surface.  For  a  company  growing  at 
an  average  annual  rate  of  100%,  14 
times  earnings  isn't  a  lot  to  pay. 

Trouble  is,  Patten's  earnings  suffer 
serious  shrinkage  when  scrutinized. 
And  the  asset  side  of  the  company's 
balance  sheet  looks  a  bit  bloated. 

Patten  records  100%  of  its  land 
sales  as  revenues,  even  though  it  typi- 
cally receives  just  10%  to  50%  of  the 
amount  in  cash.  Therefore,  the  quali- 
ty of  its  earnings  is  suspect.  As  for 
assets,  in  the  first  six  months  of  fiscal 
1987,  $20  million  was  in  unsold  land. 
Compare  this  with  Patten's  inven- 
tories for  all  of  1986:  $7  million. 
That's  some  increase.  But  will  Patten 
be  able  to  sell  it  all? 

Of  Patten's  customers,  80%  buy 
their  land  on  time,  signing  notes  that 
obligate  them  to  pay  off  their  loans  at 
an  adjustable  interest  rate,  currently 
12.5%.  Patten  includes  these  notes 
receivable  among  its  assets  and  re- 
cords them  at  face  value.  In  1986  this 
amounted  to  more  than  $17  million. 
Patten  allows  for  possible  losses  on 
the  notes,  but  for  a  laughably  small 
amount:  $10,000  worth.  Delinquency 
rates  have  been  low  so  far,  but  that's 
often  true  in  the  early  stages  of  these 
installment  land  deals. 

Patten's  accounting  techniques  are, 
to  put  it  mildly,  aggressive.  The  com- 
pany says  it  actually  received  35%  of 
reported  revenues  as  cash  downpay- 
ments  in  1986.  That's  $12.2  million. 
But  subtract  the  company's  costs  and 
expenses  from  this  figure — just  the 
costs  of  real  estate  sold,  for  example, 
amounted  to  $15  million— and  it  be- 
comes clear  that  Patten  is  operating 
on  a  negative  cash  flow.  This  explains 
why  Patten  has  such  a  heavy  debt 
load:  70%  of  total  capitalization. 

This  cash  flow  deficit  explains  why 
Patten  has  had  to  come  to  the  equity 
markets  for  funding  so  often  in  its 
relatively  short  life.  It  bagged  $7.2 
million  when  it  went  public  in  No- 
vember 1985  and  another  $3.5  million 
from  its  convertible  debt  offering  six 
months  later.  Donald  Dion  Jr.,  execu- 
tive vice  president  of  finance  at  Pat- 
ten, says:  "We'll  continue  to  have  to 
raise  money  to  grow."  Dion  claims 
that  further  financing  will  not  come 
from  the  equity  markets.  Rather,  the 
company  plans  to  begin  selling  its 
notes  receivable. 

Negative  cash  flow  and  go-go  ac- 
counting have  burned  some  nasty 
holes  in  investors'  pockets  over  the 
years.  Remember  Punta  Gorda  Isles,  a 
Florida  land  sales  and  development 
company?  Its  stock  traded  as  high  as 
16  in  1981,  before  its  similarly  ob- 
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Come  to  celebrated  pleasures.  Come  to 
be  celebrated.  Enjoy  the  resort 
honored  as  5-Star  by  America,  as  world's 
best  by  Europe.  Charm,  championship 
sports,  delightful  dining,  a  staff  that 
loves  to  pamper.  Superb  meeting  facilities, 
and  all  so  convenient!  The  Cloisterf 
Sea  Island,  GA  31561.  Toll-free 
800-SEA-ISLAND  or  912-638-361 1. 


T-H-E  OL-OI-S-T-E-R^ 

Also  luxurious  Sea  Island  rental  homes.  Call  Cottage  Rentals,  912-638-361 1. 


Consider  the  credentials. 


The  Pierpont  Tax  Exempt  Bond  Fund 
is  sponsored  by  Morgan  Stanley.  Its  in- 
vestment adviser  is  Morgan  Guaranty. 

The  Fund  will  seek  tax  exempt  yields 
greater  than  those  available  from  a  port- 
folio of  short  term  tax  exempt  obliga- 
tions. In  addition  to  investing  in  a 
portfolio  of  municipal  bonds 


take  advantage  of  its  access  to  privately 
placed  securities  and  new  issues. 

More  complete  information,  including 
charges  and  expenses,  is  contained  in  the 
prospectus,  which  you  should  read  care- 
fully before  you  invest.  For  a  copy,  please 
write  or  call  Alan  M.  Trager,  Principal, 
Morgan  Stanley  &  Co.  Incor- 


and  notes,  The  Fund  may  also  MORGAN  STANLEY  porated  at  (212)  398-2900. 

1251  Avenue  of  the  Americas,  New  York,  N  Y.  10020 
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"Lingan's  ship  roars  out  of  Mingo . . ."  From  Flash  Gordon  Comic  Strip,  1939. 


Once,  gearing  a  company  for  the  21st  Cen- 
tury would  have  counted  as  long-range  planning. 

But  the  next  century  is  next  door  now. 

And  any  company  that  wants  a  significant 
place  in  the  future  has  to  consider  whether  its 
businesses,  literally,  have  a  future. 

At  TR I  NOVA,  we  began  thinking  about  the 
future  some  time  ago.  And  it's  reflected  in  the 
corporation  we've  become,  and  the  products 
we  make. 

You  see,  our  operating  companies— 


Aeroquip,  Vickers  and  Sterling  Engineered  Prod- 
ucts—manufacture  thousands  of  products  other 
manufacturers  need.  Some  $1.4  billion  worth. 

Equally  to  the  point,  in  our  businesses  (power 
and  motion  control,  and  plastics)  we're  market 
leaders. 

Well,  as  leaders,  we've  begun  applying  cer- 
tain principles  that  we're  convinced  will  become 
more  and  more  a  part  of  manufacturing. 

Meaning  what,  exactly? 

Absolute  quality,  for  one.  Customers  always 
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ked  for  quality.  But  nowadays,  they  insist  on  it. 

And  there's  the  principle  of  cost  effectiveness, 
lich  involves  not  just  making  products  that  con- 
>ute  to  our  bottom  line,  but  to  our  customers' 
torn  line. 

Finally,  the  pursuit  of  technological  excel- 
ce.  A  pursuit  that  goes  beyond  the  factory  floor, 
d  every  corner  of  our  corporate  life. 

If  these  principles  made  sense  before,  they'll 
even  more  crucial  in  the  future. 

Which  is  why  we  feel  the  urgency  about  mak- 


ing them  part  of  our  thinking  and  our  products. 

The  Twenty- First  Century  is,  after  all,  only 
14  years  away. 


TRIhIOVA 

INTO  THE  2iST  CENTURY. 


Coach  of  the  Year 

"A  coach  is  only  as  strong  as  his  players,  but  it's  dedicated  fan  support  that  makes  a  winning 
season.  The  winners  on  Wheeling-Pittsburgh's  team  last  year  were  our  loyal  fans,  our  customers. 

This  year  promises  new  opportunities  for  those  customers  who  set  our  standards  for  product 
quality.  You  won't  know  it's  the  best  steel  buy  you've  ever  made  until  you  try  it. ..SO  BUY  IT! 

Challenge  us,  the  Comeback  Team  of  the  Year,  to  work  with  you  as  Partners  in  Steelmaking 
to  develop  a  program  meeting  your  product  needs  for  1987."  ^ 

Wheeling^ Pittsburgh 

steel  corporation  George  Ferris,  Vice  Chairman  &  CEO 


MANY  ARE  CALLED.  FEW 
ARE  CHOSEN. 


At  Manag^^PHPPruiter.s  we  know 
where  to  look  and  what  to  look  for. 
Our  Account  Executives  are  specialists 
in  the  industries  they  serve.  They're 
active  in  your  marketplace  every  day. 
We  interface  with  a  million  prospective 
candidates  each  year,  but  recommend 
less  than  ten  percent  of  them.  We  don't 


think  our  clients  should  waste  their 
time  seeing  anyone  but  the  best. 

Management  Recruiters  is  recog- 
nized as  the  largest,  most  effective 
search  firm,  anywhere.  And  when 
you're  trying  to  fill  a  crucial  position,  it 
makes  sense  to  go  straight  to  the  top. 


MANAGEMENT 
RECRUITERS 

The  search  and  recruitment  specialists. 
Over  300  offices  nationwide. 


Look  in  the  White  Pages  for  the  Management  Recruiters  office  nearest  you. 


soured  negative  cash  flow  came  to 
light.  Now  the  shares  languish  at  2. 

Then  there  was  Thousand  Trails,  a 
company  that  sold  lifetime  camp- 
ground memberships.  It  was  hot  in 
1984,  following  three  years  of  40% 
annual  revenue  growth.  Trails'  stock 
climbed  to  29  a  share.  Soon,  however, 
membership  sales  evaporated.  The 
stock  recently  traded  around  2'/2. 

At  Patten  headquarters  in  a  charm- 
ing Vermont  farmhouse,  Patten  exec- 
utives speak  glibly  about  letting  mil- 
lions in  on  the  American  dream  of 
owning  land.  Says  Don  Dion:  "There 
is  no  state  that  Patten  plans  not  to  try. 
In  theory,  we  could  saturate  every 
state  in  the  union."  Harry  S.  Patten, 
the  former  vacuum  cleaner  salesman 
who  founded  the  company  in  1964, 
says,  "By  1992  we'll  be  a  more  than 


Patten  executives  have 
been  busy  unloading  their 
stock:  For  every  buyer 
recently,  there  were  nine 
who  sold. 


$200  million  company." 

Maybe  so.  Maybe  not.  Tax  reform  is 
probably  going  to  put  a  crimp  in  the 
company's  operations. 

First  off,  raw  land  buyers — Patten's 
customers — are  no  longer  allowed  to 
deduct  interest  expenses  that  they  in- 
cur financing  their  property  pur- 
chases. Furthermore,  because  it  is  ba- 
sically an  installment  land  sales  com- 
pany, Patten  has  been  able  to  defer 
100%  of  its  federal  income  taxes.  For 
tax  purposes,  the  company's  profits 
are  based  on  revenue  that  it  books 
only  in  the  future  when  it  collects  on 
its  receivables.  Thus  it  has  one  set  of 
books  for  shareholders,  another  set  for 
the  IRS.  Tax  reform  changes  all  that. 
Beginning  in  fiscal  1988  the  company 
will  have  to  pay  between  20%  and 
36%  in  taxes,  in  real  cash  money. 

Patten  and  Dion  scoff  at  the  idea 
that  the  new  tax  bill  will  hurt.  But 
Patten's  extraordinary  revenue 
growth  in  the  first  two  quarters  of 
fiscal  1987 — a  period  that  ended  Sept. 
30,  1986 — may  have  owed  much  to  a 
last-minute  sales  push  in  which  pro- 
spective customers  were  encouraged 
to  take  advantage  of  the  disappearing 
tax  deduction.  Ditto  for  the  as  yet 
unreported  third-quarter  results. 

Here's  another  interesting  fact:  In 
the  12  months  that  ended  Nov.  7, 
1986,  Patten  executives  were  unload- 
ing shares  of  their  stock.  For  every 
Patten  insider  who  bought  shares, 
nine  of  his  colleagues  were  selling. 

Do  they  know  something  other  in- 
vestors don't?  ■ 
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Today  mutual  funds  come  in  virtually 
every  size  and  flavor,  but  here's  the 
dumbest  idea  we  have  heard  yet. 

Steal  this 
trade 


Brian  Ajhar 


By  Robert  McGough 

ONE  THING  YOU  CANNOT  patent 
is  a  smart  investment  idea. 
"Someone  gives  you  $1  million 
[to  manage],  and  keeps  $2  million 
himself,"  says  Jerard  Hartman,  a  man- 
aging director  at  Scudder,  Stevens  & 
Clark  in  New  York  City.  Since  the 
client  gets  confirmation  of  all  trades, 
he  can  copy  the  trades  in  his  own 
portfolio  three  or  four  days  later,  sav- 
ing on  management  fees.  "We've  had 
clients  who  told  us  they  were  doing 
this,"  Hartman  says.  Other  money 
managers  confirm  the  experience. 

The  money  managers  are  miffed, 
but  there  isn't  much  they  can  do. 
They  can't  even  prevent  noncus- 
tomers  from  free-riding  on  their  ad- 
vice. Managers  like  Scudder,  with 
more  than  $100  million,  have  to  file 


public  quarterly  reports  with  the  SEC 
listing  stock  positions.  Several  invest- 
ment services  are  now  selling  them- 
selves as  guides  to  coattail  investing. 
One  such  is  Kiril  Sokoloff's  Street 
Smart  Inc.,  in  Yorktown  Heights, 
N.Y.,  which  follows  a  number  of  in- 
vestors, including  some  smart  ones 
that  don't  make  headlines,  such  as 
Harris  Associates  and  Tweedy, 
Browne  Inc.  Sokoloff  sells  both  a  $350 
newsletter  and  a  more  thorough  re- 
search service  for  $7,500. 

The  new  Wealth  Monitors  Fund  in 
Kansas  City,  Mo.  is  probably  the  first 
mutual  fund  to  admit  to  free-riding  on 
what  the  smart  boys  are  doing. 
Founder  Michael  Lamb  invests  his 
fund's  tiny  $5.8  million  in  assets  on 
the  heels  of  big  investors — Carl  Icahn, 
Warren  Buffett,  Irwin  Jacobs  and  the 
Bass  brothers. 


But  the  free  ride  isn't  always  such  a 
good  deal  for  the  free-riders.  What  if  a 
Carl  Icahn  or  a  Ronald  Perelman  set- 
tles for  greenmail,  leaving  other 
shareholders  like  Lamb's  fund  in  the 
lurch?  There's  no  long-term  record  to 
show  that  Lamb,  a  34-year-old  former 
PaineWebber  broker,  can  consistently 
pick  winners.  The  private  accounts 
that  Lamb  also  manages  followed 
Carl  Lindner  into  Mission  Insurance 
after  Lindner  paid  an  average  $21.76  a 
share.  Lamb  claims  that  he  bought  in 
at  $5  a  share,  but  that's  still  way 
above  the  current  price  of  $2.  In  the 
fund's  first  quarter,  just  ended,  it 
didn't  do  as  badly  as  the  7.8%  drop  in 
the  S&P's  500,  but  it  did  lose  2.8%. 

To  get  the  money  flowing  in,  Lamb 
relies  on  some  hokey  marketing.  He 
refers  to  the  big  investors  he  follows 
as  "Power  Investors"  and  distributes 
two-page  "Investor  Profiles."  Saul 
Steinberg's  comes  complete  with  col- 
or photo  and  facts  about  his  divorces. 

You  have  to  pay  for  this  entertain- 
ment. Lamb  charges  a  load  of  up  to 
8.5%,  an  annual  1 2b- 1  charge  (that 
also  goes  to  brokers)  of  Vi  of  1%,  and  a 
1%  management  fee.  Even  though  the 
management  fee  is  suspended  until 
assets  grow  to  $10  million,  expenses 
ran  at  an  annualized  2.43%  rate  in  the 
fund's  first  quarter. 

Aping  mutual  funds  is  sometimes 
easy.  Suppose,  for  example,  that  you 
would  like  to  have  $100,000  in  Se- 
quoia Fund,  which,  despite  a  poor 
showing  in  bull  markets,  has  a  com- 
pound annual  return  of  24%  in  the 
last  10  years.  Sequoia  isn't  currently 
admitting  new  shareholders,  and  it 
charges  a  $100,000  account  $1,000  in 
annual  management  fees.  Is  there 
anything  to  prevent  you  from  repro- 
ducing its  portfolio  by  yourself? 

"Nothing,"  says  Richard  Cunniff, 
president  of  Sequoia.  Since  Sequoia  is 
about  50%  in  cash,  you  could  play 
copycat  with  a  $50,000  bank  deposit 
and  $50,000  in  stocks.  The  portfolio  is 
only  15  different  stocks.  Total  one- 
way commission  costs  at  a  discount 
broker:  about  $500.  Annual  manage- 
ment fee:  nil. 

There  is  the  potential  disadvantage 
that  you'll  be  up  to  three  months  late 
tracking  Cunniff's  moves  when  the 
bear  market  hits  and  Sequoia-style 
bargains  resurface.  If  the  bear  market 
is  so  bad  that  stocks  keep  falling  after 
Cunniff  starts  buying,  the  lag  will 
work  to  your  advantage. 

Copycatting  Lamb's  power  inves- 
tors fund  (27  positions)  would  be 
messier,  but  the  savings  much  great- 
er. Lamb  is  not  amused  by  the  idea. 
But  he's  not  exactly  in  a  position  to 
complain,  is  he?  ■ 
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Hicks  Waldron  has  been  taking  a  lot  of 
bows  for  his  performance  at  Avon  Prod- 
ucts. But  where  is  the  applause? 

Anyhow,  it  was 
nice  while 
it  lasted 


Avon  Products'  Hicks  Waldron 
Where,  oh  where,  has  his  turnaround  gone? 


By  Gretchen  Morgenson 

T|  he  French  Renaissance  lasted 
some  300  years.  Avon  Products' 
may  not  make  it  past  one.  Talk 
of  a  rebirth  notwithstanding,  profit 
growth  for  Avon  in  1987  is  looking 
doubtful. 

When  Hicks  Waldron,  63,  left  a  top 
job  at  R.J.  Reynolds  to  take  over  Avon 
Products  in  August  1983,  the  world's 
largest  beauty  concern  was  one  of 
Wall  Street's  dogs.  Earnings  had  been 
sliding  since  1979,  and  the  stock  had 
fallen  from  a  high  of  $140  in  1973  to 
an  ignominious  $25  a  share. 

Just  over  three  years  from  the  time 
he  took  over,  Waldron  proudly  an- 
nounced to  a  group  of  analysts  in  New 
York  City  in  September:  "1986  is  the 
year  of  the  renaissance." 

His  evidence?  In  February  the  num- 
ber of  Avon  salesladies — a  key  to  the 
company's  fortunes — reversed  a  disas- 
trous decline  that  had  dropped  their 
ranks  from  430,000  in  1982  to  375,000 
in  1985.  Domestic  sales  grew  14%  on 
average  in  the  first  three  quarters  of 
1986,  after  six  down  years.  Earnings 
from  continuing  operations  started  to 
turn  up,  rising  about  30%  over  the 
1985  level.  This  summer  Avon  stock 
topped  $36,  a  valuation  shareholders 
hadn't  seen  in  three  years. 

But  that  looks  like  it  for  a  while. 
Foster  Medical  Care,  Avon's  medical 
equipment  rental  subsidiary,  whose 
100%  annual  growth  over  the  past 
two  years  made  it  the  envy  of  the 
industry,  is  in  trouble. 

Early  in  November  Foster  slammed 
into  a  wall.  Its  two  chief  executives, 
founder  Stephen  Nagy  and  Jeffrey 
Levitt,  resigned  abruptly.  What  came 
to  light  was  a  debacle  that  calls  into 
question  the  effectiveness  of  Avon's 
management  style. 

Waldron  believes  in  diversification. 
He  bought  into  the  health  care  busi- 
ness with  Foster  in  1984  and  Medi- 
plex,  a  nursing  home  operator,  in 
April  1986.  He  also  took  the  trendy 
restructuring  tack:  He  sold  "bad-fit" 
subsidiaries — first  Tiffany  &  Co.  in 
1984,  later  Mallinckrodt  Chemical  in 
1986.  Last  year  he  also  bought  11.5 
million  of  Avon's  shares. 

Waldron  even  tried  public  relations: 
In  1986  he  was  the  subject  of  a  fawn- 
ing book  by  Neu-  York  Times  reporter 
Sonny  Kleinfield.  It  was  called  Staying 
at  the  Top:  The  Life  of  a  CEO. 

It  now  turns  out  that  Waldron  was 
taking  bows  before  the  applause. 
Avon's  core  business  is  still  lacklus- 
ter. Toiletries,  fragrance  and  cosmet- 
ics account  for  65%  of  the  company's 
sales,  and  almost  half  of  these  sales — 
a  full  $1.6  billion — are  made  door-to- 
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rtoor.  This  business  isn't  what  it  used 
to  be  in  a  world  where  60%  of  U.S. 
women  work  outside  the  home.  Avon 
is  sending  its  representatives  into  the 
workplace  and  experimenting  with 
telephone  selling,  but  a  dramatic  re- 
covery in  direct  sales  is  unlikely. 

For  example,  the  number  of  Avon 
customers  dropped  in  1986,  largely 
because  Waldron  rewarded  those  reps 
who  generated  bigger  orders.  This 
helped  produce  the  sales  bulge,  but  it 
was,  according  to  Waldron 
himself,  "a  marketing  er- 
ror," because  the  small- 
order  customer,  who  ac- 
counts for  around  8%  of 
Avon's  sales,  was  left  in 
the  cold.  As  one  analyst 
observes:  "They  put  their 
fingers  in  one  leak,  and 
another  springs." 

Now  that  so  many  of 
Avon's  onetime  custom- 
ers go  to  the  office  instead 
of  staying  at  home,  Avon 
is  trying  to  follow  them 
by  moving  into  the  stores. 
For  decades  Avon  avoided 
the  cutthroat  business  of 
competing  with  the  likes 
of  Revlon,  Estee  Lauder, 
Max  Factor  and  the  rest  in 
retail  stores.  But,  with 
door-to-door  business  re- 
sponding sluggishly  to  his 
medicine,  Waldron  has 
had  to  consider  for  the 
first  time  retail  distribu- 
tion for  certain  products. 

But  Avon's  Liz  Clai- 
borne Cosmetics  is  a  late- 
comer to  a  rough  busi- 
ness. A  modest  increase  in 
discretionary  consumer 
income  in  1987  will  prob- 
ably squeeze  growth  for 
cosmetics  companies. 
The  entire  toiletries  and 
personal  care  market  will 
grow  only  5%  next  year. 
New  fragrance  entries  like 
the  smash-hit  Giorgio  of 
Beverly  Hills  succeed  only 
at  the  expense  of  existing 
brands.  The  launch  for  Avon's  Clai- 
borne line — a  joint  venture  with 
clothing  designer  Liz  Claiborne — was 
enormous:  The  fragrance  went  into 
2,000  stores.  However,  the  response 
was  not  overwhelming.  Forbes  talked 
with  retailers  around  the  country. 
"Fairly  good  but  no  blockbuster"  was 
a  typical  comment  on  Liz  Claiborne 
sales  to  date. 

Then  there  is  direct  mail.  Avon's 
Deneuve  fragrance,  a  $165  an-ounce 
perfume,  is  now  being  sold  through 
scented  magaz   e  inserts  (each  insert 


includes  an  order  form).  Analysts  ex- 
pect Deneuve  to  bring  in  only  about 
$2  million  in  sales.  "It's  a  cute  little 
business,"  says  Waldron,  "but  we'll 
never  make  any  real  money  at  it." 

While  fighting  hard  to  reverse  the 
decline  in  beauty  products,  Waldron 
apparently  lost  sight  of  what  was  hap- 
pening in  Conshohocken,  Pa.  at  Fos- 
ter Medical.  Foster  management 
failed  to  foresee  and  prepare  for  a 
change  in  the  government's  reim- 


Otie  of  Foster  Medical's  younger  customers 
Sloppy  management  in  a  vital  business. 


bursement  guidelines  for  home  oxy- 
gen treatments.  It  was  an  inexcusable 
oversight.  In  October  1985  the  gov- 
ernment announced  it  would  begin  to 
require  home  oxygen  users  to  qualify 
for  the  treatment  based  on  so-called 
blood  gas  levels.  If  patients  couldn't 
prove  that  they  needed  the  treatment 
and  get  certified  by  their  physicians, 
the  government  said,  Medicare  would 
not  reimburse  the  therapy's  costs. 
The  government  didn't  make  its  poli- 
cy retroactive;  it  gave  oxygen  therapy 
concerns  a  full  year — until  October 


1986 — to  get  their  patients  recertified 
to  meet  the  new  guidelines. 

With  substantial  Medicare  reve- 
nues at  stake,  you'd  think  that  Foster 
would  have  made  an  effort  to  get  its 
customers  recertified  as  quickly  as 
possible.  Oxygen  therapy,  after  all,  ac- 
counts for  $100  million  in  volume  at 
Foster — a  full  22%  of  its  total  reve- 
nues. Yet,  by  October,  Foster  had  not 
bothered  to  do  the  necessary  paper- 
work. The  result:  The  government 
has  refused  to  pay  Foster 
for  the  oxygen  services  it 
has  rendered  to  many 
Medicare  patients.  In 
short,  Foster  Medical  has 
been  giving  away  much  of 
its  oxygen  therapy. 

Was  Waldron  aware  of 
what  was  going  on  at  Fos- 
ter? Waldron  says  he  was 
and  that  Foster  manage- 
ment had  a  choice:  They 
could  yank  the  oxygen 
from  their  customers,  or 
wait  and  see  what  hap- 
pened. He  explains:  "We 
decided  to  wait,  because 
people  would  be  disquali- 
fied and  that  wouldn't  be 
in  the  best  interests  of  the 
company."  The  wait, 
however  sensible  it  may 
have  seemed  to  Waldron, 
was  a  mistake. 

Any  way  you  look  at  it, 
the  Foster  faux  pas  is  a 
sign  of  sloppy  manage- 
ment both  at  Foster  and  at 
Avon.  Waldron  is  known 
as  a  delegator,  and  the 
problems  at  Foster  are  an 
example  of  the  risks  in 
such  a  policy.  He  obvious- 
ly relied  heavily  on  his 
Foster  executives,  even 
until  the  end.  According 
to  well-founded  rumor,  as 
recently  as  three  weeks 
before  the  president  of 
Avon's  health  care  divi- 
sion, Stephen  Nagy,  re- 
signed, he  was  being  men- 
  tioned  as  a  possible  suc- 
cessor to  Waldron  for  the 
chairmanship  of  Avon  Products.  Mor- 
al: If  you  are  going  to  delegate,  dele- 
gate carefully. 

Waldron  thinks  that  Foster  Medical 
will,  as  he  says,  be  humming  again  by 
the  third  quarter  of  1987.  But  he  con- 
cedes: "When  the  government  takes 
$10  million  to  $11  million  off  your 
bottom  line,  you  have  to  do  a  lot  of  re- 
structuring." 

Hicks  Waldron's  talk  about  rebirth 
seems  to  be,  to  put  it  mildly,  prema- 
ture— if  not  downright  inaccurate.  ■ 
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A  WINNING  STRATEGY 
FOR  INDIVIDUAL  INVESTORS 


H  #hat's  ahead  for  1987?  The  indi- 
ull vidual  investor  must  deal  with 
II  W  tax  reform  in  a  financial  market- 
ace  haunted  by  governmental  and 
ide  deficits,  shaken  by  scandal  and 
iming  under  the  influence  of  new  politi- 
il  forces  and  faces. 

But  there  are  opportunities  in  this  land- 
ape  for  those  who  know  where  to  look, 
le  bywords:  Quality  and  diversity,  plus  a 
iund  rationale  for  managing  both  assets 
id  credit.  Take  the  long  view. 
The  new  tax  law  is  a  good  example.  It 
II  probably  be  a  drag  on  the  economy 
r  a  while.  But  the  long-term  picture  is 
ighter.  The  reservoir  of  buying  power 
eated  by  capital  gains  tax  selling  late  in 
•86  could  touch  off  a  new  round  of  the 
jII  market  later  in  1987.  The  cut  in  the 
aximum  corporate  tax  rates  to  34%  by 
(88  could  strengthen  many  companies' 
ofits.  And  disposable  personal  income 
ay  increase  as  a  result  of  lower  individ- 
il  tax  rates. 

tocks:  A  Period  of  Transition 

stocks,  we  are  in  a  long-term  structural 
jll  market  that  started  in  1974  and  may 
ke  the  Dow  Jones  Industrial  Average  to 


Tax  reform.  Disinflation. 


Trade  deficits  and  budget  deficits. 

Unease  in  the  markets. 
What's  the  right  course  for  1987? 

2500  before  it's  over,  says  Robert  J.  Far- 
rell,  Merrill  Lynch's  Chief  Market  Analyst. 
But  in  the  near  term,  he  says,  the  "diges- 
tive period"  that  began  last  spring  could 
last  awhile  longer.  "Most  of  the  other  stock 
markets  in  the  world  had  15%  to  20%  de- 
clines in  1986,  but  the  U.S.  market  as  rep- 
resented by  the  Dow  and  the  S&P  500 
declined  less  than  10%,"  Farrell  says. 
Thus  he  thinks  it's  possible  that  the  correc- 
tive period  may  continue  in  the  early  part 
of  the  year.  Then,  he  expects,  the  long- 
term  bull  market  will  resume  and  will  not 
end  until  at  least  1988. 

Further  sounding  a  note  of  caution  for 
the  near  term  is  Arthur  Zeikel,  President  of 
Merrill  Lynch  Asset  Management,  Inc. 
(MLAM),  which  manages  Merrill  Lynch's 
mutual  funds.  Zeikel  points  out  that  stock 
prices  have  been  rising  and  interest  rates 
falling  without  serious  interruption  for  al- 
most five  years.  The  price-to- book  value  of 


the  S&P  400,  the  price/earnings  ratio  of 
the  S&P  500  and  the  yields  of  common 
stocks  are  all  now  close  to  levels  associ- 
ated with  previous  bull  market  peaks. 

"These  three  factors  are  an  important 
part  of  my  own  personal  investment  phi- 
losophy and  one  of  MLAM's  most  impor- 
tant common  stock  mutual  funds  is 
managed  on  this  basis,"  Zeikel  points  out. 
"The  general  policy  is  to  have  our  Merrill 
Lynch  Basic  Value  Fund  fully  invested  in 
U.S.  common  stocks,  which  it  has  been 
for  most  of  the  nine-plus  years  of  its  exist- 
ence-until  March  of  1986.  Now,  it  carries 
an  approximate  15%-20%  cash  position." 

Which  stocks  will  do  best  in 
1987? 

The  market  is  likely  to  put  greater  empha- 
sis on  quality  and  earnings  momentum, 
says  Farrell.  The  winning  stocks  may  not 
be  in  the  industries  where  investors  ex- 
pect to  find  them. 

Take  the  industries  hurt  by  tax  reform. 
Clearly,  they  are  the  old-line  industrial 
"smokestack"  companies.  In  fact,  the  tax 
law  is  accelerating  the  U.S.  economy's 
shift  from  smokestack  to  service.  Com- 
panies that  were  paying  close  to  the  maxi- 


mum  corporate  rate,  many  of  them  labor- 
intensive  companies  in  the  service  indus- 
tries, will  get  a  tax  cut  this  year  and  an- 
other next  year.  At  the  same  time, 
companies  with  big  capital  spending  pro- 
grams are  being  hurt  by  the  loss  of  accel- 
erated depreciation  writeoffs  and 
investment  tax  credits. 

Donald  H.  Straszheim,  Merrill  Lynch's 
Chief  Economist,  puts  it  this  way:  "In  the 
long  term,  this  tax  bill  is  an  important  plus- 
good  for  growth,  good  for  lower  inflation, 
and  good  for  lower  interest  rates.  But, 
given  the  sweeping  nature  of  this  legisla- 
tion, there  may  be  major  unintended  con- 
sequences that  our  policymakers  haven't 
anticipated  and  about  which  the  general 
public  hasn't  a  clue.  There  will  be  winners 
and  losers  geographically  as  well  as  by 
industry.  Florida  is  going  to  love  this  legis- 
lation but  Michigan  may  hate  it." 

Discounting  The  Damage 

So  should  we  dump  smokestack  stocks 
and  load  up  on  service  stocks?  Not  at  all. 
In  fact,  the  market  has  already  discounted 
much  of  the  damaging  impact  on  the 
smokestack  companies,  and  the  survi- 
vors in  those  industries  may  do  well,  says 
Jack  W.  Lavery,  who  directs  all  of  Merrill 
Lynch's  global  securities  research  and  ec- 
onomics activities. 

Farrell  agrees.  "If  you  look  at  the  stock 
prices  of  companies  that  will  benefit  the 
most,  you  see  a  lot  of  anticipation-prices 
are  up,"  he  says,  "while  prices  of  compan- 
ies that  supposedly  will  be  hurt  are  emerg- 
ing from  relatively  depressed  levels."  Thus 
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the  smokestack  stocks  may  do  better  than 
expected,  Farrell  says,  and  the  service  in- 
dustries worse. 

"Remember,  the  industries  perceived 
as  being  hurt  by  tax  reform  have  been  re- 
structuring and  cost  cutting  for  years,"  he 
says.  "That's  not  to  say  that  every  com- 
pany in  these  industries  will  do  well,  but 
the  strong  companies,  the  survivors,  will 
probably  prosper." 

For  example,  paper  and  chemicals  will 
be  hurt  by  tax  reform  initially,  but  they  will 
probably  do  better  in  the  long  run  than  an- 
ticipated. They  are  among  the  stronger 
basic  industries,  partly  because  they  have 
had  more  consumer  orientation,  so  de- 
mand has  held  up,  and  partly  because 
they  got  the  benefit  of  lower  fuel  costs 
when  the  price  of  oil  broke.  But  Merrill 
Lynch  strategists  think  paper  and  chemi- 
cals are  not  lonely  exceptions.  Other 
smokestack  stocks  may  do  well,  too,  in- 
cluding aluminum  and  perhaps  some  of 
the  heavy  machinery  companies  that  had 
a  tough  time  when  the  dollar  was  going  up 
and  will  be  helped  by  having  it  go  the 
other  way. 

A  Day  In  The  Sun 

The  pendulum  may  also  swing  in  favor  of 
some  high-technology  industries,  like 
semiconductors,  that  have  also  gone 
through  layoffs  and  restructurings.  And 
utility  stocks  should  continue  to  do  well  be- 
cause capital  gains  and  dividend  income 
will  be  taxed  at  the  same  rate  for  individual 
investors.  The  income  of  a  stock  is  always 
more  dependable  than  its  appreciation. 


TAX  REFORM'S  LIKELY  WINNERS  AND  LOSERS 

Tax  Reform's  Hares  And  Its  Tortoises 


Aerospace 
Apparel 
Automotive  Equipment 
Beverages 
Broadcasting 
Food  Services 
Health  &  Beauty 
Consumer  Electronics 
Tobacco 
Trucking 

While  these  industries  will 
probably  benefit  from  tax  re- 
form, investor  expectations 
may  have  already  bid  up  the 

price  of  the  individual  stocks  to 

tin-'  i  -'Enable  levels. 


{^Ar^r  Automobiles 


Chemicals 
Electric  Utilities 
Forest  Products 
Major  Electrical  Equipment 
Nonferrous  Metals 
Oil 
Paper 
Railroads 
Steel 

The  corporate  survivors-and 
their  stocks-in  these  industries 
might  emerge  from  tax  reform 
stronger  than  investors  now 

anticipate. 


Thus  the  market  may  put  a  little  more  em- 
phasis on  current  return  because  of  tax  re- 
form, and  the  utilities  are  still  one  of  the 
higher-yield  sectors. 

In  short,  1987  may  be  pretty  good  for 
companies  and  stocks  that  haven't  had  a 
day  in  the  sun  for  three  or  four  years.  At 
the  same  time,  many  companies  re- 
garded as  tax-reform  beneficiaries  may 
not  return  as  much  of  their  expected  gams 
to  shareholders  as  expected. 

On  the  face  of  it,  return  on  equity  in 
some  of  these  labor  intensive,  consumer- 
related  service  industries  could  rise  to  per- 
haps 18%-23%  this  year  from  15%-20% 
normally.  But  that's  only  if  they  don't  cut 
prices.  "In  fact,  a  number  of  these  com- 
panies have  already  indicated  they  expect 
to  pass  the  tax  savings  along  to  their  cus- 
tomers," points  out  Chief  Strategist  Stanley 
D.  Salvigsen.  "In  an  oligopoly  of  four  or 
five  companies  where  the  returns  are 
high,  the  smart  competitor  is  not  going  to 
raise  them  even  higher  and  thus  attract 
new  competition.  The  realities  of  the  mar- 
ketplace will  'compete'  that  excess  return 
back  to  a  more  normal  return  It's  like  a 
sailor  with  an  extra  $100  on  shore  leave. 
He  may  leave  ship  with  it  but  he's  not  likely 
to  come  back  with  it." 

An  expanded  discussion  of  the  1987 
investment  outlook  by  Merrill  Lynch 
research  analysts  and  chief  economist 
is  available  on  audio  cassette.  Call 
1  -800-637-7455  (Ext  9748)  to  order. 

Mutual  Funds:  Professional 
Management 

Many  investors  are  finding  that  mutual 
funds  are  the  best  way  to  go.  Zeikel's 
MLAM  manages  more  than  50  mutual 
funds  in  all  kinds  of  securities-equity 
funds,  bond  funds  and  equity-bond  mix- 
tures-and  for  investors  with  all  kinds  of  in- 
vestment goals.  Also  available  are  global 
funds  that  can  take  advantage  of  the  op- 
portunities in  foreign  markets. 

Fund  managers  are  constantly  seeking 
companies  that  are  basically  sound  but 
whose  securities  are  undervalued  in  the 
marketplace.  More  and  more  investors 
are  turning  to  the  funds  to  provide  profes- 
sional management,  free  transfer  into  an- 
other fund  when  the  markets  change,  and 
a  window  on  opportunities  which  would 
otherwise  be  difficult  to  explore. 

Effective  mutual  fund  management  de- 
pends on  using  the  skills  and  information 
of  many  talented  people.  At  Merrill  Lynch, 
every  portfolio  manager  draws  on  his  own 
research  and  travels  plus  the  work  of  the 
company's  research  analysts  and  econo- 
mists. Because  the  portfolio  manager 
concentrates  on  securities  in  a  fairly  nar- 
row range,  he  provides  a  degree  of  exper- 
tise few  individuals  can  attain  on  their  own. 

At  Merrill  Lynch,  mutual  funds  business 
has  grown  from  $17  billion  in  1980  to 
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73.7  billion  on  October  30,  1986.  Merrill 
ynch  has  more  assets  under  manage- 
lent  in  mutual  funds  than  any  other  firm. 

onds:  A  Net  Plus  For  Investors 

esides  affecting  industries  and  corpora- 
Dns,  tax  reform  eliminated  many  tax  shel- 
ls for  individual  investors.  Are  there  any 
lelters  left?  What's  out  there  for  the  inves- 
ir  looking  for  tax-advantaged  vehicles? 
Bonds,  both  taxable  and  tax-exempt, 
'e  .proving  attractive  to  investors  who 
dw  have  lower  marginal  tax  rates  and  are 
oking  for  immediate  returns.  "Fixed-in- 
Dime  is  probably  the  alter  ego  of  real  es- 
ite,"  says  James  Kochan,  Manager  of 
xed-income  Analysis.  "While  real  estate 
as  lost  many  of  its  tax  benefits,  fixed-in- 
xne  gets  a  net  plus.  If  you  were  in  a  50% 
x  bracket  last  year,  on  an  8%  bond  you 
5pt  4%,  for  example.  This  year  the  re- 
ined yield  will  go  up  from  4%  to  approxi- 
iately4.8%,  and  in  1988  you'd  be  able  to 
5ep  5.76%." 

Among  the  best  buys  are  municipal 
Dnds,  which  were  still  trading  at  yields  of 
3  to  98%  of  the  yields  of  taxable  Treasur- 
s  late  in  1986.  "There  are  two  things  you 
an  say  for  sure  about  municipals,"  says 
'illiam  W.  Moore,  Director  of  Merrill  Lynch 
lunicipal  Markets.  "First,  there  are  going 
i  be  fewer  new  issues.  Second,  prices 
■e  going  to  go  up  and  yields  will  come 
Dwn  as  people  discover  municipals  are 
ie  of  the  few  passive  tax  shelter  vehicles 
ill  available." 

The  reason  fewer  munis  will  be  issued 
lis  year  is  that  tax  reform  tightens  the  cri- 
sria.  All  tax-exempts  issued  before  Au- 
ust  8,  1986,  will  remain  tax-exempt  for 
dividual  investors.  But  interest  received 
Dm  bonds  issued  on  or  after  that  date  will 
e  completely  exempt  from  federal  taxes 
nly  if  they  are  for  purely  public  purposes, 
o-called  "private-activity"  municipals  for 
jch  projects  as  student  loans  and  smgle- 
imily  housing  can  still  be  issued,  but  will 
e  subject  to  an  alternative  minimum  tax 
ir  federal  taxpayers  who  receive  a  high 
roportion  of  tax-preferred  income. 

All  in  all,  with  bonds  enhanced  by  tax 
iform  and  with  stocks  possibly  in  a  transi- 
)n  period  early  in  the  year,  Merrill  Lynch 's 
jrrent  recommended  portfolio  mix  is 
3%  bonds,  35%  stocks  and  25%  cash, 
errill  Lynch  has  a  record  of  getting  the 
iix  right.  "At  the  beginning  of  1984,  our 
rategists  took  a  contrarian  stance  and 
/erweighted  our  asset  mix  with  bonds- 
)%  cash,  35%  stocks,  55%  bonds," 
avery  says.  "That  year,  the  Dow  was  up 
3%,  the  S&P  was  up  6.1  %  and  the  long 
Dvernment  bond  was  up  16%.  In  1985, 
e  took  the  maximum  bullish  position- 
D%  equities  and  50%  bonds.  That  year, 
e  Dow  was  up  31  %,  the  S&P  35%,  and 
e  long  bond  32%."  For  most  of  1986, 
emll's  asset  mix  was  the  same  as  now: 


MERRILL  LYNCH  FUNDS  MAY  BE  USED 
TO  ACHIEVE  A  DESIRED  ASSET  MIX 


CASH 

FIXED-INCOME 

EQUITIES 

CMA®  Money  Fund 
CMA  Tax-Exempt  Fund 
CMA  Government  Securities 
Fund 

Ready  Assets  Trust 

USA  Government  Reserves 

Corporate  Bond  Fund 
Municipal  Bond  Fund 
Federal  Securities  Trust 
Retirement  Reserves 
Retirement  Global  Bond  Fund 

Basic  Value  Fund 
Capital  Fund 
Natural  Resources  Trust 
Pacific  Fund 
International  Holdings 

These  are  only  recommendations  from  among  the  many  Merrill  Lynch  Funds.  Other  such  funds 
can  also  be  used  to  achieve  a  desired  mix. 
Ask  your  Financial  Consultant. 


40%  bonds,  35%  equities  and  25%  cash, 
and  the  Dow  was  up  23.8%,  the  S&P 
18%,  and  the  long  bond  24.3%. 

Other  Attractive  Investments 
Under  Tax  Reform 

Several  other  investments  retain  some  de- 
gree of  tax  advantage.  For  example,  in 
single-premium  or  variable-life  insurance 
policies,  the  growth  in  cash  value,  called 
the  "inside  build-up,"  is  tax-deferred  while 
the  policy  is  in  force. 

They  are  similar  to  retirement  plans  in 
that  they  enable  individuals  to  earn  in- 
come on  their  original  payment,  on  the  ac- 
cumulated earnings  and  on  amounts  that 
would  otherwise  be  paid  in  taxes.  And  an- 
other tax  benefit  is  income-tax-free  loans- 
individuals  can  borrow  substantial 
amounts  of  the  cash  value  in  some  poli- 
cies, often  at  net  costs  of  0%  to  2%  a  year. 
And,  of  course,  policy  proceeds  are  re- 
ceived free  of  income  tax  by  the  benefi- 
ciary. In  short,  the  single-premium  life 
insurance  policy  is  one  of  the  few  tax-ad- 
vantaged accumulation/estate  planning 
vehicles  still  available  in  1987. 

Deferred  annuities  are  also  attractive  for 
similar  reasons-the  growth  in  value  isn't 


taxed  until  the  money  is  distributed. 

Life  insurance  may  become  more  im- 
portant in  small-business  financial  plan- 
ning. For  a  business,  cash-value  life 
insurance,  such  as  "key-employee"  poli- 
cies, combines  essential  insurance  and 
tax-favored  asset  accumulation  in  one  pro- 
gram. 

Interest  on  the  mortgage  on  your  house 
(and  second  home)  is  still  tax-deductible 
up  to  your  original  cost,  plus  improve- 
ments. Interest  paid  on  your  brokerage 
margin  account  continues  to  be  deducti- 
ble against  investment  earnings.  In  fact, 
as  the  tax  benefits  become  known,  mar- 
gin and  home-equity  accounts  are  be- 
coming even  more  popular  ways  to 
borrow. 

All  these  alternatives  should  be  consid- 
ered if  you  are  looking  for  the  "least  ex- 
pensive money."  Remember  that  after  a 
five-year  phase-out,  ordinary  consumer 
credit  will  be  no  longer  tax-deductible- 
18%  will  be  18%,  not  9%  after  taxes. 
Since  more  than  $50  billion  in  non- 
mortgage  interest  was  deducted  in  1984, 
the  impact  on  taxpayers  is  likely  to  be 
drastic.  A  good  strategy  for  some  would 
be  to  use  cash  for  major  consumer  pur- 


LIFE  INSURANCE -ESTATE  BENEFITS 
AND  TAX  ADVANTAGES 

Tax-deferred  growth  through  a  tax-advantaged  life  insurance  policy  provides 
compounding  of  your  money  that  would  otherwise  be  lost  to  taxes. 
$100,000  Premium 


$466,096 


j  Tax-deferred  Growth 

]  Taxable  Growth 
(1988  33%  marginal  tax  bracket)  $215,892 
$168,561 

$129,831  ,$146'933 


$317,217 


$218,845 


$284,129 


YEARS  5  10  15  20 

Accumulated  tax-deferred  growth  in  a  single-premium  whole  life  plan  versus  taxable 
growth  of  a  non-tax-advantaged  investment  vehicle  on  a  $100,000  initial  premium  for  5, 
10, 15  and  20  years  in  a  33%  marginal  tax  bracket  at  an  8%  net  rate  of  interest  per  year. 
Source:  Merrill  Lynch,  1986 


Good  information  is  valuable- 
but  good  advice  can  be  priceless. 


Information  isn't  much  good 
unless  you  can  use  it. 

Unless  you  can  put  it  to  work. 

Merrill  Lynch  Financial  Con- 
sultants understand  this  simple 
fact.  We  know  that  the  best 
investment  opportunity  is  the 
one  that  makes  money-and 
specifically  suits  your  situation 
and  meets  your  needs. 


So  even  though  we  have  the 
premier  research  network  in  the 
world,  our  people  spend  much 
of  their  time  listening. 

Analyzing  your  circumstances. 

Determining  how  much  risk 
you  are  comfortable  assuming. 

Thinking  about  how  to 
achieve  a  proper  balance 
between  your  liquid  and  long- 
term  assets. 

In  fact,  we  work  to  thoroughly 
understand  your  situation.  Then 
we  use  the  vast  resources  of 
Merrill  Lynch  to  seek  out  the 
right  investments.  Investments 
that  present  you  with  real 
opportunity  because  they  fit 
your  needs  and  will  help  you 
realize  your  goals. 

And  when  it  comes  to  invest- 


ment opportunities  and  pos- 
sibilities, no  one  can  show  you 
more  than  a  Merrill  Lynch 
Financial  Consultant. 

World  Class  Research. 

In  searching  for  the  right  invest- 
ment, our  Financial  Consultants 
have  access  to  the  Merrill  Lynch 
global  research  network. 

This  means  our  clients 
benefit  from  the  most  respected 
securities,  economics,  market 
timing  and  investment  strategy 
research  on  Wall  Street- for  the 
last  nine  years  running,  our 
research  team  has  been  recog- 
nized as  the  top-ranked  team 
in  surveys  conducted  by 
Institutional  Investor. 

In  addition,  our  Financial 
Consultants  can  call  on  the 
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pledge  of  top  specialists 
surance,  credit  and  tax 
ning. 

ith  all  these  resources 
nd  them,  our  people  can 
you  the  facts  about  almost 
y  imaginable  financial 
ice  and  opportunity. 

aralleled  Technology. 

we  can  put  this  information 
ork  for  you  swiftly.  Our  peo- 
ire  equipped  with  the  most 
inced  communications  and 
ytical  technology  in  the 
ness. 

)  we  can  give  you  the  most 
:ly  information-about  any 
ket  in  the  world, 
addition,  a  Financial  Con- 
int  has  access  to  Strategy 
en  ™  -sophisticated  analyt- 


ical software-to  study  your 
portfolio  in  depth  and  compare 
your  holdings  with  the  asset 
mix  recommended  by  the 
Merrill  Lynch  Investment 
Strategy  Group.  Because  this 
program  generates  the  whole 
picture,  a  Financial  Consultant 
can  easily  help  you  realign  your 
portfolio-and  create  the  opti- 
mum mix  of  assets. 

Ultimately,  of  course,  the  ques- 
tion is,  what  is  right  for  you? 

There  is  no  easy  answer, 
except  that  talking  to  a  Merrill 
Lynch  Financial  Consultant  may 
give  you  immediate  access  to 
valuable  information-and 
timely  advice. 

A  priceless  combination. 

If  you'd  like  to  hear  about 


some  of  the  opportunities  we 
are  exploring  for  our  clients 
today,  call  1-800-637-7455,  Ext. 
2995  for  a  copy  of  Research 
Highlights.  Or  visit  your  local 
Merrill  Lynch  office. 


Merrill  Lynch 


■  A  WINNING  STRATEGY  ■ 
FOR  INDIVIDUAL  INVESTORS 


THE  POWER  OF  TAX-DEFERRED  COMPOUNDING 

IN  AN  IRA  $259:290 


YEARS     5  10  15  20  30 

*  Made  at  the  beginning  of  each  year  and  compounded  monthly  at  8%  interest  rate. 
(For  illustration  purposes  only — not  an  indication  of  current  or  future  rates.) 
Source:  Merrill  Lynch,  1986 


chases  while  borrowing  on  margin  for  in- 
vestment needs. 

Don't  forget  your  IRA,  either.  As  of  this 
tax  year,  the  maximum  annual  $2,000 
contribution  is  no  longer  deductible  for 
many  taxpayers,  but  the  earnings  con- 
tinue to  compound  tax-free  until  the 
money  is  used.  IRAs  are  still  among  the 
best  ways  to  enjoy  tax-deferred,  com- 
pounded growth. 

What  about  financing  your  children's 
education?  The  new  law  taxes  income  in 
excess  of  $1,000  earned  on  assets  given 
to  a  child  under  age  14  at  the  parent's  rate. 
But  since  interest  income  from  many  mu- 
nicipal bonds  is  tax-exempt,  munis  can  be 
used  for  this  purpose. 

Will  Inflation  Reignite? 

Apart  from  the  effects  of  tax  reform,  what 
does  the  economy  look  like?  Will  disinfla- 
tion become  reinflation?  Probably  not. 
Economist  Straszheim  points  out  that  oil 
prices  are  down  and  there  are  no  other 
serious  commodity  shortages.  Wage  in- 
creases are  moderate.  Health  care  infla- 
tion is  leveling  off,  retail  food  prices  are 
rising  slowly,  and  U.S.  industry  is  still  at 
only  80%  of  capacity. 
What's  happening,  says  strategist 


Salvigsen,  is  that  we  are  in  the  deflationary 
phase  of  a  long-term  cycle,  but  this  time, 
instead  of  a  collapse  like  the  Great  De- 
pression, we  are  so  far  paying  for  our  ex- 
cesses over  years,  perhaps  decades.  The 
major  reasons  are  the  new  activist  philoso- 
phies of  central  banks  and  the  absence  of 
an  inflexible  monetary  restraint  like  gold. 

But  he  warns:  "Until  the  1990s,  Ameri- 
cans may  have  to  live  with  an  element  of 
risk  that  most  of  us  really  have  little  experi- 
ence with-a  real  default  risk,  the  risk  of 
somebody  saying,  I'm  not  going  to  pay 
you.'  That's  why  we've  been  seeing  a  re- 
turn to  quality  and  increased  interest  in 
setting  up  long-term  investment  goals." 

Speaking  for  the  Merrill  Lynch  funds, 
Zeikel  also  points  out  some  disturbing  ele- 
ments in  the  generally  positive  outlook  for 
continued  disinflation.  For  one  thing,  he 
says,  disinflation  has  been  in  force  for  over 
five  years  "and  trends  of  that  duration  be- 
come suspect  in  and  of  themselves."  Mon- 
etary policy  is  expansionary,  federal  debt 
levels  remain  high,  and  in  oil  prices,  "the 
seeds  of  the  next  cycle  have  already  been 
sown:  Consumption  is  up,  drilling  is 
down." 

Too.  Zeikel  points  out  that  labor  has 
been  essentially  on  the  defensive  since 


President  Reagan's  stand  on  the  air  traffic 
controllers  strike,  but  that  may  be  about  tc 
change.  Unemployment  has  been  at  itg 
lowest  levels  since  1980  and  there  are 
signs  of  possible  labor  shortages  pop- 
ping up  in  certain  areas. 

How  will  Wall  Street's  insider  tradinc 
scandals  impact  the  individual  investor  ir 
19879  It's  already  apparent  that  sensa 
tional  headlines  are  putting  even  greatei 
emphasis  on  quality.  Investors  are  turning 
from  stocks  involved  in  takeover  specula 
tion  to  highest-quality  equities.  In  the 
fixed-income  markets,  the  prices  of  Trea 
sury  securities  have  risen  (and  interes' 
rates  consequently  eased)  as  investors 
have  sought  safety  and  quality. 

Merrill  Lynch 's  analysts  and  economists 
see  current  market  distortions  as  tempo- 
rary and  no  reason  for  panic.  "Although 
it's  not  easy  to  keep  one's  perspective 
when  the  market  mood  undergoes  big 
swings,  history  teaches  that  they  will  have 
little  effect  on  long-term  market  trends," 
says  Farrell. 

An  expanded  discussion  of  the  1987 
investment  outlook  by  Merrill  Lynch 
research  analysts  and  chief  economist 
is  available  on  audio  cassette.  Call 
1  -800-637-7455  (Ext  9748)  to  order. 

How  Merrill  Lynch  Is 

Positioned 

Merrill  Lynch  is  one  of  the  few  companies 
in  the  world  with  the  capital  and  position- 
ing to  handle  large  underwritings  any- 
where, and  the  retail  strength  to  distribute 
the  shares. 

The  company  has  global  trading  opera- 
tions in  equities,  debt  and  government  se- 
curities. Its  research  staff  has  ranked 
number  one  in  the  leading  industry  survey 
for  nine  consecutive  years:  its  international 
analysis  ranks  first  in  the  Euromoney '/Cor- 
porate Finance  survey. 

This  vast  capability  and  expertise  are 
put  at  the  service  of  the  investor  by  a  staff 
of  12,400  Financial  Consultants  working 
in  600  offices  around  the  world.  Informa- 
tion is  transmitted  to  them  instantaneously 
through  a  global  electronic  network,  and 
they  are  backed  by  specialists  in  every 
area  of  investing:  asset  and  credit  man- 
agement, insurance,  taxes,  retirement, 
and  estate,  college  and  overall  financial 
planning  for  both  individuals  and  busi- 
nesses. 

Because  Merrill  Lynch  is  active  in  so 
many  areas  of  finance  and  offers  such  a 
wide  variety  of  investment  products  and 
services,  its  Financial  Consultants  can 
make  recommendations  which  are  both 
well-informed  and  impartial.  They  can 
help  individuals,  families  and  businesses 
to  develop  and  implement  a  rationale 
which  gives  order  and  purpose  to  their  in- 
vestment decisions.  ■ 


INTEREST  EXPENSE  AFTER  TAX  REFORM* 


Credit  Card 

Auto  Loan 

Home  Equity 
Loan 

Margin 
Account 

Pretax 

Interest  Expense 

18% 

11% 

9.5% 

7.75% 

Aftertax 

Interest  Expense 
(28%  tax  bracket) 

18%** 

11%** 

6.8% 

5.6% 

•Rates  are  as  of  10/1/86.  Home  equity  and  margin  rates  are  for  qualifying  interest 

■  expense  Margin  rates  are  based  on  balances  over  $50,000. 

*  'After  the  phaseout  period,  such  consumer  interest  is  no  longer  deductible. 

Source:  M*r?£  Lynch,  1986 
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Donald  H.  Straszheim 
President  and  Chief  Economist 
Merrill  Lynch  Economics,  Inc. 

When  will  positive  effects  of 
tax  reform  start  showing  up  in 
the  economy? 

Probably  in  1988.  The  most  positive  ef- 
fect will  be  a  better  allocation  of  re- 
sources. Economic  considerations  will 
become  more  important  than  tax  con- 
siderations, so  people  will  invest  for  qual- 
ity and  value  rather  than  tax  advantage. 


What  is  the  economic  effect  of 
the  loss  of  the  investment  tax 
credit? 

The  investment  tax  credit  started  in 
1962,  when  the  economy  was  growing 
slowly.  Its  purpose  was  to  stimulate  the 
important  capital  spending  sector,  and 
overall,  it  was  a  very  effective  measure. 
The  reason  is  that  for  every  dollar  the 
government  gave  up,  it  got  a  dollar  of 
investment— as  opposed  to  the  dollar  of 
tax  revenue  the  government  gives  up 
when  it  cuts  your  or  my  taxes.  If  my  taxes 
are  cut  by  a  dollar,  I'm  going  to  save 
some  of  it  and  spend  some  of  it,  so  the 
government  lost  a  dollar  but  all  of  it  didn't 
go  into  new  plants  or  other  job-creating 
activities.  So  now,  companies  will  save 
or  spend  some  dollars  that  would  have 
gone  into  investment  under  the  ITC. 

What  are  the  chances  of  cut- 
ting the  federal  budget  deficit? 

I  question  whether  we  have  the  political 


will.  I  think  as  a  nation  we  often  choose 
policies  for  short-run  benefits. 

Won't  the  decline  of  the  dollar 
help  defuse  protectionism? 

The  dollar  has  come  down  a  lot  against 
the  German  mark  and  the  Japanese 
yen,  but  not  much  against  other  curren- 
cies that  are  now  very  important  to  us. 
Trade  with  Korea  and  Taiwan,  for  exam- 
ple, is  now  critical.  For  all  the  talk  about 
direct  Japanese  investment,  there  isn't 
much  awareness  of  what's  really  hap- 
pening: We  are  importing  a  lot  of  our 
capital  by  selling  our  Treasuries  to  the 
Japanese.  That's  a  potentially  destabiliz- 
ing issue. 

What  will  happen  to  interest 
rates  this  year? 

Economic-recovery  forces  might  cause 
interest  rates  to  move  up  temporarily. 
The  long-term  trend,  however,  will  be  to- 
ward lower  rates. 


ON  THE  MARKET 


Robert  J.  Farrell 
Senior  Vice  President  & 
Chief  Market  Analyst 
Merrill  Lynch  &  Co.,  Inc. 


How  far  away  is  the  "global 
market"? 

We're  already  there.  There  has  been  a 
dramatic  increase  in  the  transfer  of 
funds  internationally,  both  in  the  bond 
market  and  the  stock  market.  Foreign 
buying  of  U.S.  stocks  last  year  was  more 
than  three  times  higher  than  any  pre- 
vious year,  and  participation  by  Ameri- 
can investors  in  the  overseas  markets  is 
also  increasing  rapidly,  especially 
through  mutual  funds. 

What  kind  of  stocks  will  do 
best  in  the  next  phase  of  the 
bull  market? 

Earnings  momentum  will  get  more  em- 


phasis, coming  either  from  cyclical  re- 
covery in  industries  that  have  had 
problems  in  a  disinflationary  environ- 
ment and  have  been  restructuring  and 
downsizing,  or  from  more  rapidly  grow- 
ing companies  in  growth  industries.  It 
also  seems  likely  that  investors  will  con- 
tinue to  put  a  premium  on  quality.  Com- 
panies that  look  particularly  good,  as  we 
start  1987,  are  Georgia  Pacific,  Louisi- 
ana Pacific,  Eastman  Kodak,  General 
Electric,  Westvaco  and  American  Tele- 
phone. 

How  can  an  individual  investor 
deal  with  the  effects  of  pro- 
gram trading? 

These  temporary  dislocations  will  be 
corrected  by  fundamental  trends  in  the 
stock.  If  a  stock  goes  down  20%  in  one 
week  because  of  a  selling  wave  related 
to  the  "triple  witching  hour,"  it  will  likely 
come  back  and  could  even  turn  into  an 
opportunity  if  the  fundamental  back- 
ground is  still  favorable.  I  think  most  indi- 
viduals feel  they're  at  a  disadvantage  in 
all  this,  but  the  institutional  investor  can't 
move  as  quickly  as  the  individual  inves- 
tor. The  individual  can  take  advantage  of 
short-term  volatility  if  he  or  she  takes  a 
long-term  view. 

What  areas  of  the  market  are 
most  attractive  to  individuals? 

Funds  from  individuals  have  been  grad- 


ually shifting.  They  started  out  in  savings 
accounts,  then  went  to  money  market 
funds  and  CDs  in  the  late  seventies 
when  the  returns  were  high  there,  then 
to  bonds  and  bond  funds  as  money  mar- 
ket yields  came  down.  We  believe  as 
bond  rates  continue  to  go  lower  in  the 
next  few  years,  more  investors  will  invest 
in  equities  or  equity  funds. 

Where  will  the  Dow  be  a  couple 
of  years  from  now? 

I  think  the  market's  going  to  have  to  go 
through  a  longer  period  of  correction,  or 
transition,  before  we  get  the  next  major 
upswing.  That  upswing,  however,  will 
carry  it  well  above  2000,  probably  up  to 
2500,  as  we  near  the  end  of  the  1980s. 
In  sum,  we  believe  that: 

■  We  are  in  a  period  that  will  continue  to 
favor  financial  assets. 

■  Common  stocks  should  be  an  impor- 
tant part  of  an  individual's  investment 
portfolio. 

■  Best  earnings  momentum  and  high 
dividend  payout  stocks  will  be  in  most 
demand. 

■  More  and  more  investors  will  be 
choosing  mutual  funds  as  their  me- 
dium for  investing. 

■  Starting  with  a  get-rich-slow  premise 
will  prove  the  stock  market  isn't  such  a 
hostile  place  after  all. 


Get  the  information 
you  need  to  face  1987. 


Free  from  Merrill  Lynch.  Call  1-800-637-7455,  Ext.  2996. 
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Mail  to:  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc. 
Service  Center,  RO.  Box  2021, 
Jersey  City,  NJ  07303 

Yes,  I'd  like  to  take  the  first  step  towards  putting  my  1987  financial 
plans  into  action.  Please  send  the  following: 

□  An  Investor's  Guide  to  the  1986  Tax  Reform  Act 

□  How  to  Select  the  Mutual  Funds  That  Are  Right  for  You 

□  Focusing  on  Fundamentals,  our  current  Market  Trends  report 

Name  

Address   

City  


-State. 


_Zip_ 


Business  Phone_ 


.Home- 


Merrill  Lynch  clients,  please  give  name  and  office  address  of  your 
Financial  Consultant:—  


2996 


'Copyright  1986  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  Member  SIPC. 


•J 


How  will  the  new  Tax  Reform  Act  affect  my  investments?  Which 
mutual  funds  are  right  for  me?  Where  is  the  market  heading? 

Knowing  the  answers  can  help  you  make  smarter,  more 
informed  investment  decisions. 

Merrill  Lynch  has  the  information  you  need  to  answer  these 
questions  and  more. 

Our  reports  on  tax  reform  and  mutual  funds  help  provide 
you  with  the  information  you  need  to  effectively  evaluate 
investments.  Our  current  Market  Trends  report,  Focusing 
on  Fundamentals,  helps  you  keep  pace  with  changes  in  the 
market. 

To  receive  your  free  copies  of  one  or  all  of  these  publica- 
tions, simply  complete  and  return  this  coupon.  Or  call  us  toll- 
free  at  1-800-637-7455,  Ext.  2996,  weekdays,  8:30  am  to  midnight 
EST.  In  Alaska  or  Hawaii,  call  the  Merrill  Lynch  office  nearest 
you. 

Then,  talk  to  a  Merrill  Lynch  Financial  Consultant  about  your 
goals  for  the  new  year.  Our  Financial  Consultants  can  help  you 
plan  a  course  of  action. 

Call  today! 


Merrill  Lynch 


39T1I  ANNUAL 


REPORT  ON 


AMERICAN 


INDUSTRY 


In  this,  Forbes  39th  Annual 
Report  on  American  Industry, 
we  add  an  important  new  fea 
ture.  In  addition  to  ranking  com 
panies  by  individual  financial  ra 
tios,  such  as  return  on  equity  and 
earnings  growth,  Forbes  is  select 
ing  each  industry's  most  improved 
company  of  the  year. 

Apple  Computer,  for  example,  is 
our  company  of  the  year  in  comput 
ers.  Why  Apple,  and  not  Data  General 
or  Datapoint  or  Honeywell?  For  start 
ers  we  asked  our  computers  to  find 
corporations  in  each  industry  with  the 
best  overall  growth  in  return  on  equity, 
sales,  earnings  and  profit  margins.  We 
looked  for  12-month  figures  that  were 
exceeding  five-year  averages,  and  com 
pared  individual  corporate  performance 
to  industry  medians.  We  programmed  the 
computer  to  discount  dramatic  percentage 
jumps  that  resulted  from  numerical  quirks 
such  as  unusually  low  starting  points.  That 
means  we  didn't  pay  much  attention  to  Bur 
lington  Industries  in  the  textiles  group,  for 
example,  a  firm  whose  latest  12-month  re 
turn  on  equity  jumped  from  1.1%  in  our  last 
report  to  5%  in  this  report.  A  5%  return  on 
equity  is  not  much  to  brag  about,  especially 
compared  with  an  all-industry  median  of  13% 

While  other  business  magazines  tend  to  rely 
heavily  on  statistical  rankings  generated  by 
computer  alone,  Forbes  made  a  point  of  factoring 
human  judgment  into  each  award.  Were  high 
returns  the  result  of  a  reduced  asset  base?  A  one 
time  shot  in  the  arm  from  liquidating  much  of  the 


Where  to  find  the  Yardsticks 


Growth  rankings,  p.  214 
Stock  market  rankings,  p.  228 
Profitability  rankings,  p.  252 
Industry  median  rankings,  p.  258 
Company  index,  p.  262 
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company?  If  so,  the  firm  was  disqualified  by  our  editors.  And 
what  about  competition,  good  management  or  new  products? 
No  computer  can  sensibly  evaluate  such  considerations,  all  of 
which  are  integral  to  any  improving  company.  We  also  con- 
tacted companies,  competitors  and  Wall  Street  analysts.  Thus 
the  final  selection  of  each  most  improved  company  was  a 
matter  of  human  judgment— aided,  but  not  controlled,  by  our 
computers.  Apple's  return  on  equity  for  the  latest  12  months 
was  26.9%,  well  below  its  five-year  average  of  44.6%,  but 
margins  are  rising  again  and  the  Macintosh  is  making  inroads 
into  the  business  world.  (See  "most  improved"  list  below.) 

Our  industry  survey  analysis  of  long-term  and  short-term 
profitability,  growth  in  sales  and  earnings  and  stock  market 
performance  helps  explain  the  mergers,  acquisitions,  divesti- 


tures and  bankruptcies  that  continue  to  change  corporati 
America.  The  statistics  show  who  is  growing  and  who  ii 
shrinking,  who  is  recovering  and  who  is  leveraging  to  danger 
ous  levels.  Since  any  sensible  evaluation  of  performanci 
begins  by  comparing  companies  in  similar  lines  of  work,  wi 
list  corporations  by  industry  group  and  rank  each  company 
against  firms  in  the  same  business.  Elsewhere  we  show  hov 
each  ranks  against  the  1,01 1  other  firms  in  this  survey. 

This  year  86  corporations  were  added,  while  mergers,  LBOs 
liquidations  and  downsizing  eliminated  78.  Included  are  com 
panies  whose  stock  was  publicly  traded  as  of  Nov.  18. 

By  our  rules,  a  firm  can  be  classified  in  as  many  as  thret 
separate  industry  or  subindustry  groups.  Details  follow  on  thi 
calculation  of  each  Yardstick  statistic.  ■ 


Most  improved  companies 


 Stock  price- 


-Return  on  equity- 


-Latest  12  months— 


Survey  Chief  executive 

5-year 

5-year 

latest 

sales 

net  incorat 

Industry 

Company 

page 

or  chairman 

high-low 

recent 

average 

12  months 

(mil) 

(mil) 

Aerospace  and  defense 

Lockheed 

64 

Lawrence  O  Kitchen 

60  >/o- 14 1/2 

50 

39.1% 

27.9% 

$10,145 

$426.0 

Air  transportation 

NWA 

66 

Steven  G  Rothmeier 

61'/8-22'/4 

56'/2 

5.0 

6.4 

3,072 

65.2 



Apparel,  shoes  and  textiles 

Kellwood 

68 

William  J  McKenna 

38%-  4 

36!/s 

11.7 

17.7 

516 

20.7 

Automotive 

Ford  Motor 

71 

Donald  E  Petersen 

63  Vi-  7'/s 

55 '/s 

14.6 

26.5 

60,550 

3,220.3 

Banks  and  thrifts 

Wells  Fargo 

74 

Carl  E  Reichardt  Jr 

115  -18'/4 

104'/2 

13.7 

15.3 

3,676 

244.2 

Beverages  and  tobacco 

Loews 

78 

Laurence  A  Tisch 

72%- 10% 

6VA 

22.9 

22.9 

7,721 

558.9 

Chemicals 

Monsanto 

93 

Richard  J  Mahoney 

79  -28 '/« 

73 

8.7 

1.0 

7,064 

40.0 

Coal 

Nacco  Industries 

97 

Otes  Bennett 

29%-  6% 

27>A 

18.1 

22.8 

597 

36.8 

Communications  media 

Harcourt  Brace  Jovanovich  99 

William  fovanovich 

38y4-  4% 

30 

14.7 

22.0 

1,066 

71.1 

Computers  and  electronics 

Apple  Computer 

101 

John  Sculley 

631/4-11 

35% 

44.6 

26.9 

1,902 

154.0 

Conglomerates 

ITT 

106 

Rand  V  Araskog 

59'/i-205/8 

52 

9.0 

5.7 

13,332 

377.2 

Construction 

Ryland  Group 

108 

CE  Peck 

275/s-  2% 

18 

17.2 

28.8 

635 

24.1 

Consumer  products 

Colgate-Palmolive 

114 

Reuben  Mark 

43'/2-15 

39% 

12.4 

13.7 

4,884 

114.0 

Electrical  equipment 

Westinghouse  Electric 

116 

Douglas  D  Danforth 

60y4-107/8 

56  Vs 

15.8 

19.8 

11,082 

650.7 

Electric  utilities 

Consumers  Power 

120 

Wm  T  McCormick  Jr 

217/8-  4>/8 

16 

4.3 

def 

3,168 

-237.4 

Financial  services 

Federal  National  Mortgage  126 

David  O  Maxwell 

39'/2-  7% 

33% 

def 

11.3 

10,634 

152.5 

Food  distributors 

Kroger 

130 

Lyle  Everingham 

35  -llVs 

29 

15.7 

7.4 

16,994 

90.1 

Food  processors 

General  Mills 

134 

H  Brewster  Atwater  Jr 

47%-14'A 

40 

NA 

25.8 

4,712 

193.7 

Health 

Becton  Dickinson 

140 

Wesley  Howe 

6VA~15}/s 

47% 

11.8 

15.6 

1,312 

111.9 

Heavy  equipment 

Caterpillar 

146 

George  A  Schaefer 

57>/2-28% 

37V2 

def 

10.1 

7,351 

311.0 

Industrial  and  office  services 

Computer  sciences 

148 

William  R  Hoover 

39%- 1 1 

37% 

14.9 

12.3 

925 

27.6 

Insurance 

Fireman's  Fund 

154 

William  McCormick 

44  !/2-25% 

32% 

NA 

12.8 

3,528 

171.1 

Leisure  and  recreation 

Walt  Disney 

158 

Michael  D  Eisner 

54%-ll'/4 

40% 

8.7 

19.9 

2,471 

247.3 

Metals 

Phelps  Dodge 

162 

George  B  Munroe 

34  -12% 

17% 

def 

3.2 

860 

37.8 

Natural  gas 

Panhandle  Eastern 

164 

Robert  D  Hunsucker 

275/8-24'/4 

25% 

14.1 

def 

2,461 

-421.0 

Oil 

Chevron 

198 

George  M  Keller 

47'/8-23'/2 

45% 

13.1 

9.0 

28,842 

1,402.4 

Packaging 

Brockway 

202 

John  A  Winfield 

22!/2-  6% 

26  Vs 

-  5.1 

13.1 

1,064 

29.6 

Paper 

Georgia-Pacific 

204 

T  Marshall  Hahn  Jr 

40'/2-13'/4 

36 

5.3 

10.3 

7,032 

246.0 

Retailing 

The  Gap 

206 

Donald  G  Fisher 

45 '/2-  1% 

42  Vs 

20.3 

31.5 

746 

47.0 

Surface  transportation 

Arkansas  Best 

210 

Hugh  L  Hembree 

25%-  3'/4 

23  Va 

10.0 

21.5 

665 

20.3 

Telecommunications 

Alltel 

212 

Weldon  Case 

45  -15V2 

41% 

14.9 

15.4 

693 

77.7 

def:  Deficit.   NA:  Not  available. 


FORBES,  JANUARY  12,  1987 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

Company 

%  in 
-segment- 
sales/profits 

rank 

5-year 
average 

latest 
12 

months 

debt  as 

%of 

equity 

net 

profit 

margin 

rank 

5-year 
average 

latest 
12 

months 

rank 

5-year 
average 

latest 
12 

months 

earnings 
stability 

SEGMENT  SALES  AND  PROFITS  

The  segment  sales  and  profits  column  shows  the  per- 
centage of  a  company's  sales  and  profits  derived  from  a 
)articular  industry  and  are  based  on  a  company's  most 
ecent  annual  report.  Although  most  firms  provide  seg- 
nent  data  in  this  format,  numbers  in  these  columns  may 
lot  add  up  to  100%.  A  bullet  appears  if  90%  or  more  of 
;ales  or  profits  are  within  a  particular  segment.  Line-of- 
msiness  breakdowns  can  differ  from  company  to  compa- 
ly.  And  Forbes'  segment  definitions  may  also  vary  from 
company  designations. 


PROFITABILITY  

Return  on  equity  is  defined  as  primary  earnings  per 
ihare,  divided  by  common  shareholders'  equity  per  share 
it  the  beginning  of  the  year  and  expressed  as  a  percentage. 
3or  common  shareholders'  equity  we  assume  conversion 
)f  all  convertible  preferred  stock  at  the  start  of  each  year, 
rhe  difference  between  the  stated  value  and  the  involun- 
ary  liquidating  value  of  nonconvertible  preferred  shares  is 
ubtracted  from  equity.  For  the  purposes  of  this  issue, 
:orbes  uses  earnings  per  share  before  extraordinary  items. 
Hams  or  losses  from  discontinued  operations  are  included 
n  calculating  per-share  earnings. 


TIME  PERIODS  

A  five-year  growth  rate  requires  six  years'  worth  of  data. 
3or  firms  with  fiscal  years  ending  in  April  through  Decem- 
>er,  growth  rates  are  necessarily  based  on  the  fiscal  years 
hrough  1985.  For  companies  with  fiscal  years  ending  in 
anuary  through  March,  five-year  averages  include  the 
iscal  years  through  1986.  An  average  can  be  computed  if 
it  least  four  years'  data  are  available;  these  are  marked 
vith  a  footnote.  When  data  are  not  comparable  or  are 
inavailable,  the  growth  rate  is  marked  NA  (not  available), 
.atest  12  months'  comparisons  are  between  the  four  quar- 
ers  through  September  1986 — when  available — and  the 
iame  four  quarters  of  the  previous  year.  In  the  case  of 
eturn  on  equity,  income  is  divided  by  the  prior  year's 
equity  figure.  Periods  vary  slightly  for  companies  with 
iscal  years  not  ending  in  December. 


GROWTH  RATES  

Ne  use  the  least-squares  method  to  describe  the  average 
^ear-to-year  change  in  sales  or  earnings.  This  equation 
idjusts  for  sharp  fluctuations.  Example:  Over  three  years  a 
irm's  earnings  go  from  $1.00  to  50  cents,  and  then  to 


$2.00.  That's  a  50%  decline  from  the  first  to  the  second 
year,  and  then  a  300%  jump  in  the  third  year.  But  least- 
squares  says,  on  average,  earnings  grew  by  41.4%  ($1  x 
41.4%  x  41.4%).  This  method,  however,  cannot  handle 
negative  values.  If  first-  or  second-year  earnings  are  nega- 
tive, Forbes  calculates  the  growth  rate  for  a  shorter  period 
of  time,  starting  at  the  first  positive  year.  If  earnings  are 
negative  in  any  of  the  last  four  years,  as  is  often  the  case 
with  cyclical  stocks,  the  growth  rate  is  reported  as  not 
meaningful  (NM). 


EARNINGS  STABILITY  

While  the  five-year  earnings  growth  rate  describes  how 
much  earnings  grew  on  average,  it  may  not  reflect  how 
much  volatility  there  was  in  earnings  over  this  period.  In 
the  example  above,  the  company  with  the  41.4%  growth 
rate  did  not  have  as  stable  an  earnings  trend  as  a  company 
that  went  from  $1.00  to  $1.41  to  $2.00.  But  both  firms 
would  show  the  same  41.4%  growth  rate.  The  earnings 
stability  factor,  or  a  coefficient  of  determination,  describes 
how  much  earnings  fluctuated  over  five  years.  Companies 
with  stability  ratings  in  the  top  15%,  such  as  Pillsbury,  are 
designated  Very  High,  those  in  the  next  20%  High,  the 
middle  30%  Average,  and  so  on. 


DEFINITIONS 

Forbes  defines  sales  as  net  sales  plus  other  operating 
revenue.  For  banks,  sales  is  defined  as  total  interest  in- 
come plus  other  income.  Net  profit  margin  covers  the 
latest  12  months.  It  measures  net  income  as  a  percentage 
of  net  sales,  including  other  operating  income.  Debt  as  a 
percentage  of  equity  is  calculated  using  the  latest  balance 
sheet  data  available.  It  is  defined  as  long-term  debt,  includ- 
ing capitalized  leases,  divided  by  total  equity  (including 
preferred  equity). 

Medians  for  all  Yardstick  components  are  calculated  by 
listing  companies  in  rank  order  and  selecting  the  mid- 
point. When  there  is  an  even  number  of  companies,  the 
midpoint  is  obtained  by  averaging  the  two  middle  firms. 

This  39th  industry  survey  shows  clearly  and  concisely 
which  companies  have  been  doing  their  homework  over 
the  past  five  years  and  which  corporations  need  to  knuckle 
down  and  crack  open  the  books.  Industry  reports,  appear- 
ing alphabetically,  begin  on  page  64;  sales  and  earnings 
growth  rankings  of  all  1,012  companies  begin  on  page  214; 
profitability  rankings  start  on  page  252.  Five-year  stock 
market  performance  tables  start  on  page  228.  On  page  262 
is  an  alphabetical  cross-reference  index  of  all  the  compa- 
nies in  this  survey. 
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AEROSPACE  AND 
DEFENSE 

On  balance  it  was  a  good  year,  with  lots  of  orders  and  not 
many  cuts  in  defense  spending.  But  for  how  much  longer? 


tt: 


I 


By  Howard  Banks 


It  was  shocking  enough  that  the  Shuttle  Challenger  blew 
up,  throwing  the  U.S.  space  program  into  turmoil.  But  as 
1986  progressed,  the  same  defense  and  aerospace  industry 
that  had  until  then  been  one  of  the  most  profitable  sectors  of 
the  entire  economy  clearly  began  to  lose  its  luster.  Why? 

For  one  thing,  the  great  spending  surge  of  the  Reagan 
defense  buildup,  which  pumped  close  to  $1.5  trillion  into 
defense  and  aerospace  contractors  over  the  last  six  years, 
finally  peaked,  with  the  result  that  the  big  earnings  leaps  of 
previous  years  have  now  begun  to  tail  off.  Meanwhile,  those 
well-publicized  stories  about  $400  hammers  and  sundry  other 
Pentagon  boondoggles  have  resulted  in  tighter  price  controls. 

Finally,  companies  now  have  to  spend  more  of  their  own 
money  up  front  to  compete  for  defense  contracts.  Thus, 
Boeing  has  had  to  invest  $600  million  of  its  own  money  in  the 
development  of  a  tilt-rotor  assault  plane  for  the  Marines, 
which  it  is  to  build  jointly  with  a  Textron  subsidiary,  Bell 
Helicopter. 

There's  tough  competition,  too,  in  the  civilian  sector. 
Boeing  has  done  well  with  its  747  jumbo  and  its  smallest  jet, 
the  737,  but  its  midsize  757s  and  767s  suffered  encroach- 
ments from  Europe's  Airbus,  which  significantly  expanded  its 
U.S.  presence  through  Northwest  Airlines'  order  for  up  to  100 


of  its  new  160-seat  A320s.  The  Europeans  also  plan  to  launc 
a  government-funded  long-range,  four-engine  design  (th 
A340)  for  routes  with  too  little  traffic  to  fill  a  Boeing  747.  Tha 
move  could  make  it  unprofitable  for  McDonnell  Douglas  t) 
go  ahead,  as  now  seems  certain,  with  an  updated  version  of  il 
three-engined  DC- 10,  which  will  have  new  aerodynamic: 
more  efficient  engines  and  use  two  cockpit  crewmen. 

Perhaps  the  toughest  competition  of  all  came  among  th 
many  smaller  defense  electronics  companies,  which  hav 
been  getting  less  work  than  expected  from  President  Reagan' 
Strategic  Defense  Initiative.  Why?  One  important  reason  i 
that  most  major  contractors  have  chosen  to  retain  contrc 
over  the  electronics  in  their  weapons  systems  rather  tha 
subcontract  the  work  to  outside  firms.  Thus,  Lockheed' 
purchase  of  Sanders  Corp.,  a  leading  microelectronics  firm 
for  $1.2  billion  is  likely  to  be  followed  by  other  takeovers.  Th 
alternative  tactic,  adopted  by  Boeing  after  it  was  beaten  b 
General  Motors  in  the  race  to  acquire  Hughes  Aircraft,  is  t) 
build  an  electronics  capability  from  scratch.  It's  not  yet  clea 
which  will  be  more  cost  effective. 

With  margins  now  under  pressure,  individual  aerospac 
firms  will  confront  a  number  of  important  questions  as  198|i 
unfolds.  For  example,  the  Air  Force  may  compel  Rockwe. 
International  and  other  major  subcontractors  to  absorb  a  larg 
part  of  the  cost  of  bringing  the  BTB  bomber  up  to  operation; 


Most  improved 


If  numbers  were  all  that  mattered, 
Westinghouse  Electric,  with  a  one- 
fifth  rise  in  per-share  earnings  in 
1986,  would  arguably  be  this  in- 
dustry's most  improved  company 
for  1986.  But  Lockheed  Corp.,  with 
admittedly  somewhat  less  impres- 
sive numbers,  gets  the  nod  instead. 
Why?  Because  under  its  new  chair- 
man, Lawrence  Kitchen,  Lockheed 
has  once  again  become  the  most 
aggressive  and  successful  marketer 
of  new  products  in  the  industry. 
Lockheed  already  enjoys  a  high  and 
consistent  return  on  equity — and  a 
steady  increase  in  per-share  earn- 
ings^— since  the  termination  of  the 
loss-burdened  Tristar  airliner  proj- 
ect. In  time,  the  contracts  and  ac- 
quisitions brought  home  by  Kitch- 
en will  keep  earnings,  now  likely 
to  top  $6  per  share  for  1986,  rising 
still  higher  no  matter  what  the 


prospects  for  aerospace  as  a  whole. 
Says  he,  "We  have  a  strong  base 
with  programs  like  the  Trident 
missile,  and  now  we're  adding  new 
programs."  Acquiring  Sanders  add- 
ed heavily  to  debt.  But,  says  Kitch- 
en, "It  will  be  paid  down  in  three  or 
four  years  and  without  hitting  new 
investment  or  research  and  devel- 
opment spending." 

The  biggest  game  Lockheed 
bagged  in  1986,  a  quarry  of  almost 
Brobdingnagian  dimensions,  was 
as  prime  contractor  for  one  of  two 
advanced  fighter  prototypes  to  fly 
in  1989  in  a  competition  for  a  $45 
billion  Air  Force  contract.  Beating 
existing  top  fightermakers  like 
McDonnell  Douglas  and  General 
Dynamics  came  on  top  of  building 
the  Stealth  FT  9  fighter,  yet  anoth 
er  payoff  of  the  company's  famed, 
highly  secret  Skunk  works. 
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idard,  a  move  that  would  depress  earnings  for  the  firm, 
lilarly,  bankrupt  LTV  Corp.  may  be  forced  to  shed  its 
fitable  aerospace  business.  One  likely  buyer,  Allied-Signal, 
announced  plans  to  divest  itself  of  seven  electronics 
sidiaries  and  hopes  to  raise  up  to  $1  billion.  And  United 
;hnologies  is  slimming  its  work  force  by  6%  as  it  restruc- 


tures to  concentrate  on  core  business  like  its  Pratt  &.  Whitney 
jet  engine  subsidiary.  Cost:  A  $592  million  fourth-quarter 
writeoff.  In  sum,  for  defense  and  aerospace  companies,  the 
easy  profits  of  previous  years  are  disappearing,  and  1987 
looms  as  a  year  of  uncertainties  in  which  the  only  constant 
will  be  working  harder  for  less  reward.  ■ 


Aerospace  and  defense 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 

mpanv  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

;kheed  •/• 
&G  na/na 
edyne  29/na 
rton  Thiokol  47/37 
neral  Dynamics  88/« 

1  39.1%     27.9%     70.7%  4.2% 

2  29.7       24.5         3.3  4.3 

3  26.5       18.4       35.9  9.0 

4  24.3       17.1         3.7  6.8 

5  23.9       27.2        27.3  4.1 

7  13.2%  8.6% 

c             1 1  a               i  q 
33            2.3  -2.3 
3          21.2  4.6 

8  12.7  12.1 

9  19.4tt%11.7% 
13            16.1  -7.1 

6  23.3  -41.1 

7  22.2  -31.6 
4            30.3  -8.1 

very  high 
very  high 
average 
average 
high 

ystems  •/• 
:kwell  Intl  76/71 
neral  Electric  na/na 
it  Industries  •/• 
ton  Industries  70/« 

6  21.1       14.3        20.2  4.4 

7  19.8       21.1        19.6  5.0 

8  19.8       17.4       29.7  7.7 

9  19.5       17.8        11.3  7.6 
10            19.3         7.4       144.4  1.6 

4          14.9  16.8 

1Z               IU.Z  o.j 

34           2.0  15.0 
31            3.4  3.1 
36            0.4  -1.5 

5            28.4  -23.1 
11            16.9  3.0 
15              9.7  3.7 

1           93.1  -6.6 
24             0.0  -65.3 

high 
very  high 
very  high 
very  high 
very  low 

rtheon  70/85 
ir  Siegler                    33/  9 
al  •/• 
rthrop  •/• 
id  Shipyards  »/dd 

11  19.1       20.3         2.8  5.6 

12  18.5        9.7        34.3  2.4 

13  17.9       17.7        40.9  8.2 

14  17.9        6.3         0.5  1.1 

15  17.8         def        87.0  0.1 

27            4.4  11.4 

%A                   O  7                  7  1 

I**           y./  f.i 

1  26.2  21.7 

2  24.6  17.4 
46          -8.8  7.2 

20              1.6  14.1 
17             3.9  -35.6 
12            16.7  17.3 
2            35.6  -76.4 
NM  P-D 

very  low 
average 
very  high 
average 
NM 

:ing  •/• 
t  Industries  34/36 
tcor  67/31 
man-Gordon  •/• 
nan  47/76 

16  16.9       15.2         5.8  4.2 

17  16.8       26.0        76.2  6.9 

18  16.3        2.0        69.5  0.6 

19  16.3        def         6.6  def 

20  16.0       16.4        13.8  3.5 

19            6.5  22.6 
a*}            ^  ft          n  4 

*tZ                     —D.O  —lO.H- 

9          12.5  10.3 
45          -8.5  -13.0 
17           8.0  4.0 

18             3.5  26.7 
NM  -20.4 
22              1.2  -86.8 
34          -30.7  P-D 
10            19.0  7.0 

very  low 

NM 
very  low 

low 
very  high 

stinghouse  18/na 
.unman  85/78 
idstrand  62/86 
mputer  Sciences  35/na 
ited  Technologies  50/50 

21  15.8       19.8        20.9  5.9 

22  15.4       11.4        57.8  2.3 

23  15.0       13.5        51.4  5.7 

24  14.9       12.3        24.5  3.0 

25  14.2       10.9       37.5  3.0 

29           4.1  6.9 

11                l l  A               11  7 
11              11.0             1 1  .a 

26           4.5  15.9 
21            6.2  19.5 
24            4.7  2.0 

16              7.4  25.7 
3            34.2  -16.6 
30            -6.0  9.2 
19              2.7  -13.0 
29            -5.1  71.0 

high 
average 

low 
very  low 
very  low 

kin-Elmer  23/35 
nalectron  52/« 
rtin  Marietta  83/69 
ker-Hannifin  26/35 
Donnell  Douglas  •/• 

26  14.1       10.3        12.0  5.3 

27  14.0        3.1         6.1  0.8 

28  13.9       28.5        28.1  4.3 

29  13.8       13.9       36.7  5.0 

30  13.7       10.6       22.0  2.3 

Oft                  A  2               _/>  A 

16           8.6  10.4 
15           9.7  8.6 
20           6.4  21.8 
10          12.4  11.6 

26            -0.9  -13.6 
33          -11.8  -73.0 
NM  -10.3 

Zo                      U.O  i.D 

8            19.8  -18.7 

very  low 
very  low 

NM 
very  low 
very  high 

rris  Corp  37/69 
W  42/na 
C  39/55 
neywell  28/21 
rsco  35/65 

31  13.1         7.1        20.3  3.0 

32  12.6       14.3        64.5  2.4 

33  12.0       16.1         NE  4.6 

34  12.0        8.7        28.0  3.2 

35  ll.y         1U.3         24.4  4.2 

13          10.1  -8.7 
30           3.9  -0.7 
38          -1.0  -5.3 
23           5.6  9.1 
35            1.6  -11.0 

32            -8.8  -7.7 
NM  126.8 
28            -2.2  236.1 
27            -1.7  20.4 
25              0.0  -21.9 

average 

NM 
very  low 
very  low 
very  low 

rcules  32/64 
ttron  49/38 
ger  65/47 
ied-Signal  44/47 
nCorp  25/36 

36  11.6       13.8        29.8  8.0 

37  10.7       15.7        74.5  5.3 

38  8.7       17.9       28.9  4.7 

39  6.9        def        57.7  def 

40  5.8       10.5        20.7  3.3 

37           0.3  1.7 
32           2.3  -14.3 
39          -3.0  -22.5 
6          13.8  12.9 
18           6.7  5.4 

21              1.4  33.2 
14             12.2  22.6 
NM  13.5 
NM  P-D 
31            -6.7  159.9 

very  low 

low 

NM 

NM 
very  low 

cas  Instruments  28/nm 
uld  28/pd 
tes  Learjet  »/dd 
ley  Industries  39/47 

41  5.7        def        10.8  def 

42  2.0        def       65.9  def 

43  1.5        def      196.4  def 

44  1.2       11.6       120.8  3.9 

22            5.7  -7.4 
47          -8.9  -21.5 
44          -8.4  -17.3 
41          -5.2  4.8 

NM  D-D 
NM  D-D 
NM  D-D 
NM  14.8 

NM 
NM 
NM 
NM 

-or  Western  39/* 
rchild  Industries  72/dd 
V  27/pd 

45  def         1.5        24.0  0.7 

46  def        5.2        63.8  2.1 

47  def        def    2702.2  def 

43          -6.3  -1.9 
40          -4.7  8.7 
25            4.5  -5.6 

NM  20.0 
NM  D-P 
NM  D-D 

NM 
NM 
NM 

ustry  medians 

14.9       12.3        28.1  3.9 

4.7  5.4 

0.6  -7.9 

-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

»  90%  or  more.    DD:  Segment  deficit,  total  deficit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit    D-P:  Deficit  to  profit    P-D:  Profit  to  deficit 
Jef:  Deficit    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    ^Three  year  growth    For  further  explanation,  see  page  61. 
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AIR  TRANSPORT 

It  began  as  a  year  of  record 
losses.  But  after  years  of  rising, 
fuel  prices  finally  began  to  fall. 
Meanwhile,  traffic  growth 
turned  sharply  upward  even  as 
continuing  mergers  concentrated 
more  and  more  revenue  in 
fewer  and  fewer  companies.  The 
result?  Airlines  wound  up 
turning  in  a  year  of  healthy 
profits  after  all. 


single  factor  was  the  rise  in  the  number  of  people  flying — u;  h 
13%  in  the  first  ten  months  of  1986  over  the  same  period  c 
1985.  A  result  of  the  weakening  U.S.  dollar  and  fears  abou 
terrorism  was  that  people  flew  less  to  Europe  and  more  insid 
America. 

The  other  major  factor  in  the  profits  surge  was  collapsin, 
petroleum  prices,  which,  at  an  average  of  about  43  cents  pe 
gallon,  are  now  close  to  half  aviation  fuel  costs  in  1985 
According  to  George  James,  president  of  Airline  Economics 
that  alone  saved  the  industry  $3.5  billion  in  operating  ex 
penses — savings  that  were  in  part  passed  on  to  passenger 


Airtransport 

Yardsticks  of  management  performance 

Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

Freight 

Federal  Express  •/'• 
Emery  Air  Freight  •/• 
Purolator  Courier  76/dd 
Pittston  36/dp 
Tiger  International  «/dd 

1  22.9%     12.7%     48.9%  4.6% 

2  20.8        def       66.2  def 

3  13.1         def       83.6  def 

4  def        1.7        11.2  0.7 

5  def        def         NE  def 

1  36.3%  26.1% 

2  10.8  1.1 

3  6.2  3.4 
5         -13.0  0.7 

4  -6.7  -3.0 

1  12.1%  17.7% 

2  -1.7  P-D 
NM  D-D 
NM  D-P 
NM  D-D 

average 
very  low 

NM 

NM 

NM 

Medians 

13.1        def       48.9  def 

6.2  1.1 

NM  P-D 

Airlines 

Southwest  Airlines  •/• 
Piedmont  Aviation  •/• 
USAir  Group  •/• 
AMR  •/• 

Delta  Air  Lines  •/• 

1  18.7%    10.0%     73.9%  6.2% 

2  17.8       12.1        43.9  4.0 

3  16.3        8.9       43.1  5.1 

4  10.8       11.6        83.7  4.5 

5  10.7        5.4       66.7  1.6 

4          26.2%  18.8% 
3          26.7  21.1 
6           13.0  2.7 

8  9.8  0.2 

9  8.5  -5.5 

3  4.7%  -17.1% 
2              5.1  -13.3 

4  1.9  -22.4 
NM  -27.4 
NM  -69.3 

average 
very  low 
very  low 

NM 

NM 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour  year  average.    t+Three  year  average.    tiThree-year  growth. 
For  further  explanation,  see  page  61. 
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By  Howard  Banks 

The  scheduled  air  carriers  in  the  first  quarter  of  1986 
turned  in  a  record  $669  million  operating  loss.  Big  deal!  By 
year's  end  the  industry  had  racked  up  an  eye-popping  operat- 
ing profit  approaching  $1.4  billion,  matching  the  1985  level. 
How  come  so  massive  a  turnaround? 

"It's  a  story  of  an  industry  that  switched  from  a  freewheel- 
ing, chaotic  situation  into  a  more  controlled  one,"  says  First 
Boston  analyst  Michael  Derchin.  The  spate  of  cost-cutting 
mergers  begun  in  1985  obviously  helped.  But  the  biggest 


Most  improved 


Steve  Niedort Wheeler  Pictures 


Northwest  Airlines  Chainnan  Steven  Rothmeier 


ough  discounted  fares. 

ret  not  even  pricing  skirmishes  could  slow  the  flow  of 
lars  into  airline  coffers.  Yield,  the  average  fare  achieved  per 
ie,  was  actually  61/2%  down  on  1985  levels  as  an  incredible 
:/o  of  passengers  took  advantage  of  cut-rate  fares.  Lower 
;es  produced  higher  volumes,  and  the  profits  kept  rolling 
Now  the  trend  will  be  to  sell  fewer  seats  at  giveaway  fares 
ce  each  improvement  in  yield  adds  some  $250  million 
:rating  profit  to  the  industry  per  year. 
Continuing  mergers  throughout  the  industry  bolstered 
se  trends,  helping  carriers  widen  their  margins  even  more. 


Good  as  the  year  proved  to  be  for  most  airlines,  Northwest 
Airlines  stood  out  from  all  the  rest  as  the  most  improved 
civil  air  carrier  for  1986.  Under  its  chairman  and  chief 
executive  officer,  Steven  Rothmeier,  Northwest  enjoyed 
not  only  the  biggest  jump  in  yield,  up  7.5%  during  the 
third  quarter,  but  saw  return  on  shareholder  equity  rise 
6.4%  as  the  company's  stock  rose  to  a  recent  $62  on  a  53% 
surge  in  net  earnings  over  1985  levels.  Why  the  impressive 
results?  Much  of  the  improvement  came  from  growth  of 
traffic  in  Northwest's  all-important  Pacific  routes,  which 
saw  passenger  volume  rise  by  15%  over  1985  as  Rothmeier 
took  advantage  of  lower  costs  to  turn  the  competitive 
screws  on  rival  United  Air  Lines  (now  flying  the  old  Pan 
American  routes).  Now,  with  the  $884  million  acquisition 
of  Republic,  strong  in  the  midwestern  and  western  states, 
and  a  50%  interest  in  PARS,  TWA's  computerized  reserva- 
tions system  (which  will  allow  more  precise  control  of  fare 
discounts  and  wring  more  yield  out  of  every  mile  flown), 
Rothmeier  can  look  forward  to  equally  impressive  results 
in  the  year  ahead  from  Northwest's  stateside  routes,  as 
well.  But  is  he  satisfied?  Not  so  you  would  notice.  Says  he, 
"Our  earnings  still  don't  reflect  our  potential." 


Northwest  Airlines'  acquisition  of  Republic  gives  it  a  grip  on 
three  important  hubs — Minneapolis-St.  Paul,  Detroit  and 
Memphis.  Texas  Air's  acquisition  of  Frontier  and  People 
Express  means  reduced  competition  at  Denver,  with  the 
promise  of  fatter  profits  for  Texas  Air  in  the  process.  TWA's 
acquisition  of  Ozark  gives  it  a  near  monopoly  at  St.  Louis. 
And  American  Airlines'  purchase  of  Air  California  and 
USAir's  of  California-based  PS  Group  suggest  that  the  cost  of 
breaking  into  an  established  market  may  now  be  so  high  that 
acquisition  is  the  only  option.  If  so,  there  will  be  more 
mergers.  ■ 


Yardsticks  of  management  performance 
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APPAREL,  SHOES 
AND  TEXTILES 

In  the  apparel  business, 
the  new  game  is  pick  a  niche 
and  stick  to  it. 


By  Eva  Pomice 


IN  1986  APPAREL  MAKERS  ENCOUNTERED  AN  ENEMY  in  their 
midst:  their  customers.  After  years  of  flirting  with  the  idea 
of  manufacturing  their  own  garments  to  save  on  costs,  depart- 
ment and  specialty  stores  in  the  past  year  began  adopting  the 
strategy  in  earnest,  and  apparel  makers  were  the  ones  to 
suffer.  Thus,  while  retail  apparel  sales  were  up  about  7%  in 
volume  through  September,  shipments  from  apparel  makers 


actually  declined  by  2%. 

Though  their  stiffer  inventory  controls  shielded  manufab 
turers  from  the  need  for  drastic  inventory  markdowns,  coni 
sumer  demand  remained  weaker  than  expected.  "You're  nol 
going  to  have  a  broad-based,  general-type  boom,"  says  Firs! 
Boston's  Margaret  Gilliam,  a  retail  and  apparel  analyst. 

As  consolidation  among  department  stores  and  retailer^ 
continues  to  concentrate  more  buying  power  in  fewer  handsj 
apparel  manufacturers  now  face  a  major  strategic  challenge! 


Apparel,  shoes  and  textiles 
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meaningful.    For  further  explanation,  see  page  61 
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Most  improved 


There  are  few  companies  that  have  strad- 
dled the  apparel  market's  diverging  trends 
better  than  St.  Louis-based  Kellwood  Co. 
On  sales  of  $516  million,  Kellwood  saw  its 
earnings  per  share  jump  12%  during  1986, 
while  return  on  equity  held  firm  at  a 
respectable  17.7%,  well  above  the  industry 
average. 

That  achievement  made  Kellwood,  under 
President  and  Chief  Executive  Officer  Wil- 
liam McKenna,  the  most  improved  compa- 
ny in  the  apparel  group  in  1986. 

As  a  major  private-label  manufacturer, 
Kellwood  has  clout  with  retailers.  Half  its 
sales  go  to  Sears.  Its  Hong  Kong  subsidiary, 
Smart  Shirts,  which  provides  almost  half  of 
operating  profits,  and  four  new  Caribbean 
plants  greatly  diminish  the  threat  of  foreign 
imports.  And  now,  by  divesting  itself  of 
such  sideline  businesses  as  a  camping 
equipment  manufacturer  and  a  regional  off- 
price  retailing  chain,  while  concentrating 
instead  on  a  series  of  rapid  acquisitions  in 
ladies'  and  young  people's  wares,  the  com- 
pany has  become  a  niche  marketer  as  well, 
"We  have  bricks  and  mortar  in  the  old  Kell- 
wood," says  McKenna.  "Acquisitions  will 
broaden  our  customer  base  and  give  us  mar- 
keting knowhow." 
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"In  our  suit-happy  society,  checking  references  for  the 
real  meaning  is  as  difficult  an  art  as  writing  them.  No 
service  booklet  could  he  more  valuable  than  this. " 
Maicolm  S.  Forbes,  Chairman,  Forbes  Magazine 

"Any  business  person  who  doesn't  read  this  booklet 
carefully  is  missing  a  wealth  of  practical  information. " 
Martin  Edelston,  Publisher,  Boardroom  Reports 

"A  savvy,  clear-headed  look  at  the  tough  business  of  get- 
ting a  job  candidate's  old  employer  to  open  up  to  you. " 
Ed  Foley,  Editor,  Executive  Productivity 

"Never  hire  another  manager  without  following  Robert 
Half 's  advice.  Business  would  be  better  run  if  executives 
took  the  time  to  do  what  this  booklet  suggests. " 
Alfred  M.  King,  National  Assn.  of  Accountants 


FREE 

Published  as  a  public  service.  This  booklet  is  yours  free  by 
contacting  your  Robert  Half  office,  or  writing  to: 
Robert  Half  International  Inc.,  Administrative  Services  Dept., 
522  Fifth  Avenue,  New  York,  NY  10036. 

1ROBERT  HALF 

uls  accounting,  financial  and  edp  personnel  specialists 


©1986  Robert  Half  International  Inc. 

Ail  offices  independently  owned  and  operated 


Either  grow  big,  fast,  or  seek  out 
niche-like  marketing  opportunities 
that  are  beneath  the  radar  of  larger 
competitors.  In  short,  1986  saw  the 
continued  disappearance  of  the  mid- 
dle ground. 

Among  the  largest  manufacturers, 
V.F.  Corp.  (1985  sales  $1.4  billion), 
maker  of  Lee  jeans,  increased  its  mus- 
cle with  retailers  through  a  $732  mil- 
lion acquisition  of  Blue  Bell,  manu- 
facturer of  Wrangler  jeans.  Now  equal 
in  size  to  longtime  leader  Levi,  V.F. 
can  improve  on  an  already  successful 
strategy:  producing  lots  of  what  retail- 
ers buy  in  tons — commodity  items 
like  jeans  and  fleece  sportswear. 

Liz  Claiborne,  new  to  our  list,  grew 


By  divesting  itself  of  such 
sideline  businesses  as  a 
camping  equipment 
manufacturer  and  a 
regional  off-price  retailing 
chain,  while  concentrating 
instead  on  rapid 
acquisitions  in  ladies'  and 
young  people's  wares, 
Kc  11  wood  has  become  a 
niche  marketer  as  well. 
"Acquisitions,"  says 
McKenna,  "will  give  us 
marketing  knowhow." 


meteorically  from  a  small  base  by  ze- 
roing in  on  the  working  woman's 
market,  and  scored  an  impressive 
49.2%  return  on  equity.  More  than 
85%  of  Claiborne's  moderately  priced 
designer  clothes  are  made  abroad,  in- 
sulating it  from  import  pressures. 
Now  Claiborne  is  trying  to  beat  retail- 
ers at  their  own  game  by  opening  up  a 
string  of  stores  in  1987. 

At  the  bottom  of  the  apparel  chain, 
textile  manufacturers  are  fast  learn- 
ing the  clothingmakers'  most  impor- 
tant lesson:  Only  the  biggest  or  the 
most  specialized  survive.  Unable  to 
stem  the  flood  of  cheap  imports,  tex- 
tilemakers  in  1986  began  banding  to- 
gether to  concentrate  on  high-margin 
niches  like  home  furnishings  and 
auto  fabrics.  During  the  year  Burling- 
ton and  J. P.  Stevens  acquired  new 
businesses  in  these  fields.  Collins  & 
Aikman,  a  specialty  manufacturer 
with  an  enviable  19.2%  five-year  av- 
erage return  on  equity,  was  set  at 
year's  end  to  be  purchased  by  Wickes 
Cos.  Such  regroupings  seem  inevita- 
ble. Though  lower  individual  tax  rates 
may  boost  consumer  demand,  overall 
apparel  sales  are  expected  to  increase 
only  1%  to  2%.  ■ 
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AUTOMOTIVE 

Ford  made  the  money, 
SM  put  on  the  show, 
the  immigrants  got  ready, 
ind  up  the  yen  did  go. 


By  Jerry  Flint 

M  t  General  Motors,  a  decade  of  flawed  strategies  creat- 
lA  ed  a  mountain  of  unsold  cars,  giveaway  prices,  falling 
rofits  and  a  one-man  stockholder  revolt  by  H.  Ross  Perot, 
vho  then  took  $743  million  for  his  shares  and  went  home.  At 


Ford,  by  quiet  contrast,  a  hot  truck  and  the  old-fashioned  limo 
created  what  will  probably  turn  out  to  be  a  record  $3  billion- 
plus  profit.  At  Chrysler,  marketing  knowhow  compensated 
for  the  lack  of  new  designs.  And  across  the  Pacific,  Hyundai, 
the  Korean  company,  established  a  U.S.  beachhead  with 
160,000  cars  sold,  even  as  the  yen's  rise  against  the  U.S.  dollar 


Most  improved 


Luck,  hard  work,  four  aces.  Thus  armed,  Ford  Motor  Co. 
swept  the  competition  to  stand  out  as  the  auto  industry's 
most  improved  carmaker  for  1986.  Ford  produced  an  im- 
pressive 26.5%  return  on  equity  in  the  past  12  months.  Its 
stock  price  nearly  doubled,  approaching  its  alltime  high — 
63 Vi — as  the  year  ended.  Ford's  aces  turned  the  trick. 

The  first  ace:  trucks,  which  account  for  40%  of  Ford's 
North  American  vehicle  business.  Sales  in  1986  ran  11% 
ahead  of  the  year  earlier.  Profits  are  high  because  trucks 
run  longer  production  cycles  than  cars  and  are  simpler  to 
build;  yet,  with  a  25%  import  duty,  prices  are  strong. 

Second  ace:  the  Lincoln  Town  Car,  which  benefited 
from  America's  renewed  love  affair  with  big,  old-fashioned 
luxury  cars.  With  an  estimated  profit  of  $7,000  to  $8,000 
each  and  more  than  120,000  sold  in  1986,  the  Town  Car 
probably  pumped  $1  billion  in  profits  into  Ford  last  year. 

Third  ace:  Europe.  Quitting  the  costly  drive  for  market 
share  and  stressing  productivity  reaped  $400  million  in 
pretax  profits  for  Ford's  European  operations  in  the  first 
half  alone.  Says  Donald  Petersen,  Ford's  chairman,  "This 
one  part  of  our  company  is  establishing  for  all  of  us  that 
you  can  be  in  an  environment  of  excess  capacity  and  still 
be  profitable.  That  gives  our  North  American  crew  more  of 
a  sense  of  confidence  that  we  can  do  it  here,  too." 

Fourth  ace:  cost  containment.  When  the  bad  days  came 
after  the  second  oil  shock,  Ford  started  downsizing,  and 
never  stopped.  Since  then,  the  U.S.  salaried  work  force  has 
been  scaled  down  continually,  despite  record  profits,  from 


86,300  in  1979  to  67,800,  excluding  6,100  who  came  into 
Ford  with  acquisitions.  That  means  a  long-run  saving  of 
about  $150  million  a  year. 

Every  silver  lining,  of  course,  has  its  cloud.  All  this 
success  is  likely  to  make  Ford  the  target  of  a  hungry  UAW 
in  this  year's  contract  talks. 
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Americans  bought  16  million  cars  and  trucks 
last  year,  more  than  ever  before.  Normally,  that 
would  mean  expansion,  added  capacity, 
more  jobs  at  Detroit's  Big  Three.  But  Asian  pro- 
ducers are  planning  to  build  new  assembly 
plants  in  the  U.S.  and  Canada  capable  of  build- 
ing 2  million  more  vehicles.  This  means  over- 
capacity, say  Detroiters.  So,  they  don't  expand 
and  load  up  on  Asian  cars,  too. 


punished  Japanese  carmakers'  profits. 

During  the  year  a  record  16  million  vehicles  were  sold  to 
U.S.  buyers,  with  more  than  a  fourth  of  the  business  going  to 
non-U. S.  firms.  But  the  most  important  development  cen- 
tered on  so-called  immigrant  plants  in  North  America.  VW, 
Nissan,  Toyota  and  Honda  are  already  rolling  cars  from  such 
plants.  Mazda  goes  into  production  later  this  year  from  an 
assembly  plant  just  outside  Detroit,  to  be  followed  by  a 
Mitsubishi  plant  in  Illinois,  a  joint  Subaru/Isuzu  plant  in 


Indiana  and  another  Toyota  plant  in  Kentucky.  Coming,  too, 
in  Canada  are  plants  for  Toyota,  Honda,  Hyundai  and  Suzuki, 
which  is  having  amazing  success  with  its  Jeep-like  Samurai. 
Altogether  the  immigrants  will  have  North  American  capaci- 
ty for  about  2  million  cars  early  in  the  1990s. 

The  proliferation  could  bring  a  severe  overcapacity.  Car- 
makers like  Ford  and  Chrysler  are,  in  fact,  short  of  capacity, 
but  they  fear  expanding  in  the  face  of  the  immigrant  invasion 
and  instead  have  plans  to  increase  their  own  imports  from 


Automotive 


Yardsticks  of  management  performance 


Pmfitahflitv 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

Automobiles  and  trucks 

Subaru  of  America  •/• 
Ford  Motor  •/• 
General  Motors  na/na 
Paccar  •/• 

1  49.9%    34.4%      13.8%  4.8% 

2  14.6       26.5        17.3  5.3 

3  13.3       12.9       32.8  3.5 

4  12.0        6.8         1.7  2.7 

2           13.1%  39.4% 
5            8.6  16.2 
4           11.0  10.1 
8            4.5  -8.2 

3  32.5%  27.4% 
NM  32.4 

2            90.0*  -7.7 

4  1.8  -44.7 

very  high 

NM 

high 
very  low 

Fruehauf  53/42 
Mack  Trucks  «/dd 
American  Motors  »/dd 
Navistar  Intl  »/dd 
Chrysler  •/• 

5  6.0        5.8        88.3  1.4 

6  def        def       21.7  def 

7  def        def      544.1  def 

8  deft       def      704.6  def 

9  NE       31.1        46.6  5.9 

7            5.6  1.4 
6            7.0  -20.2 
3           11.8  -8.1 
9         -11.5  -4.3 
1          19.5  3.9 

NM  -54.7 
NM  D-D 
NM  D-D 
NM  D-D 
1          161.6**  -19.6 

NM 
NM 
NM 
NM 
very  high 

Medians 

6.0         6.8        32.8  2.7 

8.6  1.4 

NM  -44.7 

Automotive  parts 

Snap-on  Tools  •/• 
Rockwell  Intl  15/19 
Lear  Siegler  33/48 
Colt  Industries  34/38 
Sealed  Power  86/na 

1  19.9%     19.1%       4.1%  10.1% 

2  19.8       21.1        19.6  5.0 

3  18.5         9.7        34.3  2.4 

4  16.8       26.0        76.2  6.9 

5  15.6       10.8        53.6  4.3 

10            7.7%  10.5% 
6           10.2  8.5 
8            9.7  7.1 

26          -5.8  -13.4 
2          19.0  8.9 

9            10.3%  6.8% 

4  16.9  3.0 
13             3.9  -35.6 

NM  -20.4 

5  15.2  -16.0 

high 
very  high 
average 

NM 
average 

79/87 

loh  41/49 
Echlir  •/• 
PPG  L;  d  44/44 
CummiiiA  Ej  •/• 

6  15.2       12.9       38.7  4.7 

7  15.1       12.4        17.5  3.6 

8  14.4       16.0       22.2  5.4 

9  13.8       17.7       51.1  6.6 
10           13.4        def       41.2  def 

18           4.0  3.6 
5          11.6  47.7 
1          19.9  16.9 
11            7.1  6.3 
16            5.2  0.2 

11             7.5  0.9 
6           13.7  -1.9 
3           34.2  0.9 

10             9.4  13.8 
2           34.8*  P-D 

average 
very  high 
very  high 

average 
very  low 

Purolator  Courie;  23/pd 
Borg  Warner  740 
TRW  41 
Dana 

Arvin  Industries  56/81 

11  13.1         def        83.6  def 

12  13.0       12.9       23.5  6.1 

13  12.6       14.3        64.5  2.4 

14  11.6        9.6       36.6  3.1 

15  11.5        17.0        22.5  4.8 

13            6.2  3.4 
12           6.7  -8.9 
19            3.9  -0.7 
9           8.9  1.2 
3          14.7  6.9 

NM  D-D 
12             6.0  26.9 

NM  126.8 
7            13.4  -33.0 
1            36.8  19.1 

NM 
average 

NM 
average 
very  high 

Eaton 

Allied- Signal 

16  9.2       10.6        36.7  3.9 

17  6.9        def       57.7  def 

20           3.2  4.0 
4          13.8  12.9 

NM  -39.2 
NM  P-D 

NM 
NM 

•  90%  or  more.    Dl>:               eftcit,  total  deficit.   DP:  Segment  deficit,  total  profit.    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
profit    P-D:  Profit  to  deficit.      '  Deficit    Nfc  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour-year  average.    tFour-year  growth.    +:f Three-year 
growth.    For  further  expla;,. "if Hi  see  page  61. 
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inufacturers  in  Taiwan,  Thailand,  Korea,  Japan,  Mexico. 
\t  GM,  in  contrast,  overcapacity  is  a  symptom  of  internal 
)blems.  Chairman  Roger  Smith  vows  that  better  days  are 
ning,  with  more  appealing  cars,  lower  production  costs  and 
eaner  bureaucracy.  But  Smith  also  must  contend  with 
nors  that  the  troubles  will  bring  his  personal  downfall.  But 
:re  hasn't  been  a  palace  revolt  at  GM  since  1920,  when 
inder  Billy  Durant  was  pushed  out. 

\mong  suppliers  the  big  news  involved  takeovers.  GAF  and 


Irwin  Jacobs  were  snarling  at  Borg- Warner,  James  Goldsmith 
greenmailed  Goodyear,  Sumitomo  Rubber  bought  Dunlop 
Tire,  Lear  Siegler  agreed  to  be  acquired  by  Forstmann  Little 
for  $2.1  billion,  and  Ex-Cell-O  was  taken  over  by  Textron.  In 
this  corner  of  the  business  at  least,  partsmakers  worry  wheth- 
er the  Japanese  immigrants  will  buy  from  them  and  whether 
sales  of  replacement  parts  will  turn  up  as  more  cars  get  older. 
Still,  the  message  for  market  players  seems  to  be:  Forget 
return  on  equity;  check  out  bust-up  value.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 

mpany  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

ampion  Spark  Plug  62/62 
en  Group  •/• 
lehauf  35/52 

18  6.7%      def         8.1%  def 

19  6.0        7.9%     21.1  2.6% 

20  6.0        5.8        88.3  1.4 

24            0.4%  2.5% 
22            1.9  14.4 
14            5.6  1.4 

14         -12.6%  P-D 
NM  -32.9% 
NM  -54.7 

high 
NM 
NM 

y  International  28/29 
mes  Group  88/82 
)  Smith  65/na 
icago  Pneumatic  37/dp 
Sle-Picher  Inds  37/39 

21  5.9        9.1        79.9  1.9 

22  4.7       14.4       36.7  3.8 

23  1.1       15.2        54.0  3.7 

24  def        def       48.6  def 

25  def        def       32.5  def 

17            4.7  -0.9 
23            0.6  1.7 
15            5.4  3.4 
25          -3.6  -28.6 
21            2.9  0.9 

8            11.3  16.0 
NM  74.0 
NM  D-P 
NM  P-D 
NM  P-D 

very  low 
NM 
NM 
NM 
NM 

irk  Equipment  26/65 
rity  Corp  30/34 
isco  Industries  55/70 

26  def        def       55.3  def 

27  NE       34.1       161.6  2.6 
NA       13.5      417.1  1.9 

27  -8.4  -6.0 

28  -16.9  1.3 
7           9.9  9.9 

NM  D-D 
NM  D-P 
NA  -42.7 

NM 
NM 
NA 

:dians 

11.6       11.6        40.0  2.9 

5.5  3.4 

-12.6  -26.7 

icreational  vehicles 

etwood  Enterprises  56/70 
achmen  Industries  89/na 
yline  31/44 

1  20.5%     13.7%      0.0%  3.1% 

2  18.5        2.1         8.9  0.5 

3  6.2        8.5         0.0  3.4 

1  29.3%  -2.6% 

2  28.0  -10.3 

3  2.9  -2.8 

1  121.7*%  -24.8% 

2  20.5*  -70.3 

3  7.0  17.5 

very  high 
very  low 
average 

idians 

18.5         8.5          8.9  3.1 

28.0  -2.8 

20.5  -24.8 

re  and  rubber 

oper  Tire  &  Rubber  •/• 
mstrong  Rubber  82/51 
odyear  80/72 
nCorp  38/22 
estone  88/60 
Goodrich  43/43 

1  19.2%     12.3%     14.2%  3.8% 

2  12.0        def       85.9  def 

3  11.1         9.1        53.3  3.2 

4  5.8       10.5        20.7  3.3 

5  4.9        0.7       24.1  0.1 

6  def        def       62.3  def 

2  10.5%  7.2% 
1           11.4  4.2 

4  3.1  4.0 

3  6.7  5.4 
6          -4.0  -4.8 

5  1.4  -13.0 

2  2.8%  8.6% 

3  -3.6*  P-D 
1             5.0  -26.9 

4  -6.7  159.9 
NM  -85.2 
NM  D-D 

very  low 
very  low 
average 
very  low 

NM 

NM 

:dians 

8.5         4.9        38.7  1.7 

4.9  4.1 

-5.2  -56.1 

lust ry  medians 

11.5       10.1        36.7  2.9 

6.5  3.0 

-3.6  -29.9 

-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
profit    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NE:  Negative  equity    NM:  Not  meaningful.    tPour-year  average.    JFour-year  growth  ttThree-year 
growth    For  further  explanation,  see  page  61. 
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BANKS 

AND  THRIFTS 

Call  it  economic  Darwinism:  As 
the  strong  banks  got  stronger, 
the  weak  banks  got  weaker. 
For  1987,  more  of  the  same. 


By  Tatiana  Pouschine 


With  writeoffs  and  loan  losses  at  the  highest  levels 
ever,  banking  industry  return  on  equity  barely  increased 
to  15.5%,  from  15.4%  the  year  before.  There  was  a  silver 
lining:  an  overall  increase  in  loan  loss  reserves  in  spite  of 
record  charge  offs  against  these  reserves.  Banks  rushed  to  step 
up  loan  loss  reserves  before  the  new  tax  bill  made  them 
nondeductible,  even  though  the  additions  to  reserves  penal- 
ized earnings.  Did  that  mean  that  loan  loss  writeoffs  were 
behind  the  banks?  By  no  means.  It  did  mean  that  most  banks 
were  in  good  shape  to  withstand  further  loan  losses. 
While  there  were  exceptions,  return  on  equity  declined  for 


most  money  center  and  multinational  banks.  In  addition  tc 
the  cost  to  earnings  from  higher  reserves,  the  old  core  busi 
ness  of  supplying  credit  to  large  corporate  borrowers  contin 
ued  to  shrink,  as  firms  turned  increasingly  either  to  invest 
ment  banks  or  directly  to  the  capital  markets  for  their  financ 
ing  needs.  Commercial  and  industrial  loans  for  the  large  Nev> 
York  banks  actually  declined  by  6%  during  the  year.  Say; 
analyst  Allerton  Smith  of  L.F.  Rothschild,  Unterberg,  Tow 
bin,  higher  noninterest  income,  which  includes  fee  income 
and  trading  profits,  appears  partly  to  have  filled  the  gap 
Hardest  hit  was  BankAmerica.  Helped  by  gains  on  securitie: 
and  skyrocketing  fee  income,  J. P.  Morgan  was  one  of  the  bes 
performers. 


Banks  and  thrifts 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

latest 

debt  as 

net 

latest 

latest 

Company 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earnings 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Multinational 

Bankers  Trust  NY 

1 

17.2% 

17.5% 

70.2% 

8.7% 

6 

3.3% 

1.7% 

5 

6.3% 

14.5% 

average 

JP  Morgan 

2 

16.1 

19.7 

40.7 

12.6 

7 

2.7 

2.3 

1 

13.2 

19.5 

very  high 

Citicorp 

3 

15.5 

13.4 

256.6 

4.3 

1 

7.7 

5.8 

2 

13.0 

-7.2 

very  high 

Chemical  New  York 

4 

15.4 

14.7 

48.9 

7.2 

4 

3.9 

-A.9 

4 

7.7 

-0.9 

very  high 

Bank  of  Boston 

5 

15.4 

15.6 

87.6 

6.1 

3 

6.4 

-0.1 

3 

9.4 

-1.6 

very  high 

Irving  Bank 

6 

13.6 

13.5 

58.0 

6.5 

10 

0.6 

-5.8 

6 

2.9 

16.4 

low 

Manufacturers  Hanover 

7 

13.4 

12.4 

209.6 

5.1 

2 

7.6 

-5.7 

7 

2.7 

6.1 

average 

Chase  Manhattan 

8 

12.8 

13.4 

59.2 

6.0 

8 

1.6 

-1.1 

8 

2.2 

11.0 

very  low 

First  Chicago 

9 

8.7 

13.0 

41.9 

6.3 

5 

3.5 

-9.2  * 

9 

0.9 

61.9 

very  low 

BankAmerica 

10 

5.0 

def 

133.1 

def 

9 

0.7 

-8.8 

NM 

D-D 

NM 

Continental  Illinois 

11 

def 

4.1 

60.4 

3.7 

11 

-11.3 

-13.1 

NM 

-80.7 

NM 

S\£<i»ans 

13.6 

13.4 

60.4 

6.1 

3.3 

-4.9 

2.9 

6.1 

Bfortheast 

Staic  Street  3os'toa 

1 

21.3% 

19.0% 

18.2% 

10.4% 

10 

9.3% 

18.4% 

1 

18.5% 

15.4% 

high 

Midlir.ck  B<raks 

2 

21.0 

18.5 

33.0 

10.9 

5 

22.0 

18.8 

6 

9.9 

15.5 

very  high 

Republic  V  i'or.k 

3 

18.9 

16.4 

97.7 

10.3 

11 

6.9 

13.8 

13 

2.1 

26.3 

average 

f>D:  Deficit  to  defici!  ;>  Deficit  to  profit  P-D:  Profit  to  deficit,  def:  Deficit.  MA  Not  available.  NM:  Not  meaningful 
growth.   ttThree-yei:' average.   ±tThree-year  growth.   For  further  explanation,  see  page  61. 


tFour-year  average.  tFour-year 
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Most  improved 


While  banks  across  the  country  rushed  to  diversify  into 
everything  from  investment  banking  to  currency  arbitrage 
and  bond  swaps,  and  were  so  eager  for  growth  that  they 
literally  pushed  money  at  astonished  borrowers,  one  bank 
chose  to  stick  with  making  money  the  old-fashioned  way: 
by  lending  it  out  to  creditworthy  borrowers  capable  of 
actually  paying  back  the  money.  During  1986  that  com- 
monsense  strategy,  helped  along  by  the  $1.1  billion  acqui- 
sition of  Crocker  National  Bank,  brought  Wells  Fargo 
buoyant  earnings,  a  higher  stock  price  and  recognition  as 
the  most  improved  bank  of  the  year. 

Presiding  over  this  strategy  was  Wells  Fargo's  chairman 
and  chief  executive  officer  since  1983,  Carl  Reichardt.  Not 
only  did  he  work  hard  to  upgrade  the  quality  of  the  bank's 
loan  portfolio,  but  Reichardt  also  fought  hard,  and  success- 
fully, to  hold  down  costs.  Result?  Salaries,  one  of  the 
largest  single  expense  categories  for  any  bank,  rose  by  less 
than  3%  during  the  two  years  before  the  Crocker  acquisi- 
tion, as  against  14.7%  and  9.9%  for  such  competitors  as 
Security  Pacific  and  Valley  National. 

Because  of  these  efforts,  Wells  Fargo's  return  on  equity 
rose  by  7%  during  the  year,  to  15.3%,  while  return  on 
assets  rose  to  0.74%,  from  0.62%  in  1984,  and  the  stock 
nearly  doubled.  In  all  these  categories,  the  once-troubled 
bank  substantially  outperformed  nearly  all  its  competi- 
tors. The  bank  now  is  neck-and-neck  with  Security  Pacific 
as  the  top-performing  bank  on  the  West  Coast.  Says  Rei- 
chardt of  all  this:  "I'm  looking  beyond  Security  Pacific. 
Now  we  want  to  be  just  as  good  as  Wachovia." 


Yardsticks  of  management  performance 


Profitability  Growth 

Return  on  equity 

Sales                                 Earnings  per  share 

Dtnpany 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 

5-year      12  earnings 
rank        average    months  stability 

eet  Financial 
artford  National 

4  18.7%     21.9%    117.6%  11.1% 

5  17.2       18.0        12.2  10.9 

9           13.7%  20.8% 
4          27.0  19.0 

2             14.7%  17.9% 
12              4.4  8.0 

very  high 
average 

nk  of  New  England 
rst  Fidelity  Bncp 
nk  of  New  York 
orstar  Bancorp 
yBanks 

6  16.2       18.5        28.1  8.9 

7  16.1       15.6       33.1  9.6 

8  15.8       17.0        48.9  8.7 

9  15.7       15.5       38.8  10.6 
10           15.3       16.8        21.3  8.6 

6          16.4  9.4 
2          29.4  13.2 
12           5.5  10.0 
1          37.3  10.0 
8          13.8  11.4 

7  9.8  17.6 

10  7.6  12.4 
4             12.1  12.6 

11  7.4  12.6 

8  9.5  16.9 

high 

high 
very  high 
very  high 

high 

:yCorp 
lawmut 

arine  Midland  Banks 

11  15.2       17.2       35.0  9.8 

12  13.4       14.1        45.6  8.4 

13  10.4       11.9        90.7  6.0 

3          28.1  18.6 
7           14.6  20.6 
13            4.2  -7.1 

3            14.4  12.3 
5            10.9  1.4 
9             8.3  43.4 

very  high 
very  high 
average 

edians 

16.1        17.0        35.0  9.8 

14.6  13.8 

9.8  15.4 

[id-Atlantic 

jreStates  Financial 
•vIC  Financial 
Dntinental  Bancorp 
nited  Virginia  Bkshs 
delcor 

1  19.1%     16.5%     48.4%  11.1% 

2  17.8       20.1        48.9  12.1 

3  17.5       17.4         4.2  11.0 

4  17.3       17.0       31.3  9.4 

5  17.3       17.7       31.6  8.1 

11           10.3%  7.4% 
10           11.3  8.6 
2          15.2  5.6 
6          13.9  17.5 
4           14.6  17.2 

1             27.9%  -34.7% 

5  14.4  21.0 
10              7.0  11.2 

6  12.9  10.9 
3            25.7  13.9 

high 
very  high 

high 
very  high 

high 

D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NM:  Not  meaningful.    tFour-year  average.  ^Four-year 
growth.    ttThree-year  average.    ^Three-year  growth.    For  further  explanation,  see  page  61. 
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Stocks  of  regional  banks  in  economically  vibrant  sections    In  the  Northeast,  for  example,  where  activity  was  particularl 
of  the  country  fared  better  than  the  money  center  banks,  as    robust,  10  out  of  the  13  banks  on  our  list  went  in  search  c 
evidenced  by  the  price/earnings  premiums  their  stocks  en-    merger  opportunities. 

joyed.  One  reason  for  the  high  prices  was  merger  fever,  which       Regulators  in  Texas  faced  severe  problems,  as  their  bank 
began  sweeping  the  industry  after  the  U.S.  Supreme  Court  in    bled  heavily  from  sour  energy  and  deteriorating  real  estat 
June  1985  legalized  regional  compacts  on  interstate  banking,    loans.  The  legislators  opened  their  state  to  interstate  ban  kin 

Banks  and  thrifts 

Yardsticks  of  management  performance 

Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

Company 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Sovran  Financial 
Meridian  Bancorp 
Signet  Banking 
Maryland  National 

1  f\  1 1  1 1  1  i  1 J  '  '1  1    D-ll  !NM  lilK  i 

6  17.1%     17.7%     29.4%  9.9% 

7  15.2       15.4       25.5  8.9 

8  15.0       19.0       57.0  9.3 

9  14.9       18.8        44.0  9.1 
10           13.8       15.9       22.1  8.3 

5           14.0%  -3.2% 
1          15.5  12.6 
9          13.0  11.8 
3          14.7  13.9 
8          13.6  8.1 

4            15.0%  9.5% 
9             9.9  3.0 
2            27.7  19.6 

7  11.4  24.3 

8  10.1  11.8 

very  high 
high 

very  high 

high 
average 

Mellon  Bank 
Riggs  National 
First  Pennsylvania 

11  12.7       12.2        82.4  6.2 

12  12.5       13.5        62.9  7.9 

13  def        def       35.4  3.6 

7           13.8  5.4 

12  8.2  -5.9 

13  -6.1  -4.4 

12             3.1  3.7 
11              4.8  10.3 
NM  D-D 

low 
average 
NM 

Medians 

15.2       17.0        35.4  9.1 

13.8  8.1 

11.4  10.9 

North  central 

Banc  One 

Boatmen's  Bancshares 

FirQt  nf  Amprira  RinW 

1  1131  Ul  r\  nil.  i  iLJ  iiuiih 

Marshall  &  Ilsley 
Huntington  Bcshs 

1  18.9%     18.0%      11.7%  11.3% 

2  16.8       14.5        28.4  9.8 

3  15.6       17.2        13.3  9.2 

4  15.2       16.3        44.0  9.2 

5  14.5       15.7        33.7  8.5 

1  32.6%  15.2% 

2  23.0  16.1 

3  18.5  8.8 
8          12.9  18.3 

4  18.5  12.3 

3            13.6%  15.1% 
9             9.7  0.2 
2            19.4  2.5 
6            11.7  14.0 
12              6.9  8.8 

very  high 
very  high 
very  high 
very  high 
average 

Mercantile  Bancorp 
First  Bank  System 
National  City 
First  Wisconsin 
Society 

6  14.4       13.3       30.8  8.3 

7  13.5       15.9       91.9  6.4 

8  13.5       20.1        24.7  10.0 

9  12.4       12.9       24.3  7.4 
10            12.4       15.9        29.8  9.3 

14            4.7  7.2 
9           11.9  21.3 

5  16.7  4.1 
17           2.2  9.4 

6  15.1  4.8 

15              2.7  10.9 
10              9.0  18.6 

5             12.9  23.4 
14              3.0  19.2 

7            10.6  24.6 

average 
high 
high 

average 
very  high 

NBD  Bancorp 
Commerce  Bcshs 
Comerica 
AmeriTrust 
Manufacturers  Natl 

11  11.5        14.2        39.0  8.8 

12  11.4       11.8        18.5  7.9 

13  10.8       10.5        22.5  5.6 

14  10.7       11.2        14.1  11.0 

15  10.4       14.9        18.3  8.9 

13            5.2  5.1 
11           11.4  -2.3 
7          13.7  -8.5 
16           3.1  12.7 
15           3.9           2  0 

8             10.5  19.8 
4            13.0  6.2 
13              6.0  0.7 
11               7.3  4.9 
1            27.2  17.6 

high 
low 
high 
average 
average 

Norwest 

C  pntprrp  Rancnm 

Northern  Trust 
Michigan  National 

16  9.6         8.9       143.7  4.6 

17  91         Q  3        3d.  9            ;  o 

18  8.4       12.3        23.1  6.4 

19  5.2       12.2        13.2  5.9 

10          11.5  -6.6 

18  1.3  -2.4 

19  1.1  3.3 
12           5.5  -0.2 

18            -9.3  -3.0 

16  -6.7  12.6 

17  -7.1  83.2 
NM  45.8 

average 
average 
low 
NM 

Medians 

12.4       14.2        24.7  8.5 

11.5  5.1 

9.0  14.0 

Southeast 

First  Wachovia 
SunTrust  Banks 
Bamett  Banks  Fla 
Citizens  &  Southern 
First  Union 

1  18.5%     17.8%     25.6%  10.5% 

2  18.5tt    17.5        29.6  9.8 

3  18.1       18.0       23.2  8.7 

4  16.7       18.4        35.4  9.4 

5  16.6       19.1        35.9  11.1 

6  14.6%  1.3% 
3          22.6  8.2 

1          29.9  12.5 

7  13.4  16.5 
5          14.7  11.9 

3             20.9%  -2.0% 
6            14.7  11.2 
5            17.1  13.9 
8            12.3  13.7 
2            21.0  12.8 

very  high 
very  high 
very  high 
very  high 
very  high 

NCNB 

Third  National 
Florida  Natl  Banks 
First  Tennessee  Natl 
Southeast  Banking 

6  16.5       17.4       38.1  8.7 

7  16.2       17.4        16.0  10.4 

8  15.9       12.4        11.5  7.6 

9  14.8       16.1        20.2  8.2 
10            13.3       15.3        41.6  7.6 

4          19.9  25.5 
10          11.0  2.2 
2          25.1  5.5 

8  11.5  3.4 

9  11.3  0.9. 

7             13.0  7.8 
4            18.1  12.2 
1            40.2  -^7.6 
9            11.1  5.3 
10              1.1  41.0 

very  high 
very  high 

high 
very  high 

low 

Medians 

16.6       17.5        27.6  9.1 

14.7  6.9 

15.9  11.7 

South  central 

Allied  Bancshares 
Texas  Commerce  Bcshs 
MCorp 
RepublicBank 

1  25.5%      1.3%     17.0%  0.9% 

2  17.7         1.0       23.5  0.7 

3  17.4        def       54.2  def 

4  15.6        6.4       40.3  3.9 

2          28.3%  -15.1% 

4  11.8  -14.4 
1           29.0  -0.7 

5  9.5  -7.9 

1  15.2%  -93.3% 
5            -8.5  -90.4 

3            -0.2  P-D 

2  1.4  -47.7 

very  high 
very  low 
very  low 
very  low 

D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    def:  Deficit.    MA:  Not  available.    NM:  Not  meaningful    tFour  vear  average    tFour  vear 

growth.    ttThree-year  average.   $$Three-year  growth.    For  further  explanation,  see  page  61. 
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s  month  in  hopes  of  attracting  capital  to  help  shore  up  the  questions  about  whether  the  Federal  Savings  &  Loan  Insur- 

ky  local  banks.  Though  the  smoke  hasn't  cleared,  Chemi-  ance  Corp.  (FSLIC),  with  $2  billion  in  reserves,  has  resources 

Bank  agreed  to  buy  Texas  Commerce  Bancshares.  to  indemnify  insured  depositors  should  failures  sweep  the 

"he  savings  and  loan  picture  was  a  contrast  between  pover-  system.  The  U.S.  Treasury  calculated  that  FSLIC  should 

ind  prosperity.  Money  poured  into  some  thrifts,  but  others  boost  its  reserves  by  $25  billion,  but  Congress,  in  a  rare 

re  on  the  ropes.  The  burden  of  the  weaker  thrifts  raised  economy  move,  refused  to  increase  funding.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earnings 

mpany  sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

xas  American  Bcshs 

5 

13.0% 

def 

44.8% 

def 

3 

13.1% 

-6.3% 

4 

-7.4% 

P-D 

low 

st  City  Bancorp 

10.6 

def 

37.5 

def 

9.2 

-16.2 

5 

-26.5 

P-D 

high 

erFirst 

7 

8.5 

def 

61.6 

def 

7 

7.6 

-15.7 

NM 

P-D 

NM 

solans 

15.6 

def 

40.3 

def 

11.8 

-14.4 

-7.4 

P-D 

estern 

:urity  Pacific 

1 

16  4% 

15.7% 

174.2% 

6.3% 

I 

10.3% 

9.8% 

10.0% 

8.6% 

vprv  h i  art 

v  ci  y  1 1 if,n 

lley  National 

2 

14.1 

12.0 

47.7 

6.1 

2 

10.1 

3.0 

5 

4.6 

-13.0 

low 

inier  Bancorp 

3 

13.9 

13.5 

64.0 

8.2 

7 

6.2 

0.7 

2 

9.9 

5.7 

high 

:11s  Fargo 

4 

13.7 

15.3 

208.7 

6.6 

9 

3.9 

7.5 

3 

9.0 

18.2 

high 

st  Interstate  Bncp 

5 

13.7 

12.6 

139.1 

6.4 

4 

7.9 

2.5 

6 

3.3 

9.0 

average 

Bancorp 

(. 

V 

13  4 

13.0 

54.3 

9.0 

5 

7.6 

1.7 

7 

1.3 

15.7 

vprv  Inw 

dted  Banks  of  Colo 

7 

12.9 

9.1 

15.0 

5.8 

3 

9.3 

1.3 

4 

4.9 

-24.9 

low 

st  Security 

8 

10.5 

5.8 

48.8 

3.6 

6 

7.2 

-0.2 

9 

-16.3 

13.3 

average 

lifornia  First  Bank 

9 

8.2 

10.3 

16.9 

5.2 

8 

6.2 

2.5 

8 

-4.8 

15.1 

very  low 

idians 

13.7 

12.6 

54.3 

6.3 

7.6 

2.5 

4.6 

9.0 

irift  institutions 

lumbia  S&L 

1 

50.0% 

30.2% 

60.6% 

17.1% 

1 

119.6% 

25.0% 

4 

20.2**%  28.9% 

average 

aerican  Continental 

2 

33.8 

24.0 

1141.1 

3.2 

17 

22.9 

16.4 

2 

81.3 

-48.9 

high 

:stern  S&L 

3 

30.5 

66.7 

106.1 

8.4 

13 

24.0 

13.1 

NM 

60.3 

NM 

lden  West  rinl 

4 

22.7 

38.6 

20.2 

13.3 

18 

22.0 

4.4 

NM 

33.9 

NM 

tex  33/dd 

5 

19.7 

der 

130.8 

der 

27 

4.6 

—19.1 

5 

3.5 

P-D 

very  low 

tyFed  Financial 

6 

18.8 

21.0 

40.4 

5.4 

4 

37.6 

10.1 

3 

53.2** 

-17.5 

high 

ll  Corp  of  America 

7 

12.7 

118.2 

267.8 

3.8 

2 

87.1 

2.8 

NM 

D-P 

NM 

lited  Financial 

8 

6.8t 

def 

844.6 

def 

9 

27.0 

46.8 

NM 

P-D 

NM 

Ahmanson 

9 

5.8 

24.0 

55.2 

9.4 

24 

17.8 

4.4 

NM 

63.5 

NM 

Western  Financial  75/84 

10 

5.0 

23.3 

59.8 

1 .y 

o 

8 

in  n 

inn 
1U.U 

NM 

71.4 

1NIV1 

braltar  Financial 

1 1 

o.i 

4tD  t  .O 

4.3 

21 

20.6 

9.3 

NM 

25.9 

NM 

perial  Corp  of  Am 

12 

deft 

10.8 

246.3 

1.9 

23 

18.0 

1.3 

NM 

436.0 

NM 

nerifirst  Federal 

NA 

NA 

331.9 

6.2 

26 

8.9* 

14.9 

NA 

NA 

NA 

IFed 

NA 

16.9 

15.4 

6.9 

6 

32.2 

2.5 

1 

156.3** 

21.3 

high 

rteret  Savings 

NA 

14.5 

195.6 

4.8 

3 

38.7 

-2.8 

NA 

1.2 

NA 

nTrust  Savings 

NA 

def 

570.2 

1.2 

11 

24.7 

18.8 

NM 

P-D 

NM 

ast  S&L  Assoc 

NA 

12.4 

169.1 

5.2 

20 

20.9 

20.0 

NA 

NA 

NA 

ossLand  Savings 

NA 

17.4 

240.4 

4.6 

10 

26.2 

-4.5 

NA 

-6.2 

NA 

me  Savings  Bank 

NA 

NA 

95.9 

8.8 

25 

9.4 

NA 

NA 

NA 

NA 

st  Federal  Mich 

NA 

31.8 

148.7 

7.8 

7 

30.9 

9.5 

NA 

78.5 

NA 

irida  Federal  S&L 

NA 

def 

85.1 

def 

19 

21.8 

-5.4 

NM 

D-D 

NM 

enFed 

NA 

13.3 

28.4 

5.6 

14 

23  8 

18.8 

NM 

76.7 

NM 

Am  First  Savings 

NA 

18.4 

84.1 

7.0 

15 

23.1 

35.1 

NA 

103.8 

NA 

ime  Federal  S&L 

NA 

14.8 

27.3 

9.1 

22 

19.7 

0.9 

NM 

71.0 

NM 

iraBank 

NA 

18.3 

125.5 

5.8 

5 

33.3 

14.1 

NA 

51.9 

NA 

;ritor  Financial 

NA 

def 

82.2 

def 

12 

24.2 

5.4 

NA 

P-D 

NA 

l¥  Banking  &  Saving 

NA 

NA 

15.3 

2.1 

16 

22.9* 

NA 

NA 

NA 

NA 

idians 

15.8 

17.9 

106.1 

5.4 

23.8 

9.5 

NM 

27.4 

Justry  medians 

15.0 

15.5 

41.9 

7.8 

13.7 

5.4 

7.6 

12.0 

l-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

DD:  Segment  deficit,  total  deficit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit  def:  Deficit.  NA:  Not  available.  NM:  Not  meaningful.  fFour- 
year  average.    *Four-year  growth    tfThree-year  average.    **Three-year  growth    For  further  explanation,  see  page  61. 
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By  Harold  Seneker 

Even  as  evidence  mounts  that  smoking  is  a  health  haz 
ard — to  bystanders  as  well  as  to  smokers— cigarette  mak 
ers'  profits  have  risen.  Unit  sales  of  cigarettes  fell  1  Vi%  to  2°A 
this  year,  but  price  increases  more  than  compensated  for  thi 
slippage.  Cigarette  makers  raised  prices  9%  this  year  net  o 
excise  taxes,  while  cutting  manufacturing  costs  by  relentles 
automation.  Price  supports  for  leaf  tobacco  keep  droppin; 
($1.430/lb.  this  year,  vs.  $1,650  last  year  and  $1,699  the  yea 
before),  so  the  raw  materials  cost  goes  down.  The  gloriou 
cash  flow  from  all  this  allows  the  majors  (RJR  Nabisco,  Phili| 
Morris,  American  Brands)  to  reach  for  acquisitions — witnes 
American  Brands'  recent  unsuccessful  $2.8  billion  bid  fo 
Chesebrough-Pond's — and  otherwise  diversify.  And  they  al 
seem  to  understand  what  side  businesses  they  should  be  in 
brand-name  consumer  products,  which  depend  heavily  on  thi 
marketing  expertise  that  cigarette  companies  have  developec 
to  a  fine  art. 

The  outlook  for  1987  is  more  of  the  same.  And  1988  shouk 
be  even  better.  Cigarette  companies  tend  to  be  fully  taxed,  sc 
tax  reform's  lower  brackets,  when  they  take  full  effect,  wil 
mean  another  boost  in  cash  flow  and  earnings.  (There  i; 
another  side  to  all  this.  Falling  tobacco  prices  hurt  middlemei 
who  deal  in  tobacco  leaf,  such  as  Dibrell  Brothers  and  Stan 
dard  Commercial  Tobacco.  Dibrell  is  expanding  in  Brazil 
where  cigarette  use  is  rising,  and  Standard  has  bought  itself  ; 
position  buying  and  selling  wool  worldwide.) 

The  beer  industry,  by  contrast,  is  in  the  end  game  of  ; 
decade-long  shakeout  as  Anheuser-Busch  relentlessly  adds  tc 
its  indisputably  dominant  position  (nearly  39%  last  year 
headed  toward  40% -plus  this  year,  estimates  Rothschild 
Unterberg,  Towbin  analyst  David  Goldman).  Meanwhile 
Philip  Morris'  Miller  beer  continues  to  tighten  its  grip  or 
second  place  (20%  in  1986).  Heileman  (8.5%)  and  Coor: 
(8.5%)  did  well  to  hold  their  own. 

Similarly,  the  soft  drink  market  by  now  is  pretty  mud 
dominated  by  the  two  majors,  Coke  and  Pepsi.  (A  Dalla: 


Beverages  and  tobaeeo 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Alcoholic  beverages 

G  Heileman  Brewing  83/86 
Brown-Forman  68/83 
Anheuser-Busch  Cos  77/« 
Seagram  •/• 
Adolph  Coors  84/» 

1  25.0%     15.9%     43.9%  4.0% 

2  21.9       17.7       46.0  8.3 

3  20.3       19.7       33.8  6.5 

4  11.4       11.5        26.0  17.9 

5  7.0        6.7         0.0  4.8 

3  11.5%  -0.2% 

1  17.4  10.7 

2  17.4  8.2 
5           2.8  11.0 

4  7.8           5.4  . 

4  4.9%  10.4% 

2  9.2  9.3 
1            16.8  12.9 

3  5.0  40.1 

5  -1.8  34.4 

low 
average 
very  high 

low 
very  low 

Medians 

20.3       15.9        33.8  6.5 

11.5  8.2 

5.0  12.9 

Soft  drinks 

General  Cinema  61/71 
Coca-Cola  69/76 
PepsiCo  38/30 

1  35.3%    22.7%     68.4%  8.9% 

2  22.6       26.9       34.6  8.8 

3  18.6       23.6      123.0  4.8 

3            4.6%  4.8% 

1  6.5  19.0 

2  5.3  12.8 

1  33.8%  -25.9% 

2  9.1  23.1 

3  8.1  -14.1 

high 
very  high 
low 

Medians 

22.6       23.6       68.4  8.8 

5.3  12.8 

9.1  -14.1 

•  90%  or  more.    NA:  Not  available    For  further  explanation,  see  page  61. 
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BEVERAGES 
AND 

TOBACCO 

People  are  smoking 
less,  but  you  wouldn't 
know  it  from  the 
healthy  bottom  lines  of 
the  cigarette  makers. 


m  zoomed  in  on 
chart— and 
ilarged  it  to  8x  10. 


Genesis,  with  four 
on  line  paper  sizes, 
let  Charlie  make 
copies  without 
changing  trays. 


Frank  's  copies  are 
perfect,  because 
Genesis 
automatically 
compensated  for 
a  too-dark 


Book  and  Edge 
Erase  gave  Mary' 
perfect  copies 
from  mag- 
azines. 


HE  NEW  PANASONIC  GENESIS  COPIERS 
LET  PEOPLE  DO  WHATTHEY  DO  BEST. 

WORK. 


today's  business  world  has  grown 
re  complicated.  And  so  have  today's 
ying  jobs. 

rhat's  why  Panasonic  offers  the  Genesis 
ies  of  copiers.  They're  sophisticated 
ugh  for  the  most  demanding  jobs, 
simple  enough  for  everyone  to  use. 
)ur  "special  effects"  panel  performs 
most  difficult  copying  tasks  with 
2.  And  a  "memory"  button  lets  you 
e  commands  and  recall  them  when 


needed.  (A  real  time  saver!) 

And  the  Panasonic  name  means 
you'll  get  the  high  quality  and  reliabil- 
ity you've  come  to  expect  from  all 
our  products. 

So  fill  out  the  coupon,  or  call  1-800- 
447-4700  (in  Alaska,  call  1-800-447- 
0890).  And  find  out  how  Genesis 
copiers  can  ease  the  workload  in 
your  office. 

After  all:  THE  EASIER,  THE  BETTER. 


Send  me  information  on  how  the  Genesis  FP-3030 
and  FP-3040  can  make  my  office  run  more 
productively. 

Name  

Company  

Address  

City  


State. 


-Zip_ 


Send  to:  Panasonic  Industrial  Company 
1909  East  Cornell,  Peoria,  IL  61614 


onic  Industrial  Company,  Division  ol  Matsushita  Electric  Corp  of  America,  Plain  Paper  Copier  Division 


Panasonic 


Office  Automation/^^vA 


Most  improved 


Loews  Chairman  Laurence  Tisch 


Loews,  on  top  of  getting  the  plush  earnings  gains  of  other 
cigarette  companies,  also  had  a  kicker  last  year:  a  dramatic 
turnaround  in  its  insurance  business.  Lorillard,  the  fourth- 
largest  cigarette  manufacturer,  with  its  Newport,  Kent  and 
True  brands,  contributed  some  40%  of  Loews'  profits.  But 
Loews  also  owns  80%  of  giant  insurer  CNA  and  consoli- 
dates the  results.  Consequently,  by  year's  end  Loews  is 
likely  to  show  an  estimated  30%  earnings  increase  over 

1985  levels.  For  1987  gains  of  another  20%  to  25%  over 

1986  earnings  are  not  unlikely,  particularly  if  CBS — one- 
quarter  owned  by  Loews — returns  to  its  traditional  level  of 
profitability. 

Considering  all  that,  the  fact  that  Loews  shares  have 
continued  to  trade  at  a  lower  multiple — recently,  10  times 
current  earnings — than  its  competitors  in  many  of  its 
major  markets  suggests  that  Wall  Street  has  not  yet  fully 
realized  the  investment  value  inherent  in  the  company. 
With  a  record  of  steady  30%  annual  earnings  gains  in  the 
last  three  years,  Loews  looks  to  be  that  rare  breed  among 
U.S.  companies,  a  firm  that  can  acquire  diverse  businesses 
and  make  them  better — without  accounting  mirrors. 


partnership,  Hicks  &  Haas,  is  rounding  up  the  few  brands  not 
owned  by  the  big  two — Seven-Up,  Dr  Pepper,  Squirt,  A&W. 
But,  argues  Goldman,  "They  have  to  get  Royal  Crown  Cola  to 
compete,"  and  that's  still  held  by  the  notorious  financier 
Victor  Posner.) 

PepsiCo,  while  not  conceding  defeat  in  the  cola  wars,  is 
redirecting  ever  more  effort  into  snack  foods  and  restau- 
rants— last  year  agreeing  to  acquire  Kentucky  Fried  Chicken 
from  RJR  Nabisco  for  $840  million,  and  adding  nut-based 
snacks  to  its  Frito-Lay  line.  A  recent  management  shakeup 
seemed  aimed  at  improving  Frito-Lay's  profits,  which  already 


contribute  40%  of  operating  income.  Beverages  are  now  up 
about  36%. 

Coke  still  gets  three-quarters  of  its  profits  from  soft  drinl 
and  is  working  hard  to  solidify  its  leadership  position.  Ait 
buying  up  two  of  its  most  important  regional  bottlers  for  $2 
billion,  the  firm  turned  around  and  spun  off  49%  of  them 
Coca-Cola  Enterprises.  This  move  gets  the  debt  off  the  parei 
company's  balance  sheet  while  still  guaranteeing  control  ovi 
the  bottling  operations.  Directly  or  through  Enterprise 
Coca-Cola  now  controls  38%  of  its  bottling  and  is  believed 
be  aiming  for  at  least  50% .  ■ 


Beverages  and  tobacco 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earning! 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Tobacco 

US  Tobacco 

86/« 

1 

30.0% 

31.2% 

15.4% 

20.3% 

2 

13.8% 

6.8% 

3 

19.6% 

14.5% 

very  higb 

Philip  Morris  Cos 

66/« 

2 

25.1 

29.3 

112.9 

6.8 

4 

9.4 

97.8 

4 

15.6 

29.9 

very  higl 

Culbro 

47/na 

3 

24.0 

18.2 

19.1 

3.0 

1 

24.8 

-3.8 

7 

7.2 

161.3 

very  low 

Loews 

17/48 

4 

22.9 

22.9 

44.4 

7.2 

5 

7.6 

30.4 

2 

23.3 

1.8 

high 

RJR  Nabisco 

40/66 

5 

22.8 

19.8 

84.8 

6.6 

3 

12.0 

42.6 

5 

10.1 

-11.2 

hlgh 

Dibrell  Brothers 

•/• 

6 

21.4 

16.0 

11.2 

3.2 

7 

2.2 

-10.8 

1 

37.2 

-0.7 

very  higl 

American  Brands 

33/57 

7 

19.8 

14.6 

26.3 

6.5 

6 

2.5 

24.5. 

8 

1.3 

-11.4 

low 

Universal  Leaf 

72/70 

8 

19.1 

16.6 

30.5 

3.5 

9 

0.5 

13.3 

6 

9.9 

1.9 

very  higl 

Std  Commercial  Tob 

73/78 

9 

15.9 

12.2 

17.2 

2.0 

8 

1.9 

19.7 

9 

-3.2 

35.9 

low 

Medians 

22.8 

18.2 

26.3 

6.5 

7.6 

19.7 

10.1 

1.9 

Industry  medians 

21.9 

18.2 

33.8 

6.5 

7.6 

11.0 

9.2 

10.4 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

» 90%  or  more    NA:  Not  available.    For  further  explanation,  see  page  61. 
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Business 
Traveler 
Bonus  Book 


MC 

38/41 

12.0       16.1          NE  4.6 

14 

-1.0 

-5.3 

7 

-2.2 

236.1 

very  low 

lercules 

44/28 

7 

11.6       13.8       29.8  8.0 

11 

0.3 

1.7 

4 

1.4 

33.2 

very  low 

I  du  Pont 

37/21 

8 

11.3       12.7       24.9  5.7 

2 

14.7 

-18.1 

5 

0.2 

72.3 

very  low 

jnencan  Cyanamid 

51/32 

9 

10.9        9.9       34.2  4.3 

8 

0.9 

3.7 

6 

-1.8 

-0.3 

very  low 

Hanese 

49/40 

10 

10.8       22.2       42.7  7.0 

16 

-2.2 

-5.4 

NM 

43.4 

NM 

•  90%  or  more  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour-year  average.    ^Four-year  growth.    For  further  explanation,  see  page  61. 


)RBES,  JANUARY  12,  1987 


93 


William  N.  Hulett. 
President, 
Stouffer  Hotels 


At  Stouffer  Hotels,  we  know  that  business  travel 
means  long,  hard  hours  on  the  road,  waiting  in 
airports,  riding  in  cabs,  sitting  in  meetings. 

So  on  your  next  trip,  treat  yourself  to  a 
Stouffer  Hotel  and  the  executive  privileges  and 
free  upgrades  contained  on  the  following  pages. 

At  Stouffer  Hotels,  we  specialize  in  pro- 
viding services,  amenities,  and  programs 
designed  exclusively  for  business  travelers. 
Programs  like  the  Share  in  America  U.S.  Savings 
Bond  Plan,  our  Club  Floors  and  Club  Express, 
the  Fine  Dining  Club,  and  our  meeting  planning 
service,  Meeting  Express. 

We're  proud  of  our  excellence  in  service 
and  top-quality  properties.  We  hope  you  visit 
them  all.  Over  90%  of  our  hotels  have  achieved 
the  prestigious  American  Automobile  Association 
Four  Diamond  Award,  making  Stouffer  Hotels 
one  of  the  highest-rated  chains  in  America 

Our  newest  hotels  include  the  spectacular 
Stouffer  Concourse  Hotel-Denver  Stapleton 
International  Airport  and  the  elegant  Stouffer 
Concourse  Hotel -Los  Angeles  International 
Airport. 

Each  of  our  25  hotels  is  a  real  source  of 
pride  to  all  of  us.  But  what  we're  most  proud 
of  is  our  record  of  satisfying  the  world's  toughest 
hotel  customers:  business  travelers  like  you. 

Please  accept  our  personal  invitation  to 
visit  soon. 


Industry  medians 

21.9 

18.2 

33.8 

6.5 

7.6 

11.0 

9.2 

10.4 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.    NA:  Not  available.    For  further  explanation,  see  page  61. 
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Earn  a  Share  in  America 
with  Stouffer  Hotels. 


Introducing  Share  in  America!  The 
Stouffer  Hotel  fringe  benefit  plan 
for  business  travelers.  Designed  to 
earn  you  U.S.  Savings  Bonds  worth 
from  S50  to  $500,  even  SIOOO  or- 
more. 

Here's  how  Share  in 
America  works*: 

Stay  this  You  receive 

number  of     And     U.S.  Savings 


room  nights 


Bonds  worth 


So  next  trip,  bring  home  more 
than  expense  reports.  Stay  at  a 
Stouffer  Hotel  or  participating 
Stouffer  Resort.  And  bring  home  a 
Share  in  America 


Offer  applies  only  to  rack  or  national  corpo 
is  not  applicable  to  groups,  and  may  be  withd 
time  without  prior  notice.  Offer  may  not  be  i 
conjunction  with  any  other  discount  or  pron 
however.  Dub  Express  benefits  apply.  Gues 
request  the  Share  in  America  Plan  when  ch 
The  Share  in  America  Plan  may  not  be  availab 
locations  on  certain  dates  and  excludes  Stoi 
Beach  Resort.  United  States  Savings  Bond  r 
apply.  Face  value  based  on  holding  to  maturity 
offer  valid  January  1, 1987.  through  Decembi 
Certificates  must  be  redeemed  by  January 


Stouffer  Concourse  Hotel- Los  Angeles  International  Airport. 


tocules 
ll  du  Pont 

Vmerican  Cyanamid 
Zelanese 


38/41 
44/28 
37/21 
51/32 
49/40 


6 
7 
8 
9 
10 


12.0 
11.6 
11.3 
10.9 
10.8 


16.1 
13.8 
12.7 

9.9 
22.2 


NE 

29.8 
24.9 
34.2 
42.7 


4.6 
8.0 
5.7 
4.3 
7.0 


-1.0 
0.3 

14.7 
0.9 

-2.2 


-5.3 
1.7 
-18.1 

3.7 
-5.4 


-2.2 
1.4 
0.2 
-1.8 
NM 


236.1 
33.2 
72.3 
-0.3 
43.4 


very  low 
very  low 
very  low 
very  low 
NM 


•  90%  or  more.  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    fFour-year  average.    ^Four-year  growth.    For  further  explanation,  see  page  61. 
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Enclose  in  an  envelope  and  mail  to: 

Stouffer  Hotels  Executive  Offices 

Club  Express 

29800  Bainbridge  Road 

Address 

City  State.  Zip 

(           )                                 (  ) 

Solon,  OH  44139 
If  you  are  not  currently  an  American  Express® 
Cardmember,  check  the  appropriate  box,  and 
we'll  mail  you  an  application 

Home  Phone                            Business  Phone 

Company  Name 

Title 

Do  you  prefer  to  receive  your  mail  at: 

□  Home  □  Business    □  Please  mail  me  an 

Company  Address 

City  State/Zip 

American  Express*  Card  application. 

f      1     !     1      1      1  1  1  1  1  1  1      1  1  1  1  T — 

1   1  1  1   1  1   1  1  1  1   1  1   1   1  1   I  1 

i  m  m 

American  Express  Card  Number 

Exp  Date 

Last  Name'First/M  1 

Signature 

fine  dining  club  membership  appucaoon. 

Enclose  in  an  envelope  and  mail  to: 

Stouffer  Hotels  Executive  Offices  Address 
Fine  Dining  Club 
29800  Bainbridge  Road 
Solon,  OH  44139 
If  you  are  not  currently  an  American  Express® 
Cardmember,  check  the  appropriate  box,  and 
we'll  mail  you  an  application. 
Do  you  prefer  to  receive  your  mail  at: 
□  Home  □  Business    □  Please  mail  me  an 
American  Express®  Card  application. 


City/ State  -Zip 
(  ) 


Business  Phone 


Company  Name 


Company  Address 


City  State/Zip 


American  Express  C^ard  Number 


Exp  Date 


Last  Name  First  M  1 


Signature 


VIC 

38/41 

6 

12.0 

16.1 

NE 

4.6 

14 

-1.0 

-5.3 

7 

-2.2 

236.1 

very  low 

ercules 

44/28 

7 

11.6 

13.8 

29.8 

8.0 

11 

0.3 

1.7 

4 

1.4 

33.2 

very  low 

du  Pont 

37/21 

8 

11.3 

12.7 

24.9 

5.7 

2 

14.7 

-18.1 

5 

0.2 

72.3 

very  low 

mencan  Cyanamid 

51/32 

9 

10.9 

9.9 

34.2 

4.3 

8 

0.9 

3.7 

6 

-1.8 

-0.3 

very  low 

elanese 

49/40 

10 

10.8 

22.2 

42.7 

7.0 

16 

-2.2 

-5.4 

NM 

43.4 

NM 

•  90%  or  more  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    fFour-year  average.    JFour-year  growth    For  further  explanation,  see  page  61. 
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Mail  this  application  to  Stouffer  Hotels  Executive 
Office  or  drop  at  registration  desk  of  any  Stouffer  Hotel. 


Atlanta,  GA 

"Hie  Waverly,  A  Stouffer  Hotel 
Stouffer  Pinelsle  Resort 

Battle  Creek,  MI 

Stouffer  Battle  Creek  Hotel 

Boston.  MA 

Stouffer  Bedford  Glen  Hotel 
Cedar  Rapids,  IA 

Stouffer  Five  Seasons  Hotel 

Chicago,  U. 

Ihe  Hamilton,  A  Stouffer  Hotel 
Stouffer  Oak  Bnx>k  Hotel 

Cleveland,  OH 
"Stouffer  Inn  on  the  Square 


Columbus,  OH 

Stouffer  Dublin  Hotel 

Dayton.  OH 

"  touffcr  l>a>ton  Plaza  Hotel 
Denver,  CO 

•Stouffer  Concourse  Hotel 
Houston,  TX 

'stouffer  Greenway  Plaza  Hotel 

Ijos  Angeles,  CA 
•Stouffer  Concourse  Hotel 

Mobile,  AI 

"Riverview  Plaza,  A  Stouffer  Hotel 


New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 

'Stouffer  Valley-  Forge  Hotel 

Rochester,  NY 

•Rochester  Plaza,  A  Stouffer  Hotel 

Scottsdale,  AZ 

Stouffer  Cottonwoods  Resort 

Seattle,  WA 

'Stouffer  Madison  Hotel 

St  Louis,  MO 
'Stouffer  Concourse  Hotel 

Wailea  (Maui),  HI 

Stouffer  Wailea  Beach  Resort 


Washington,  DC 

The  Mayflower;  A  Stouffer  Hotel 
"Stouffer  Concourse  Hotel 

Winston-Salem,  NC 
•Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

'Stouffer  Nashville  Hotel  (Open  Mid- 1987) 
For  reservations,  call  your  travel  agent 
or  1-800- HOTELS  1. 


'Club  Floors  Available. 

'Club  Floors  Open  After  May,  1987 


Mail  this  application  to  Stouffer  Hotels  Executive 
Office  or  drop  at  registration  desk  of  any  Stouffer  Hotel. 


Atlanta,  GA 

"The  Waverly,  A  Stouffer  Hotel 
Stouffer  Pinelsle  Resort 
Battle  Creek,  MI 
Stouffer  Battle  Creek  Hotel 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 

Cedar  Rapids,  IA 

Stouffer  Five  Seasons  Hotel 

Chicago,  II 

The  Hamiltoa  A  Stouffer  Hotel 
Stouffer  Oak  Brook  Hotel 
Cleveland,  OH 
"Stouffer  Inn  on  the  Square 


This  coupon  is  good  for  use  in 
conjunction  with  the  Stouffer 
Hotels  Meeting  Express  Program. 
Includes  a  complimentary  coffee 
break  and  appropriate  refresh- 
ments for  each  full  meeting  day 
when  using  a  minimum  of  10 
sleeping  rooms.  Also  valid  for  a 
complimentary  upgrade  to  a  suite 
for  one  attendee.  Arrangement 
for  the  meeting  must  be  made  by- 
calling  1-800-LISA-MEETMust 
be  a  group  of  10  or  more  using  a 
minimum  of  10  sleeping  rooms  for 
each  day's  stay.  Offer  applies  to 
all  Stouffer  Hotels  and  Resorts  ex- 
cept Stouffer  Wailea  Beach  Resort 
in  Maui,  Hawaii  Coupon  must  be 
used  by  December  30.  198"" 

For  more  information,  inchid- 
ing  the  location  of  the  participating 
Stouffer  Hotel  nearest  you,  call 
1-800  CSA-MEfeT. 


Columbus,  OH 

Stouffer  Dublin  Hotel 

Dayton,  OH 

'Stouffer  Dayton  Plaza  Hotel 
Denver;  CO 

"Stouffer  Concourse  Hotel 
Houston,  TX 

"Stouffer  Greenway  Plaza  Hotel 

Los  Angeles,  CA 
"Stouffer  Concourse  Hotel 

Mobile,  A I 

'Riverview  Plaza,  A  Stouffer  Hotel 


New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 

'Stouffer  Valley  Forge  Hotel 

Rochester,  NY 

'Rochester  Plaza,  A  Stouffer  Hotel 

Scottsdale,  AZ 

Stouffer  Cottonwoods  Resort 

Seattle,  WA 

'Stouffer  Madison  Hotel 

St  Louis,  MO 
"Stouffer  Concourse  Hotel 

Wailea  (Maui),  HI 

Stouffer  Wailea  Beach  Resort 


Washington,  DC 

The  Mayflower;  A  Stouffer  Hotel 
"Stouffer  Concourse  Hotel 

Winston-Salem,  NC 
"Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

•Stouffer  Nashville  Hotel  (Open  Mid-1987) 
For  reservations,  call  your  travel  agent 
orl-800-HOTELSl. 

Stouffer" 
hotels. 


"Club  Floors  Available. 

'Club  Floors  Open  After  May,  1987 


Atlanta,  GA 

The  Waverly,  A  Stouffer  Hotel 
Stouffer  Pinelsle  Resort 
Battle  Creek,  MI 
Stouffer  Battle  Creek  Hotel 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 

Cedar  Rapids,  IA 

Stouffer  five  Seasons  Hotel 

Chicago,  DL 

The  Hamiltoa  A  Stouffer  Hotel 
Stouffer  Oak  Brook  Hotel 
Cleveland,  OH 
Stouffer  Inn  on  the  Square 

Columbus,  OH 

Stouffer  Dublin  Hotel 
Dayton,  OH 

Stouffer  Day!     Plaza  Hotel 


Denver,  CO 

Stouffer  Concourse  Hotel 
Houston,  TX 

Stouffer  Greenway  Plaza  Hotel 
Los  Angeles,  CA 
Stouffer  Concourse  Hotel 
Mobile,  AL 

Riverview  Plaza,  A  Stouffer  Hotel 

New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 

Stouffer  Valley  Forge  Hotel 

Rochester,  NY 

Rochester  Plaza,  A  Stouffer  Hotel 

Scottsdale,  AZ 

Stouffer  Cottonwoods  Resort 

Seattle,  WA 

Stouffer  Madison  Hotel 


St  Louis,  MO 

Stouffer  Concourse  Hotel 

Wailea  (Maui),  HI 

Stouffer  Wailea  Beach  Resort 

Washington,  DC 

The  Mayflowet;  A  Stouffer  Hotel 

Stouffer  Concourse  Hotel 

Winston-Salem,  NC 

Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

Stouffer  Nashville  Hotel  (Open  Mid-1987) 


No  cash  value. 


Mm  as  hb 


vm  em 


Industry  medians 

21.9       18.2        33.8  6.5 

7.6  11.0 

9.2  10.4 

All-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more    NA  Not  available.    For  further  explanation,  see  page  61. 
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This  coupon  is  good  for  an  upgrade 
to  a  Club  Floor  room,  regular  suite, 
or  best  available  room  at  the  hotel. 
Valid  on  the  hotel's  published 
retail  rack  rates  or  national 
corporate  rates  only.  Does  not  apply 
to  special  rates  or  other  dis- 
count programs.  Does  not  apply  to 
groups.  Valid  for  one  stay  only  on 
a  space  available  basis.  Coupon  is 
valid  at  all  Stouffer  Hotels  except 
Resorts  Coupon  must  be  used  bv 
December  30,  1987. 

For  more  informatioa  includ- 
ing the  location  of  the  participating 
Stouffer  Hotel  nearest  you,  call 
1-800- HOTELS  1. 


Atlanta,  GA 

The  Waverly,  A  Stouffer  Hotel 
Battle  Creek,  MI 
Stouffer  Battle  Creek  Hotel 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 
Cedar  Rapids,  I A 
Stouffer  Five  Seasons  Hotel 
Chicago,  II. 

The  Hamilton,  A  Stouffer  Hotel 
Stouffer  Oak  Brook  Hotel 
Cleveland,  OH 
"Stouffer  Inn  on  the  Square 
Columbus,  OH 
Stouffer  Dublin  Hotel 
Dayton,  OH 

'Stouffer  Dayton  Plaza  Hotel 


Denver,  CO 

'Stouffer  Concourse  Hotel 
Houston,  TX 

'Stouffer  Greenway  Plaza  Hotel 

Los  Angeles,  CA 
'Stouffer  Concourse  Hotel 

Mobile,  AL 

'Riverview  Plaza,  A  Stouffer  Hotel 

New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 
'Stouffer  Valley  Forge  Hotel 

Rochester,  NY 

'Rochester  Plaza,  A  Stouffer  Hotel 
Seattle,  WA 

'Stouffer  Madison  Hotel 
St.  Louis,  MO 
'Stouffer  Concourse  Hotel 


Washington,  DC 

The  Mayflower,  A  Stouffer  Hotel 
'Stouffer  Concourse  Hotel 

Winston-Salem,  NC 
"Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

•Stouffer  Nashville  Hotel  (Open  Mid- 1987) 
For  reservations,  call  your  travel  agent 
orl-800-HOTELSl. 


"Club  Floors  Available. 
"Club  Floors  Open  After  May,  1987. 

No  cash  value. 


This  coupon  is  good  for  an  upgrade 
to  a  Club  Floor  room,  regular  suite, 
or  best  available  room  at  the  hotel. 
Valid  on  the  hotel's  published 
retail  rack  rates  or  national 
corporate  rates  only.  Does  not  apply 
to  special  rates  or  other  dis- 
count programs.  Does  not  apply  to 
groups.  Valid  for  one  stay  only  on 
a  space  available  basis.  Coupon  is 
valid  at  all  Stouffer  Hotels  except 
Resorts.  Coupon  must  be  used  by 
December  30,  1987. 

For  more  information,  includ- 
ing the  location  of  the  participating 
Stouffer  Hotel  nearest  you,  call 
1-800-HOTELS1. 


Atlanta,  GA 

"The  Waverly,  A  Stouffer  Hotel 
Battle  Creek,  MI 
Stouffer  Batde  Creek  Hotel 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 
Cedar  Rapids,  IA 
Stouffer  Five  Seasons  Hotel 
Chicago,  II 

The  Hamilton,  A  Stouffer  Hotel 
Stouffer  Oak  Brook  Hotel 
Cleveland,  OH 
'Stouffer  Inn  on  the  Square 

Columbus,  OH 

Stouffer  Dublin  Hotel 
Dayton,  OH 

'Stouffer  Dayton  Plaza  Hotel 


Denver,  (X) 

'Stouffer  Concourse  Hotel 
Houston,  TX 

'Stouffer  Greenway  Plaza  Hotel 

Los  Angeles,  CA 
'Stouffer  Concourse  Hotel 

Mobile,  AL 

'Riverview  Plaza,  A  Stouffer  Hotel 

New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 
'Stouffer  Valley  Forge  Hotel 

Rochester,  NY 

'Rochester  Plaza,  A  Stouffer  Hotel 
Seattle,  WA 
'Stouffer  Madison  Hotel 

St  Louis,  MO 
'Stouffer  Concourse  Hotel 


Washington,  DC 

The  Mayflower,  A  Stouffer  Hotel 
'Stouffer  Concourse  Hotel 

Winston-Salem,  NC 
•Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

'Stouffer  Nashville  Hotel  (Open  Mid-1987) 
For  reservations,  call  your  travel  agent 
or  1-800- HOTELS  L 


'Club  Floors  Available 
"Club  Floors  Open  After  May,  1987. 

No  cash  value. 


This  coupon  is  good  for  an  upgrade 
to  a  Club  Floor  room,  regular  suite, 
or  best  available  room  at  the  hotel. 
Valid  on  the  hotel's  published 
retail  rack  rates  or  national 
corporate  rates  only.  Does  not  apply 
to  special  rates  or  other  dis- 
count programs.  Does  not  apply  to 
groups.  Valid  for  one  stay  only  on 
a  space  available  basis.  Coupon  is 
valid  at  all  Stouffer  Hotels  except 
Resorts.  Coupon  must  be  used  by 
December  30,  1987. 

For  more  informatioa  includ- 
ing the  location  of  the  participating 
Stouffer  Hotel  nearest  you,  call 
1  800  HOTELS  L 


Atlanta,  GA 

'The  Waverly,  A  Stouffer  Hotel 
Battle  Creek,  MI 
Stouffer  Battle  Creek  Hotel 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 
Cedar  Rapids,  IA 
Stouffer  Five  Seasons  Hotel 
Chicago,  IL 

The  Hamilton,  A  Stouffer  Hotel 
Stouffer  Oak  Brook  Hotel 
Cleveland,  OH 
'Stouffer  Inn  on  the  Square 
Columbus,  OH 
Stouffer  Dublin  Hotel 
Dayton,  OH 

'Stouffer  Dayton  Plaza  Hotel 


Denver,  CO 

'Stouffer  Concourse  Hotel 
Houston,  TX 

'Stouffer  Greenway  Plaza  Hotel 

Los  Angeles,  CA 
"Stouffer  Concourse  Hotel 

Mobile,  AL 

'Riverview  Plaza,  A  Stouffer  Hotel 

New  York,  NY 

Stouffer  Westchester  Hotel 

Philadelphia,  PA 
'Stouffer  Valley  Forge  Hotel 

Rochester,  NY 

•Rochester  Plaza,  A  Stouffer  Hotel 

Seattle,  WA 
'Stouffer  Madison  Hotel 

St.  Louis,  MO 
"Stouffer  Concourse  Hotel 


Washington,  DC 

The  Mayflower,  A  Stouffer  Hotel 
"Stouffer  Concourse  Hotel 

Winston-Salem,  NC 
•Winston  Plaza,  A  Stouffer  Hotel 

Nashville,  TN 

"Stouffer  Nashville  Hotel  (Open  Mid-1987) 
For  reservations,  call  your  travel  agent 
orl-800-HOTELSl. 

'STOUFFElT 
HOTELS 


'Club  Floors  Available. 
"Club  Floors  Open  After  May  1987 

No  cash  value. 


AC 

ercules 
du  Pont 

merican  Cyanamid 
elanese 


38/41 
44/28 
37/21 
51/32 
49/40 


6  12.0  16.1  NE  4.6 

7  11.6  13.8  29.8  8.0 

8  11.3  12.7  24.9  5.7 

9  10.9  9.9  34.2  4.3 
10  10.8  22.2  42.7  7.0 


-1.0 
0.3 

14.7 
0.9 

-2.2 


-5.3 
1.7 

-18.1 
3.7 

-5.4 


-2.2 
1.4 
0.2 
-1.8 
NM 


236.1 
33.2 
72.3 
-0.3 
43.4 


very  low 
very  low 
very  low 
very  low 
NM 


•  90%  or  more  DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour-year  average.    ^Four-year  growth.    For  further  explanation,  see  page  61. 
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•     mm  urn 


Industry  medians 

21.9 

18.2 

33.8  6.5 

7.6 

11.0 

9.2 

10.4 

All-industry  medians 

12.6 

13  0 

46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more.   NA:  Not  available. 

For  further  explanation,  see 

page  61. 
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Meet  an  important  business  contact: 
The  Stouffer  Hotels  dub  Floor  Concierge. 


Step  off  the  elevator  onto  a  Stouffer 
Hotels  Club  Floor.  And  step  into 
the  executive  life. 

Let  our  Club  Floor  Concierge 
make  your  theater,  reservations  for 
the  evening,  your  plane  reservations 
for  the  morning,  and  handle  every 
detail  of  your  trip. 

Stroll  down  to  the  private  Club 
Floor  Lounge  for  cocktails  and 
complimentary  hors  d'oeuvres.  Or 
just  have  a  brandy  sent  to  your 
room  and  snuggle  into  the  thick, 
terrycloth  bathrobe  you'll  find 
waiting  there. 

Next  morning,  we'll  wake  you 
with  a  pot  of  hot  coffee  and  the 
morning  paper  delivered  right  to 
your  door.  You'll  take  continental 
breakfast  in  the  Lounge,  compli- 
'  ments  of  us.  Express  Check-out,  and 
you'll  be  on  your  way  Wondering, 
no  doubt,  why  every  hotel  can't 
take  care  of  you  the  way  we  do  on 
the  Club  Floor. 

So  next  time  you're  traveling 
on  business,  travel  in  style.  Treat 
yourself  to  a  Stouffer  Hotels  Club 
Floor 

For  reservations,  call  your 
travel  agent  or  1-800-HOTELS 1. 


J"1     !''  •  y  * 


AC 

:rcules 
du  Pont 

rierican  Cyanamid 
:lanese 


38/41 
44/28 
37/21 
51/32 
49/40 


6 
7 
8 
9 

10 


12.0 
11.6 
11.3 
10.9 
10.8 


16.1 
13.8 
12.7 
9.9 
22.2 


NE 

29.8 
24.9 
34.2 
42.7 


4.6 
8.0 
5.7 
4.3 

7.0 


-1.0 
0.3 

14.7 
0.9 

-2.2 


-5.3 
1.7 
-18.1 

3.7 
-5.4 


-2.2 
1.4 
0.2 
-1.8 
NM 


236.1 
33.2 
72.3 
-0.3 
43.4 


very  low 
very  low 
very  low 
very  low 
NM 


•  90%  or  more  DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    fFour-year  average    JFour  year  growth.    For  further  explanation,  see  page  61. 
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Join  the  Souffer  Hotels  Fine  Dining  Guh 
And  the  pleasures  of  dining  won't  end  with  dessert. 


Dining  this  well  has  never  been 
this  rewarding. 

Simply  join  our  Fine  Dining 
Club.  And  each  entree  you  order 
and  pay  for  with  your  American 
Express®  Card  will  earn  you  Gold 
Medallions,  good  toward  a  free, 
luxury  weekend  for  two  at  any 
Stouffer  Hotel. 

You'll  not  only  be  earning 
yourself  a  free  weekend  of  break- 
fasts in  bed  and  champagne  on 
ice.  You'll  also  be  dining  in 
gourmet  restaurants,  each  noted 
for  its  imaginative  cuisine, 
impeccable  service,  and  beautiful 
decor. 

So  join  the  Stouffer  Hotels 
Fine  Dining  Club  today.  Fill  in 
the  adjoining  application  now. 
And  let  Stouffer  Hotels  help  you 
top  off  a  great  meal  with  a  free 
weekend. 


1  >.a-x 


1'   WjM{  f,  ■  , 


Industry  medi 


All-industry  medians 


21.9 


33.8 


6.5 


7.6 


11.0 


9.2 


10.4 


12.6 


13.0 


46.0 


3.9 


7.1 


3.9 


-0.9 


2.8 


•  90%  or  more.   NA:  Not  available.   For  further  explanation,  see  page  61. 
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Stouffer  Hotels  introduces  Meeting  Egress. 
For  planning  meetings  in  a  hurry 


With  your  busy  schedule, 
who  has  time  to  arrange  a 
business  meeting?  Relax.  Help 
is  just  a  phone  call  away 

Call  1-800-USA-MEET, 
and  your  Stouffer  Hotels 
Meeting  Express  Coordinator 
will  take  care  of  all  the  de- 
tails for  you.  No  matter  what 
kind  of  meeting  you're  plan- 
ning. No  matter  what  size.  No 
matter  the  deadline. 

Within  24  hours  after 
your  call,  you'll  have  written 
confirmation  of  all  your 
meeting  arrangements. 

Stouffer  Hotels  are 
located  in  major  business 
centers  across  the  country 
and  offer  complete  hotel, 
banquet,  and  meeting  facilities. 
To  schedule  a  meeting  or 
for  more  information,  call 
1-800-USA-MEET  now 


AC 

srcules 
du  Pont 

merican  Cyanamid 
:lanese 


38/41 

6 

12.0 

16.1 

NE 

4.6 

14 

-1.0 

-5.3 

7 

-2.2 

236.1 

very  low 

44/28 

7 

11.6 

13.8 

29.8 

8.0 

11 

0.3 

1.7 

4 

1.4 

33.2 

very  low 

37/21 

8 

11.3 

12.7 

24.9 

5.7 

2 

14.7 

-18.1 

5 

0.2 

72.3 

very  low 

51/32 

9 

10.9 

9.9 

34.2 

4.3 

8 

0.9 

3.7 

6 

-1.8 

-0.3 

very  low 

49/40 

10 

10.8 

22.2 

42.7 

7.0 

16 

-2.2 

-5.4 

NM 

43.4 

NM 

•  90%  or  more.  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    tFour-year  average    ^Four-year  growth    For  further  explanation,  see  page  61 . 
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FIND  STOUFFER  HOTELS  IN  THESE  LOCATIONS. 


Atlanta,  GA 

"Ihe  Waverly,  A  Stouffer  Hotel 
(404)953-4500 
Stouffer  Pinelsle  Resort 
(404)945-8921 
Battle  Creek,  MI 
Stouffer  Battle  Creek  Hotel 

(616)  963-7050 
Boston,  MA 

Stouffer  Bedford  Glen  Hotel 

(617)  275-5500 
Cedar  Rapids,  IA 
Stouffer  Five  Seasons  Hotel 
(319)  363-8161 
Chicago,  EL 

The  Hamilton,  A  Stouffer  Hotel 
(312)  773-4000 
Stouffer  Oak  Brook  Hotel 
(312)654-2800 
Cleveland,  OH 
*  'Stouffer  Inn  on  the  Square 
(216)  696-5600 
Columbus,  OH 
Stouffer  Dublin  Hotel 
(614)  764-2200 
Dayton,  OH 

'Stouffer  Dayton  Plaza  Hotel 
(513)  224-0800 
Denver,  CO 

'Stouffer  Concourse  Hotel 
(303)  399-7500 
Houston,  TX 

'Stouffer  Greenway  Plaza  Hotel 

(713)  629-1200 

Los  Angeles,  CA 
'Stouffer  Concourse  Hotel 

(213)  216-5858 


Mobile,  A I 

'Riverview  Plaza,  A  Stouffer  Hotel 

(205)  438-4000 
New  York,  NY 
Stouffer  Westchester  Hotel 
(914)  694-5400 
Philadelphia,  PA 
'Stouffer  Valley  Forge  Hotel 
(215)  337-1800 
Rochester,  NY 

'Rochester  Plaza,  A  Stouffer  Hotel 

(716)  546-3450 

Scottsdale,  AZ 

Stouffer  Cottonwoods  Resort 

(602)  991-1414 

Seattle,  WA 
'Stouffer  Madison  Hotel 

(206)  583-0300 
St  Louis,  MO 
'Stouffer  Concourse  Hotel 
(314)  429-1100 
Wailea  (Maui),  HI 
Stouffer  Wailea  Beach  Resort 
(808)  879-4900 
Washington,  DC 

The  Mayflower;  A  Stouffer  Hotel 

(202)  347-3000 
'Stouffer  Concourse  Hotel 

(703)  979-6800 

Winston-Salem,  NC 
'Winston  Plaza,  A  Stouffer  Hotel 

(919)  725-3500 

Nashville,  TN 

'Stouffer  Nashville  Hotel  (Open  Mid- 1987) 
(615)  255-8400 

For  reservations,  call  your  travel 
agent  or  1-800-HOTELS 1. 


"Club  Floors  Available. 

''Club  Floors  Open  Alter  May,  1987. 


Industry  medians 

21.9       18.2  33.8 

6.5 

7.6 

11.0 

9.2 

10.4 

All-industry  medians 

12.6       13.0  46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.   NA:  Not  available. 

For  further  explanation,  see  page  61. 
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CHEMICALS 

ifter  m^jor  pain  and  loss, 
hings  look  better  now  for  the 
hemical  industry,  and  the 
weaker  dollar  will  be  a  big  help. 


By  Ruth  Simon 


t  was  like  the  Wild  West.  Come  out  shooting  or  be 
shot."  So  says  one  analyst  of  the  colossal  restructuring  that 
ook  the  chemical  industry  in  1986. 

In  large  part  cutbacks  were  needed  to  make  up  for  past 
cesses.  Chemical  makers  expanded  hastily  in  the  Seventies, 
anning  and  spending  for  a  boom  that  never  arrived.  The 
suit?  Overcapacity,  which  now  is  being  shed.  Meanwhile, 
mpanies  are  seeking  new  niches  to  provide  greater  income. 
The  weaker  dollar  is  also  fueling  activity.  During  1986 
reign  chemical  makers  boosted  to  about  30%  the  share  of 
e  U.S.  industry  they  control,  up  from  just  17%  in  1980. 
ost  notable  were  West  Germany's  Hoechst  A.G.'s  $285 
llion  announced  purchase  of  Celanese,  and  France's  L'Air 
quide  SA's  $1.05  billion  purchase  of  Big  Three  Industries, 
le  Japanese  made  inroads  as  well,  with  Dainippon  Ink  & 
lemicals'  $550  million  purchase  of  a  Sun  Chemical  unit. 


Most  improved 


James  SchneptTWheeler  Pictures 


"We  have  been  doing  what  we've  said  we're  going  to  do," 
says  Monsanto  Chairman  Richard  Mahoney,  who  has 
been  moving  his  company  out  of  petrochemicals  and  into 
a  portfolio  of  specialty  products  and  pharmaceuticals  for 
at  least  five  years.  His  success  earned  Monsanto  the  title 
of  most  improved  chemicals  company  in  1986.  You  have 
to  look  past  reported  net  earnings.  They  were  down 
87.5%  from  1985  levels  because  of  writedowns,  but  the 
company  is  beginning 
to  reap  rewards.  A 
strong  showing  in  agri- 
culture and  chemicals 
pushed  operating  in- 
come for  the  full  year 
up  about  120%  over 
1985  levels,  and  net  in- 
come for  the  full  year 
will  exceed  $400  mil- 
lion, after  last  year's 
loss.  With  asset  sales 
and  healthy  cash  flow, 
Mahoney  cut  debt  by 
more  than  $2  billion. 

Mahoney  hasn't  run 
out  of  problems.  Prospects  remain  bleak  for  the  money- 
losing  electronics  unit  and  the  Fisher  Controls  division,  a 
maker  of  valves  and  regulators  for  the  oil  industry.  Three 
products — NutraSweet  and  herbicides  Lasso  and  Round- 
up— account  for  nearly  half  of  operating  earnings.  Lasso's 
patent  expires  this  year,  NutraSweet's  in  1992.  The  solu- 
tion? A  commitment  to  research  and  development, 
which  exceeded  capital  outlays  for  the  first  time  last 
year.  "I  made  50  speeches  to  our  scientific  community," 
Mahoney  says,  "that  we  are  in  business  in  the  pursuit  of 
products — and  I  want  the  products  now." 


Chemicals 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earnings 

ompanv 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

diversified 

hesebrough-Pond's 

39/26 

1 

19.0% 

17.6% 

106.2% 

4.5% 

3 

12.1% 

21.3% 

9 

-4.1% 

9.7% 

low 

nivar 

•/• 

2 

15.4f 

7.4 

128.4 

0.6 

6 

4.0t 

-2.0 

8 

-2.2t 

-15.7 

very  low 

ohm  &  Haas 

76/76 

3 

15.2 

14.3 

28.3 

6.5 

7 

3.3 

1.7 

1 

15.0 

-2.5 

high 

arden 

32/32 

4 

13.7 

15.3 

37.2 

4.3 

10 

0.8 

6.0 

2 

9.4 

14.8 

very  high 

org-Warner 

27/35 

5 

13.0 

12.9 

23.5 

6.1 

4 

6.7 

-8.9 

3 

6.0 

26.9 

average 

MC 

38/41 

6 

12.0 

16.1 

NE 

4.6 

14 

-1.0 

-5.3 

7 

-2.2 

236.1 

very  low 

ercules 

44/28 

7 

11.6 

13.8 

29.8 

8.0 

11 

0.3 

1.7 

4 

1.4 

33.2 

very  low 

[  du  Pont 

37/21 

8 

11.3 

12.7 

24.9 

5.7 

2 

14.7 

-18.1 

5 

0.2 

72.3 

very  low 

merican  Cyanamid 

51/32 

9 

10.9 

9.9 

34.2 

4.3 

8 

0.9 

3.7 

6 

-1.8 

-0.3 

very  low 

«lanese 

49/40 

10 

10.8 

22.2 

42.7 

7.0 

16 

-2.2 

-5.4 

NM 

43.4 

NM 

•  90%  or  more  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    t  Four-year  average.    JFour-year  growth.    For  further  explanation,  see  page  61. 
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For  more  information,  write  Centel,  Dept.  CI . 
5725  N.  East  River  Road,  Chicago,  IL  60631. 


Ours 
begin  here. 

When  Centel  connects  customers 
to  cable  television,  we  don't  start 
by  using  equipment. 

Ws  start  by  using  our  heads. 

Before  putting  pencil  to  paper, 
Centel  people  think  about  the 
special  needs  of  the  situation. 
About  our  cable  customers.  And 
about  the  most  innovative,  most 
efficient  ways  to  help  them  connect 
with  the  services  they  want. 

For  example,  thinking  first  led 
Centel  to  realize  that  informational 
'   and  educational  programming  is 
every  bit  as  important  as  entertain- 
ment to  many  customers.  So  we 
took  the  time  to  develop  and  offer 
an  appealing  blend  of  services  like 
C-SPAN,  Nickelodeon,  and  local 
origination  programming.  And  our 
customers  responded.  Enthusi- 
astically. Which  helps  explain  why 
Centel  has  one  of  the  highest 
customer  subscription  levels  in 
the  country. 

It's  the  same  discipline  we  use  to 
help  people  connect  with  telephone 
exchange  networks,  business 
communication  systems  and  more. 

Thinking.  It  might  just  sound  like 
common  sense. 

But  look  around  and  youll  see 

\ Centel's  approach  toward  helping 
people  connect  isn't  common  at  all. 


Where  people  connect 


K 

1985,  Centel  Corp. 


Nevertheless,  there  was  more  than  a  trace  element  of  good 
news  for  the  industry  in  1986.  With  less  efficient  plants  being 
mothballed,  chemical  makers  are  now  operating  at  about 
81%  of  capacity,  their  best  since  1979.  That,  plus  lower  oil 
prices  and  a  weaker  dollar,  helped  nudge  overall  earnings  up 
1.1%  during  the  year,  after  a  drop  of  about  30%  in  1985,  and 
operating  earnings  for  the  full  year  should  be  up  about  35%. 
Diversified  companies  fared  best,  with  a  12.3%  earnings  gain. 
Specialty  companies  like  Williams  Cos.  and  International 
Minerals  &  Chemicals  posted  losses  resulting  from  the  weak- 
ness in  agriculture  and  oil. 

The  restructuring  that  dominated  1985  and  1986  isn't  over. 
Companies  will  continue  to  shuck  off  weak  assets  and  use  the 


money  to  expand  in  areas  of  strength.  "There  are  a  lot 
products  where  there  may  be  10  or  15  producers,  and  t] 
bottom  5  can  easily  drop  out,"  notes  Drexel  Burnham  Lai 
bert  Managing  Director  William  Young. 

The  search  for  higher  profits  is  leading  many  companies 
increase  research  and  development  spending  and  to  move  in 
value-added  specialty  chemicals,  pharmaceuticals  and  co 
sumer  products.  That  has  blurred  the  distinction  betwei 
basic  and  specialty  chemical  firms;  it  may  cause  overcrow 
ing  as  well.  "The  industry  overall  will  show  good  gains 
specialty  chemicals,"  says  Chemical  Manufacturers  Associ 
tion  economist  Myron  Foveaux,  "but  not  everyone  w| 
works  hard  at  it  is  going  to  win."  ■ 


Chemicals 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earning 
stability 

A4ons3nto  77/^ 
National  Distillers  52/37 
Dow  Chemical  45/25 
Pennwalt  67/73 
Reichhold  Chemicals  •/• 

11                 8  7           1  0%      49  7%           D  6% 

11  O.I                    l.U/O                    /  /O  KJ.KJ/O 

12  7.6         7.6        48.8  3.8 

13  7.4         5.4        67.2  2.3 

14  4.7        7.9       38.5  3.5 

15  4.1         def        48.0  def 

12            0.0%  7.8% 
5            4.8  6.1 
9            0.9  1.2 

17  17.                  7  1 

18  -2.7  -1.4 

NM  -87.5% 

10  -12.4%  59.9 

11  -32.3  -41.1 

NM  D-P 
NM  P-D 

NM 
average 
average 
NM 
NM 

nlin  1^5/44 

Willi  UJ/tl 

Union  Carbide  56/68 
Henley  Group  na/na 

16  4fl         111          50  4  li 

17  3.1       30.0      439.7  7.2 
NA        NA         3.0  def 

13          -0.3  -9.0 
15          -2.1  -22.0 
1             i/i  ;+  ma 

NM  D-P 
NM  D-P 
NA  NA 

NM 
NM 
NA 

Medians 

10.9       12.7        40.6  4.4 

0.9  1.2 

-4.1  12.3 

Specialized 

Morton  Thiokol  52/62 
Nalco  Chemical  •/• 
Intl  Flavors  &  Frags  •/• 
Vulcan  Materials  30/21 
Freeport-McMoRan  55/59 

1  24.3%     17.1%      3.7%  6.8% 

2  21.5       17.1         7.6  9.0 

3  20.1       19.4         0.0  14.0 

4  15.8       16.5        14.2  9.0 

5  15.7        2.7       89.2  2.9 

1           21.2%  4.6% 
16            1.5  10.2 
15            2.2  23.8 

6            6.1  -3.7 
13           2.4  —15.4 

1              2.1. 17o  —31.6% 

7  0.7  -9.2 
5              1.9  21.2 

8  0.2  17.0 
13            -9.8  -83.8 

average 
very  lov 

high 
very  lov 
average 

Dexter  44/42 

Wirrn  1Q/4Q 

Engelhard  26/72 
Ethyl  45/53 
Lubrizol  87/« 

6  15.6       13.7       26.6  5.0 

7  1^1           1^4                                  A  A 
/              ij.i         ij.t         zy.o  f.o 

8  15.0         9.7        21.8  2.2 

9  14.3       20.6        44.4  10.3 
10            14.3       14.7        12.7  7.8 

12            4.2  1.4 
11            4.5  -6.5 
23          -3.5  1.4 
21           -1.8  0.9 
19          -0.7  7.5 

6              1.7  9.7 
3             9.3  10.8 

11            -9.1  1.1 
2            11.1  54.2 

14           -10.5  24.7 

low 
average 
average 
very  hig 
average 

Air  Prods  &  Chems  •/• 
Tyler  41/51 
Whittaker  37/40 
GAF  49/81 

Economics  Laboratory  67/« 

11  14.1         0.4        61.7  0.2 

12  14.0         6.3       111.8  1.3 

13  14.0        def       21.2  def 

14  13.4       24.0        45.7  9.9 

15  12.7       18.3        23.0  5.4 

10            4.7  8.3 
5            9.2  3.1 
25          -4.4  -50.8 
14            2.2  3.0 
9            5.1  10.0 

4              2.4  -96.6 
9            -1.7  -38.9 
17           -17.3  P-D 
NM  31.0 
NM  10.7 

low 
very  lov 
high 
NM 
NM 

Intl  Minerals  &.  Chem  70/dd 
WR  Grace  55/62 
CBI  Industries  27/45 
Liquid  Air  84/» 
Cabot  50/43 

16  11.9        def       92.8  def 

17  11.6         6.8        91.7  2.5 

18  11.1         7.7        51.0  2.7 

19  10.5       10.6        53.4  6.0 

20  9.6       13.1        85.5  5.6 

24          -3.7  -17.3 
22          -2.0  -24.1 
4          10.7  28.0 
7           5.7  6.2 
18           0.7  -6.9 

12            -9.2  P-D 
16          -16.8  -7.6 

NM  D-P 
10            -5.0  2.5 

NM  D-P 

average 
high 
NM 
low 
NM 

Ferro  •/• 
Sun  Chemical  72/67 
Williams  Cos  22/dp 
NL  Industries  39/« 

21  8.2         8.2        31.9  2.3 

22  8.0       12.5        89.3  4.8 

23  7.0        def      159.5  def 

24  5.7         def        56.6  def 

20          -1.3  8.2 

2  12.0  -41.1 

3  11.9  -20.2 
27         -11.4  -42.4 

15           -13.9  24.7 
19          -23.7  25.3 
18          -19.5  P-D 
NM  D-D 

average 
average 
low 
NM 

Koppers  44/dp 
BF  Goodrich  43/51 

Inspiration  Resources  36/no 

25  def        def       40.6  def 

26  def        def       62.3  def 

27  def        def       85.2  def 

26          -5.4  -22.8 
17            1.4  -13.0 
8            5.6  0.3 

NM  D-D 
NM  D-D 
NM  D-D 

NM 
NM 
NM 

Medians 

13.4         9.7        45.7  2.9 

2.2  0.9 

-10.5  -7.6 

Industry  medians 

11.8       10.9        42.7  4.3 

1.5  1.1 

-10.2  1.1 

All-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit  D-D:  Deficit  to  deficit  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    tFour-year  average.    ^Four-year  growth.    For  further  explanation,  see  page  61. 
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By  Kerry  Hannon 


ining  coal  today  is  like 
ringing  water  to  the  river, 
tiere  is  no  quick  solution  to 
te  problem  of  low  demand. 


The  nation's  coax  industry  is  struggling,  but  thanks  to 
diversification,  streamlined  operations  and  improved  pro- 
ductivity, the  situation  looks  better  than  it  did  last  year. 

During  1986  six  of  the  eight  coal  mining  companies  on  our 
list  posted  12-month  profits;  last  year  only  one  did.  But  the 
reason  for  the  improvement  is  not  a  better  market  for  coal. 
Says  Nacco  Industries  (formerly  North  American  Coal  Corp.) 
Chairman  Otes  Bennett  Jr.:  "Coal  is  still  in  the  doldrums.  I 
don't  see  any  real  growth  for  the  next  two  to  five  years." 
Instead,  coal  companies  fared  better  because  cost  cuts 
achieved  in  the  past  few  years  began  to  take  hold  even  as 


Most  improved 


Much  of  the  coal  industry  foundered  in 
the  face  of  weak  demand,  but  not 
Nacco  Industries.  The  nation's  eighth- 
largest  producer,  with  mines  in  Ohio, 
Pennsylvania,  North  Dakota  and  Tex- 
as, was  able  to  improve  productivity 
even  as  it  boosted  sales  to  utilities.  At 
the  same  time,  it  diversified  into  a  cor- 
ner of  the  depressed  heavy  equipment 
market.  For  that  bold  achievement 
Chairman  and  Chief  Executive  Officer 
Otes  Bennett  Jr.  has  earned  for  his  com- 
pany the  title  of  most  improved  in  the 
coal  industry  for  1986. 

Bennett's  boldest  move  was  his  $33 
million  investment  in  Yale  Materials 
Handling  Corp.,  the  third-largest  pro- 
ducer of  forklift  trucks  in  North  Ameri- 
ca. Says  he:  "Coal  still  looks  terrible. 
But  we  knew  Yale  was  turning  around 
and  it  was  the  best  move  we  could 
make."  That  move,  Nacco's  first  diver- 


Eric  Smith/Gamma-Uaison 


sification  effort  ever,  might  have 
seemed  risky  at  the  time.  But  with  the 
attractive  price  Bennett  paid  for  85% 
ownership  of  the  company  in  1985, 
Yale  Materials  has  become  an  impor- 
tant contributor  to  Nacco,  representing 
a  projected  16%  of  1986  earnings. 

The  company's  overall  financial 
numbers  show  just  how  much  im- 
provement Bennett  orchestrated.  In 
1986  sales  climbed  19.8%  over  1985, 
to  $597  million,  and  net  income  was 
up  47%  to  $37  million.  With  long- 
term  debt  of  the  parent  company  at 
$1.2  million  and  shareholders'  equity 
of  $181  million,  earnings  stability  is 
high.  Nacco  obviously  has  plenty  of 
staying  power  to  ride  out  the  current 
depressed  market.  And,  despite  Ben- 
nett's planned  retirement  in  July,  that 
seems  to  be  exactly  what  investors 
should  expect. 


Coal 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earnings 

mpany 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

ceo  Industries 

70/55 

1 

18.1% 

22.8% 

378.3% 

6.2% 

6 

3.4% 

19.8% 

1 

65.7% 

46.7% 

high 

cifiCorp 

23/NA 

2 

15.6 

13.7 

106.8 

11.8 

1 

14.2 

3.4 

2 

7.1 

-13.5 

average 

mtana  Power 

24/21 

3 

14.4 

18.2 

74.7 

19.7 

4 

4.7 

15.3 

3 

1.2 

111.0 

very  low 

stem  Gas  &  Fuel 

38/dp 

4 

6.4 

11.3 

76.2 

4.2 

3 

4.9 

-6.5 

NM 

D-P 

NM 

:stmoreland  Coal 

86/* 

5 

def 

11.3 

29.5 

3.4 

5 

4.2 

1.3 

NM 

D-P 

NM 

tston 

48/« 

6 

def 

1.7 

11.2 

0.7 

8 

-13.0 

0.7 

NM 

D-P 

NM 

4AX 

39/nm 

7 

def 

def 

112.7 

def 

7 

-8.3 

-32.7 

NM 

D-D 

NM 

prus  Minerals 

55/« 

NA 

def 

18.9 

def 

2 

7.9 

31.7 

NM 

D-D 

NM 

lustrv  medians 

6.4 

11.3 

75.5 

3.8 

4.5 

2.4 

NM 

-13.5 

-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit 

def:  Deficit. 

NA:  Not  available. 

NM:  Not  meaningful 

For  further  explanation, 

see  page  61 
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'  New  England  Mu  tual 
Life's  reputation  is 
based  on  outstanding 
performance.  Equitable 
Real  Estate  has  the 
same  track  record  in 
property  development 
and  management. 
That's  why  an  office 
at  Park  Central  was 
the  only  choice." 

Patrick}.  McDonough 
General  Agent 

The  New  England 


1  he  New  England  Mutual  Life  Insurance 
Company  is  one  of  the  oldest  and  most  presti- 
gious companies  in  the  nation.  It  is  known  for 
its  conservative  financial  management  and 
consistent  blue-chip  image.  After  150  years  in 
business,  The  New  England  still  ranks  at  the  top, 
most  recently  earning  the  highest  award  ever 
given.  .  .  An  A-Plus  rating  from  Best's  Insurance 
Reports.  This  kind  of  track  record  and  reputa- 
tion for  excellence  reflects  a  history  of  top 
performance  and  high  standards.  That's  why  the 
New  England's  office  at  Park  Central  had  to  meet 
such  exacting  requirements. 

PARK  CENTRAL  is  Dallas'  premier  office 
location  for  national  and  world  headquarters. 
It  combines  easy  access,  proximity  to  hotels  and 
entertainment  and  a  world-class  amenity 


package.  Comprised  of  nine  office  buildings, 
responsive  on-site  management  and  24-hour 
security,  this  187-acre  complex  in  north  Dallas 
offers  the  location,  facilities,  service,  amenities 
and  management  team  that  makes  Park  Central 
the  only  choice  for  Fortune  500  companies. 

WHO  IS  PARK  CENTRAL'S  MANAGE- 
MENT TEAM?  IT'S  EQUITABLE. 

Equitable  Real  Estate  is  one  of  the  world's  largest 
independent  real  estate  investors  with  over  $23 
billion  in  assets  under  management  worldwide. 
It  is  famous  for  world-class  personal  and 
professional  tenant  service. 

For  more  about  leasing  at  Park  Central's 
world-class  office  location,  call  Fults  and 
Associates  at  233-3600. 

••••• 


RarkCentral 

Dallas'  Premier  Office  Location 


EQUITABLE  REAL  ESTATE 
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companies  diversified  into  a  wide 
range  of  businesses — from  forklift 
trucks  to  telecommunications  and  fi- 
nancial services. 

Were  it  not  for  diversifications  and 
cutbacks,  the  industry  would  be  in 
parlous  shape.  Plunging  oil  prices 
prompted  some  utilities  to  switch 
from  coal  to  oil.  Steel,  a  primary  cus- 
tomer, also  continued  to  falter.  Coal 
exports  suffered  as  well,  slipping  to  86 
million  tons,  a  decline  of  nearly  24% 
since  1981. 

In  1986,  as  a  result,  coal  production 
declined  2  million  tons,  to  884  mil- 
lion tons.  The  weaker  dollar  was  no 
help  since  most  foreign  competitors 
were  suffering  from  even  weaker  cur- 
rencies. A  momentary  demand  in- 
crease is  expected  this  year  in  antici- 
pation of  a  potential  United  Mine 

A  momentary  demand 
increase  is  expected  this 
year  in  anticipation  of  a 
potential  United  Mine 
Workers  strike  in  1988.  But 
after  that  the  outlook  is  for 
more  of  the  decline  that 
characterized  last  year. 

Workers  strike  in  January  of  1988.  But 
after  that  the  outlook  is  for  more  of 
the  slowdown  that  characterized  the 
industry  last  year. 

The  companies  that  have  done  best 
in  this  environment,  almost  without 
exception,  are  those  that  have  diversi- 
fied away  from  coal  and  into  other 
markets.  The  two  newcomers  to  our 
chart,  PacifiCorp  (electric)  and  Mon- 
tana Power  (electric-gas),  are  both  di- 
versified utilities.  PacifiCorp's  declin- 
ing coal  sales  were  offset  by  higher 
telecommunications  revenues  from 
Pacific  Telecom.  Montana  Power  is 
benefiting  from  an  $80.4  million  rate 
increase  received  in  1985. 

Other  companies,  such  as  Eastern 
Gas  &  Fuel  Associates,  held  on 
through  employee  reductions  and  by 
closing  unprofitable  mines.  Pittston 
Co.  should  record  at  least  some  pro- 
ductivity gains  from  new  equipment 
in  1987.  Amax,  which  is  in  the  midst 
of  a  major  restructuring,  is  holding  on 
to  coal,  gold,  aluminum  and  molybde- 
num operations  while  discarding  in- 
vestments in  nickel,  iron  ore,  lead, 
copper  and  agricultural  chemicals. 
Cyprus  Minerals,  hobbled  when  LTV 
Steel  went  into  bankruptcy  last  sum- 
mer, is  now  expected  to  supply  two- 
thirds  of  its  original  2.8-million-ton 
coal  contract  to  the  steelmaker.  But 
thanks  to  acquisitions,  Cyprus'  reve- 
nues are  up  32% .  ■ 
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:  was  a  year  for  the  history  books.  All  three 
etworks  changed  hands,  TV  station  prices  finally 
it  a  wall  and  advertisers  discovered  lots  of  new 
ays  to  get  their  messages  across. 


By  Alex  Ben  Block 

n  all  of  American  business,  no  industry  last  year  experi- 
enced more  buying  and  selling  of  companies,  often  at 
jposterously  high  prices,  than  this  one  did.  From  cable 
)perties  that  seemed  to  leap  in  value  by  the  week,  to 
wspapers  and  magazines  that  were  snapped  up  almost  as 
?n  as  they  came  onto  the  market,  America's  communica- 
ns  media  increasingly  took  on  the  look  of  a  giant  invest- 
:nt  souk  as  1986  progressed.  Why  the  frenzy?  In  a  phrase, 
>h  flow.  Undervalued  on  Wall  Street  for  years,  these  firms 
ve  nonetheless  been  able  to  generate  rivers  of  cash  decade 
er  decade.  In  1986  that  cash  became  the  financing  medium 
everything  from  corporate  takeovers  to  leveraged  buyouts 
insider  managements. 

Dne  week  into  1986  saw  the  first  sale  of  a  broadcast 
twork  in  32  years.  But  Capital  Cities  Communications' 
ceover  of  American  Broadcasting  Co.  for  $3.2  billion  was 


only  the  beginning.  Next  to  go  was  NBC,  which  disappeared 
into  the  grip  of  General  Electric  when  that  manufacturing 
giant  acquired  NBC's  parent  corporation,  RCA,  in  June  for 
$6.3  billion.  After  that  came  a  succession  of  upheavals  at  CBS, 
which  ousted  Chairman  Thomas  Wyman  in  September  and 
turned  over  control  to  an  outside  investor,  Laurence  Tisch, 
whose  operating  company,  Loews  Corp.,  had  acquired  a  25% 
stake  in  the  broadcast  firm. 

Did  the  suitors  pay  too  much  and  buy  too  late?  There  is  at 
least  tentative  reason  to  think  so.  For  three  decades  the 
networks  had  enjoyed  almost  uninterrupted  annual  increases 
in  ad  revenue  and  the  value  of  their  owned  and  operated 
stations.  But  in  1986  something  changed.  Network  audiences, 
slipping  already — thanks  to  competition  for  viewers  from 
cable,  syndicated  programming  and  the  videocassette  boom — 
fell  to  only  about  80%  or  so  of  potential  viewers. 

Declining  audience  shares  squeezed  advertising  revenues, 
which  in  the  past  had  risen  at  a  steady  10%  annual  clip  or 


Most  improved 


If  numbers  alone  told  the  story,  sev- 
eral communications  media  compa- 
nies would  be  candidates  for  most 
improved.  But  the  percentage  gains 
enjoyed  by  many  of  the  leaders 
mostly  reflect  expensive  acquisi- 
tions and  nonrecurring  gains  from 
asset  sales.  By  contrast,  Orlando, 
Fla. -based  Harcourt  Brace  Jovano- 
vich  is  at  the  beginning  stage  of  a 
very  solid  upswing  that  promises  to 
keep  it  growing  rapidly  well  into  the 
1990s.  Having  shed  slower-growing 
divisions  and  cut  costs,  HBJ  has  po- 
sitioned itself  perfectly  to  capitalize 
on  the  baby  boom  echo — children  of 
the  post-WWII  population  explo- 
sion. Not  only  is  Harcourt  the  leader 
in  elementary  and  high  school  text- 
books, but  it  now  also  operates  fam- 
ily-oriented theme  parks  like  the 
Sea  World  facilities  in  Orlando, 
Cleveland  and  San  Diego.  The  parks 
are  also  benefiting,  says  HBf's  feisty, 
longtime  chairman,  William  Jovano- 
vich,  because  "more  Americans  are 


Wall  Johnson/Picture  Group 


HBJ's  William  Jovanovich 


traveling  domestically  rather  than 
internationally,  and  'eating  out'  has 
become  a  dominant  feature  of  Amer- 
ican family  life."  Harcourt  sales  for 
all  of  1986  will  be  up  by  an  estimat- 
ed 31%,  while  earnings  per  share 
will  rise  19%,  to  $1.80  to  $1.90.  Last 
month  HBJ  added  more  muscle  to  its 
schoolbook  operations  with  its  $500 
million  acquisition  of  CBS'  Educa- 
tional &  Professional  Publishing  Di- 
vision. Jovanovich  thinks  he  can 
boost  the  division's  earnings  by  per- 
haps 25%  over  1985  levels  of  an  esti- 
mated $40  million,  bringing  at  least 
$50  million  into  the  company's  cof- 
fers. The  stock  market  properly  re- 
warded HBJ  in  1986.  Its  stock  is  up 
nearly  60%  over  1985  levels,  to  33. 
Of  course  such  growth  has  its  price. 
HBJ  is  among  the  most  highly  lever- 
aged stocks  in  this  group.  Is  that  a 
problem?  Not  really,  since  HBJ  has  a 
number  of  hidden  assets,  including 
undervalued  real  estate  and  plenty 
of  cash  flow  to  service  the  debt. 
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better.  In  1986  they  climbed  2%.  That,  in  turn,  at  last  put  a 
ceiling  on  the  value  of  broadcast  properties.  Peaking  prices 
brought  a  flood  of  sellers  to  market  at  a  time  when  margins 
were  already  being  squeezed  by  rising  programming  costs.  A 
bellwether:  Taft  Broadcasting  was  able  to  get  only  $240 
million  for  five  big-city  independents,  about  half  what  they 
had  been  expected  to  fetch. 

No  longer  able  to  pass  on  higher  costs  to  advertisers,  the 
new  network  bosses  reacted  by  cutting  budgets,  slashing 
staffs  and  selling  off  assets.  Even  Hollywood  has  been  placed 
on  notice  that  costs  must  be  controlled. 

Advertising,  publishing,  newspapers  and  magazine  proper- 


ties also  changed  hands  rapidly,  and  for  much  the  saq 
reasons.  West  German  communications  giant  Bertelsmar 
A.G.  paid  $500  million  for  Doubleday  &  Co.  Gannett  snapp< 
up  the  Detroit  News  for  about  $160  million  and  the  Louisvil 
Courier-Journal  for  about  $300  million.  The  Times-Mirror  C 
of  Los  Angeles  paid  about  $450  million  for  the  Baltimore  Sit 
Time  Inc.  gave  up  on  Picture  Week  magazine  after  spendii 
about  $15  million  in  tests,  and  shortly  thereafter  announce 
plans  to  pay  $44  million  for  half-interest  in McCall's  magazii 
and  several  other  properties.  The  year  now  beginning  w: 
undoubtedly  see  more  such  churning  about  by  the  giants,  h 
will  the  feeding  frenzy  of  1986  repeat  itself?  Not  likely.  ■ 


Communications  media 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 
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-segment- 

5-year 

12 
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12 
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Publishing 

Dun  &  Bradstreet 

64/76 

1 

36.6% 

24.8% 

0.0% 

10.8% 

1 

18.9% 

18.0% 

4 

23.3% 

17.9% 

average 

Dow  Jones 

•/• 

2 

31.4 

29.5 

15.3 

16.1 

4 

14.6 

8.3 

8 

18.9 

33.6 

very  hig 

Deluxe  Check 

•/• 

3 

31.0 

32.9 

3.2 

13.7 

10 

11.9 

14.2 

7 

20.0 

17.2 

vprv  hip 

Washington  Post 

81/69 

4 

25.4 

27.5 

84.0 

8.2 

14 

10.1 

9.5 

3 

31.2 

-12.1 

very  hig 

McGraw-Hill 

•/• 

5 

22.4 

19.6 

0.2 

9.9 

18 

8.3 

5.0 

14 

11.6 

3.4 

very  hig 

Jostens 

20/na 

6 

22.2 

20.9 

129.9 

6.8 

11 

11.1 

1 1.6 

17 

9.1 

9.0 

vprv  hip 

New  York  Times 

•/• 

7 

21.9 

21.8 

32.8 

8.3 

6 

13.7 

13.9 

5 

22.1 

10.5 

vprv  hip! 

Gannett 

78/74 

8 

21.6 

20.9 

73.0 

10.1 

8 

12.6 

22.2 

15 

10.5 

7.1 

verv  hie 

Capital  Cities/ ABC 

62/47 

9 

20.9 

13.6 

102.9 

4.4 

2 

16.9 

218.0 

11 

16.3 

-13.5 

very  hig 

Time  Inc 

59/54 

10 

19.4f 

33.9 

73.9 

11.3 

5 

14.3 

11.1 

2 

34.6t 

92.1 

very  hig] 

Meredith 

71/54 

11 

19.1 

14.3 

15.8 

7.3 

19 

5.4 

16.2 

12 

14.9 

-16.1 

very  hig 

Times  Mirror 

67/68 

12 

18.6 

37.6 

51.8 

12.5 

16 

9.6 

2.1 

13 

13.1 

49.5 

vprv  hip 

American  Greetings 

•/• 

13 

18.1 

15.0 

53.3 

6.9 

3 

15.4 

9.5 

6 

20.7 

-6.6 

very  hig! 

RR  Donnelley 

•/• 

14 

17.5 

16.8 

1.4 

7.1 

7 

13.0 

7.0 

10 

16.9 

5.4 

very  higi 

Knight-Ridder 

•/na 

15 

15.9 

19.1 

50.3 

7.4 

15 

9.7 

7.6 

16 

9.6 

7.8 

very  hig 

Macmillan 

76/87 

16 

15.7 

22.0 

43.8 

7.2 

20 

4.7 

25.0 

1 

46.7 

32.8 

very  hig 

Media  General 

43/73 

16 

15.7 

11.2 

64.1 

5.6 

9 

12.6 

8.5 

19 

4.8 

1.9 

average 

Pitt  way 

25/36 

18 

15.5 

11.8 

7.3 

5.3 

12 

10.5 

10.2 

20 

3.8 

3.7 

low 

Harcourt  Brace 

53/48 

19 

14.7 

22.0 

86.9 

6.7 

13 

10.1 

21.3 

9 

18.2 

35.9 

low 

Tribune 

64/67 

20 

11.8 

34.5 

46.0 

15.6 

17 

9.3 

3.8 

18 

8.9 

162.2 

low 

Gulf  &  Western 

21/20 

21 

7.9 

11.7 

74.6 

6.4 

21 

-13.8 

11.7 

NM 

2.7 

NM 

Medians 

19.1 

20.9 

50.3 

7.4 

11.1 

11.1 

16.3 

7.8 

Broadcasting 

Capital  Cities/ ABC 

37/52 

1 

20.9% 

13.6% 

102.9% 

4.4% 

2 

16.9% 

218.0% 

2 

16.3% 

-13.5% 

very  higi 

Time  Inc 

40/45 

2 

19.4f 

33.9 

73.9 

11.3 

3 

14.3 

11.1 

1 

34.6* 

92.1 

very  higi 

Meredith 

23/46 

3 

19.1 

14.3 

15.8 

7.3 

4 

5.4 

16.2 

3 

14.9 

-16.1 

very  higi 

CBS 

58/73 

4 

10.4 

30.7 

85.0 

4.5 

5 

4.3 

2.1 

5 

-24.7 

500.0  + 

average 

Telecommunications 

•/• 

5 

6.8 

21.9 

301.2 

13.9 

1 

35.5 

12.3 

4 

9.5 

D-P 

low 

Medians 

19.1 

21.9 

85.0 

7.3 

14.3 

12.3 

14.9 

39.3 

Media  services 

Dun  &  Bradstreet 

35/23 

1 

36.6% 

24.8% 

0.0% 

10.8% 

1 

18.9% 

18.0% 

1 

23.3% 

17.9% 

average 

Ogilvy  Group 

•/• 

2 

20.4 

19.8 

5.1 

5.4 

2 

13.5 

15.8 

3 

13.7 

4.1 

high 

Interpublic  Group 

•/• 

3 

17.7 

19.4 

10.0 

5.4 

3 

10.6 

16.8 

4 

12.3 

24.2 

high 

fWT  Group 

•/• 

4 

12.0 

15.3 

16.3 

3.2 

4 

10.0 

13.9- 

2 

19.8 

20.6 

very  low 

Omnicom  Group 

•/• 

NA 

NA 

18.8 

0.2 

NA 

NA 

NA 

NA 

NA 

Medians 

19.1 

19.6 

10.0 

5.4 

12.1 

16.3 

16.8 

19.3 

Industry  medians 

19.1 

20.9 

46.0 

7.3 

11.5 

12.0 

15.6 

9.0 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.    D-P:  Deficit  to  profit.    NA:  Not  available.    NM:  Not  meaningful.    tFour-year  average.    tFour-year  growth    For  further  explanation,  see  page  61. 
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By  Marc  Beauchamp 

A sluggish  economy,  weak  capital  spending,  tax  reform, 
corporate  restructuring,  shortage  of  software  .  .  .  those 
were  the  ingredients  for  yet  another  no-growth  year  in  the 
beleaguered  computer  industry.  A  few  companies,  such  as 
Apple,  Digital  Equipment  and  Tandem  Computers,  bucked 
the  trend.  But  not  since  the  1970-71  computer  slump  had  so 
much  of  the  industry  wallowed  in  so  deep  a  funk  as  firms 
thrashed  about  in  search  of  a  strategy  for  renewed  growth. 

Motion,  if  not  progress,  was  everywhere.  Burroughs  and 
Sperry  merged.  Control  Data  restructured.  AT&T  began  a 
retreat  from  personal  computers.  Honeywell  transferred  con- 
trol of  its  computer  business  to  Japan's  NEC  and  France's 
Groupe  Bull.  IBM,  net  profits  off  an  estimated  16%  for  the 
year,  reduced  its  work  force  through  a  hiring  freeze  and 


Computers  and  electronics 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 

>mpany  sales/profits 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

□mputers 

>ple  Computer  •/• 
tergraph  •/• 
indy  31/na 
ilex  88/« 
M  •/• 

1  44.6%     26.9%       0.0%  8.1% 

2  36.5       17.2         2.8  11.5 

3  34.0       16.8        14.0  6.4 

4  32.4       26.5        35.6  9.4 

5  24.9       19.0        13.3  11.8 

1           72.4%  -0.9% 
3           58.4  22.8 

12  16.2  6.5 
6          33.7  16.0 

13  14.6  8.6 

4             27.5%  141.4% 

1  65.5  -2.3 
8            15.0  2.3 

2  50.4  12.9 
7            15.2  0.3 

average 
very  high 

average 
very  high 
very  high 

ime  Computer  •/• 
ang  Laboratories  •/• 
irlisleCos                   21/  5 
-I  Systems  •/• 
:wlett-Packard  86/na 

6  24.3       12.9         3.5  6.0 

7  21.1         1.2        44.5  0.5 

8  20.3         8.8        18.4  3.8 

9  19.0       13.3        69.1  3.1 
10            18.8       13.0         2.8  7.3 

7  22.7  14.9 
5          34.7  13.6 

20  6.0  -9.5 
2           71.7  -17.6 

11          16.6  9.2 

11            10.4  -9.6 
18          -13.0  D-P 
15            -2.0  -41.5 
3            38.7  0.0 
9            15.0  5.8 

average 
very  low 
very  low 
very  high 
high 

indem  Computers  •/• 

CR  «/NA 

irris  Corp                    32/  9 
gital  Equipment  •/• 

11  15.6       14.2         1.2  8.3 

12  14.3       14.3          5.4  7.1 

13  13.1         7.1        20.3  3.0 

14  12.5       13.5         5.8  9.1 

4  40.5  23.0 
22  5.5  13.0 
16           10.1  -8.7 

8          22.0  17.8 

6            16.5  75.6 

12  9.6  11.6 
16            -8.8  -7.7 

13  1.9  80.6 

average 

high 
average 
very  low 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit. 
D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    def  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    ^Three-year  growth    For  further 
explanation,  see  page  61. 
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Total  control  for  the 
first  time.  Only  from  MCI. 

MCI  PRISMSM  is  a  WATS-like  product  that's 
so  flexible,  it  anticipates  and  adjusts  to  your  every 
business  need.  And  because  PRISM  is  usage-sensitive- 
not  geographical— it  eliminates  complicated  analysis,  advance 
planning,  and  wasteful  call-overflow— no  matter  how  (or  how  often) 
vour  calling  patterns  change.  With  PRISM,  you  also  save  up  to  15% 
over  AT&T  WATS. 

PRISM  also  lets  you  reach  every  country  in  our  extensive  international  network, 
including  major  business  centers  across  six  continents.  MCI  call  detail  and  optional 

accounting  codes  provide  comprehensive  itemized  billing. 

No  need  for  you  to  reconfigure 
as  calling  patterns  change. 


tal  control  of  your 
k  through  ours. 


PRISM  I,  II,  and  HI:  Growth  opportunities,  whatever 
your  size.  MCI  wants  you  to  make  the  most  of  PRISM 's 
many  benefits.  So  we've  customized  our  family  of 
PRISM  products  to  meet  your  specific  needs: 

•  PRISM  I  for  businesses  with  $10,000  + 
long  distance  per  month, 

•  PRISM  II:  $2,000  +  ,  and 

•  PRISM  III:  $500  or  more. 

Whichever  PRISM  product  is  right  for  you, 
you'll  be  able  to  spend  time  growing  your  business, 
instead  of  trying  to  shrink  your  long  distance  bill. 

MCI's  network — hard  at  work  for  you.  MCI's  billion-dollar-a-year  investment 
s  our  voice  and  data  network  the  most  modern  and  responsive— with  state-of-the-art 
optics  and  digital  technology  in  place  now. 
MCI  knows  communications  isn't  just  overhead,  but  | 
for  you  to  get  ahead.  Our  commitment  is  to  provide 
with  the  edge.  And  because  we  compete,  you  win. 


PRISM's  rates  are  based  on  mileage. 
You  pay  only  for  the  ground  you  cover. 


MCI 


COMMUNICATIONS  FOR  THE  NEXT  100  YEARSI 

'  MCI  and  the  MCI  logo  are  registered  service  marks  of  MCI  Communications  Corporation  (MCIC).  SM  MCI  PRISM,  MCI  PRISM  I 

MCI  PRISM  II.  MCI  PRISM  III.  and  COMMUNICATIONS  FOR  THE  NEXT  100  YEARS  are  service  marks  of  MCIC  ©  MCIC:  September  1986. 
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attrition  and  shifted  2,800  employees  from  administrative 
jobs  to  sales. 

The  news  was  even  worse  in  the  semiconductor  industry, 
which  lost  an  estimated  $800  million  during  the  year.  Ad- 
vanced Micro  Devices  abandoned  its  longstanding  "no 
layoffs"  policy.  AMD,  Texas  Instruments  and  Intel  all  an- 
nounced big  writedowns. 

U.S.  chipmakers  continued  to  complain  about  unfair  com- 
petition from  Japan  even  as  they  rushed  to  line  up  "strategic 
alliances"  with  Japanese  manufacturers.  The  Commerce  De- 
partment got  Japan,  which  during  the  year  became  the  world's 
number  one  chip  market,  to  promise  not  to  sell  chips  below 
"fair  market  value"  in  the  U.S.  The  deal  angered  U.S.  custom- 
ers of  Japanese  chips,  and  did  little  to  stop  dumping  by 
Japanese  producers  in  third  countries. 

Through  it  all,  Japanese  companies  continued  to  expand 
their  presence  in  the  U.S.  In  October  Fujitsu  offered  a  reported 
$225  million  for  an  80%  stake  in  a  new  company  that  com- 
bines its  U.S.  chip  business  with  Schlumberger's  Fairchild 
Semiconductor  subsidiary.  If  the  deal  isn't  blocked  by  Wash- 
ington, Fujitsu  will  overnight  become  a  major  player  in  high- 


margin  specialty  chips.  Following  Fujitsu's  move,  Toshib 
and  Motorola  announced  plans  to  build  a  joint  plant  in  Japai 
and  to  exchange  microprocessor  and  memory  chip  techno! 
ogy.  Hitachi  is  rumored  to  be  looking  for  a  similar  tie-up. 

To  cope  with  overcapacity,  U.S.  and  Japanese  chipmaker 
slashed  capital  spending.  That's  more  bad  news  for  makers  a 
steppers,  etchers  and  test  equipment.  GCA  Corp.,  the  U.S 
leader  in  steppers — used  to  lay  down  circuits  on  silicon  wa 
fers — flirted  with  insolvency,  while  Nikon  and  Canon  gaine 
market  share.  Stung  by  the  chip  slump,  Eaton  and  Varia 
announced  cutbacks. 

The  outlook  for  1987:  Unless  the  economy  booms,  don 
look  for  an  early  end  to  the  slump.  Tax  reform  means  acceler 
ated  depreciation  will  now  be  canceled  out  by  the  loss  of  th 
investment  tax  credit.  Leaner  corporate  staffs  mean  fewe 
executives  reading  computer  printouts  or  massaging  termi 
nals  on  their  desks.  And  absent  a  big  rebound  in  computers 
no  dramatic  recovery  seems  in  store  for  U.S.  chipmakers 
short,  in  1987  look  for  more  of  1986 — with  a  bit  more  debt  an 
a  bit  less  shareholder  equity  to  help  investors  rest  easy 
night.  ■ 
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Computers  and  electronics 
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Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 
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12 
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12 
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average 
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rank 

average 

months 

stability 

Honeywell 

29/34 

15 

12.0% 

8.7% 

28.0% 

3.2% 

21 

5.6% 

9.1% 

14 

-1.7% 

20.4% 

very  low 

Computervision 

•/dd 

16 

11.2 

def 

81.6 

def 

10 

17.9 

-2.5 

NM 

D-D 

NM 

Unisys 

•/• 

17 

8.5 

10.1 

117.8 

4.0 

15 

12.1 

33.7 

5 

22.2 

10.4 

high 

Data  General 

•/• 

18 

8.2 

0.8 

34.9 

0.5 

14 

14.0 

2.4 

17 

-10.2 

-77.2 

very  low 

Amdahl 

•/• 

19 

7.5 

4.6 

32.7 

2.4 

9 

19.2 

6.6 

10 

11.0 

-35.3 

very  low 

General  Instrument 

29/pd 

20 

7.1 

def 

6.0 

def 

24 

-0.4 

-10.7 

NM 

D-D 

NM 

Zenith  Electronics 

30/na 

21 

5.8 

def 

64.8 

def 

17 

7.5 

9.6 

NM 

P-D 

NM 

Datapoint 

•/dd 

22 

2.0 

def 

42.1 

def 

18 

6.5 

-14.5 

NM 

D-D 

NM 

Gould 

35/pd 

23 

2.0 

def 

65.9 

def 

25 

-8.9 

-21.5 

NM 

D-D 

NM 

Control  Data 

•/• 

24 

0.0 

def 

47.9 

def 

19 

6.1 

-7.8 

NM 

D-D 

NM 

Storage  Technology 

•/dd 

25 

def 

NE 

NE 

2.3 

23 

-0.1 

3.6 

NM 

D-P 

NM 

Compaq  Computer 

•/• 

NA 

25.4 

44.7 

6.2 

NA 

29.2 

NA 

52.3 

NA 

Medians 

13.1 

9.5 

24.2 

3.5 

14.6 

7.6 

1.9 

-1.0 

Electronic  equipment 

EG&G 

•/• 

1 

29.7% 

24.5% 

3.3% 

4.3% 

3 

13.9% 

1.8% 

2 

16.1% 

-7.1% 

very  high 

AMP 

•/• 

2 

20.2 

14.0 

3.9 

7.6 

8 

9.2 

12.0 

5 

1.5 

10.3 

very  low 

Pitney  Bowes 

87/88 

3 

18.2 

20.2 

17.5 

8.4 

11 

7.6 

8.3 

3 

14.4 

11.9 

high 

Bairnco 

28/25 

4 

15.1 

12.1 

55.5 

3.6 

1 

33.0 

10.3 

1 

25.7 

-12.2 

very  high 

Perkin-Elmer 

46/41 

5 

14.1 

10.3 

12.0 

5.3 

14 

4.3 

-0.4  - 

8 

-0.9 

-13.6 

very  low 

Tyler 

35/  5 

6 

14.0 

6.3 

111.8 

1.3 

9 

9.2 

3.1 

9 

-1.7 

-38.9 

very  low 

Tektronix 

•/• 

7 

13.4 

6.0 

1.3 

3.7 

10 

7.8 

-5.5 

7 

0.8 

-32.3 

very  low 

M/A-Com 

•/• 

8 

13.0 

2.7 

48.8 

2.2 

2 

19.1 

-31.6 

6 

0.9 

-68.5 

very  low 

North  Amer  Philips 

27/31 

9 

12.2 

4.5 

48.1 

1.1 

6 

11.4 

4.3 

4 

2.0 

-50.9 

very  low 

General  Signal 

48/49 

10 

12.1 

3.8 

13.6 

2.1 

16 

2.8 

-7.1 

13 

-12.7 

-67.0 

average 

•  90%  or  more.  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit  PD: 
D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def  Deficit.  NA:  Not  available.  NE:  Negative  equity 
explanation,  see  page  61. 


Segment  profit,  total  deficit  D-D:  Deficit  to  deficit 
NM:  Not  meaningful.    jifThree-year  growth.    For  further 
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Most  improved 


Two  years  ago  Apple  Computer,  Inc.  was  a  disaster  in  the 
making,  with  slumping  sales  for  its  workhorse  product,  a 
feuding  top  management  and,  looming  over  everything, 
the  presence  of  a  competitor  25  times  its  size.  Today  Apple 
stands  as  the  most  improved  company  in  an  otherwise 
troubled  industry.  Shareholders  can  thank  its  chairman 
and  chief  executive  officer,  John  Sculley.  Brought  in  to  run 
Apple  by  cofounder  Steven  Jobs  in  1983,  he  wrote  a  turn- 
around program  that  improved  relations  with  dealers  and 
averted  a  potentially  fatal  confrontation  with  IBM  in  the 
office  computer  market  through  new  computers  that  offer 
the  option  of  IBM  compatibility. 

Recalls  Sculley:  "A  little  over  a  year  ago  people  felt  we 
were  taking  too  high  a  risk.  By  spring  they  felt  we  were 
taking  the  right  steps  but  were  unsure  if  they  would  work. 
By  autumn  people  had  a  high  level  of  confidence." 

Today  Apple  fetches  more  than  $40  a  share — versus  $20 
a  year  ago — and  analysts  are  still  issuing  buy  recommenda- 
tions. Despite  flat  sales  of  $1.9  billion  for  the  year' ended 
Sept.  26,  Apple's  earnings  per  share  more  than  doubled,  to 
a  record  $2.39.  Its  net  profit  margin  also  more  than  dou- 
bled, to  8.1%,  thanks  to  plant  closures  and  tighter  inven- 


Apple  Computer's  John  Sculley 


tory  and  production  controls.  At  fiscal  year-end  Apple  had 
$576  million  in  cash  and  no  long-term  debt. 

This  year  Apple  will  have  to  grow  through  sales.  New 
products  are  on  the  way  to  penetrate  markets  outside  the 
home  and  schools,  Apple's  strengths. 
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neywell 

al  1/43 

11 

12.0% 

8.7% 

28.0% 

3.2 

12 

5.6% 

9.1% 

9 

-1.7% 

20.4% 

very  low 

rian  Associates 

77/77 

12 

9.6 

def 

12.7 

def 

7 

10.4 

-8.4 

11 

-4.m 

P-D 

very  low 

ton 

57/33 

13 

9.2 

10.6 

36.7 

3.9 

15 

3.2 

4.0 

NM 

-39.2 

NM 

ming  Glass  Works 

28/42 

14 

9.0 

13.6 

23.5 

9.0 

17 

2.1 

7.1 

12 

-4.3 

70.1 

low 

q  Chemical 

18/16 

15 

8.0 

12.5 

89.3 

4.8 

5 

12.0 

-41.1 

14 

-23.7 

25.3 

average 

neral  Instrument 

47/DD 

16 

7.1 

def 

6.0 

def 

18 

-0.4 

-10.7 

NM 

D-D 

NM 

tl  Semiconductor 

43/pd 

17 

6.6 

def 

19.8 

def 

4 

13.1 

-6.6 

NM 

D-D 

NM 

)T 

•  /dd 

18 

5.9 

def 

20.5 

def 

13 

5.3 

-5.6 

NM 

P-D 

NM 

uld 

36/dd 

19 

2.0 

def 

65.9 

def 

19 

-8.9 

-21.5 

NM 

D-D 

NM 

:dians 

12.1 

6.3 

20.5 

3.2 

7.8 

-0.4 

-1.7 

-38.9 

imiconductors 

vanced  Micro 

•/dd 

1 

18.1% 

def 

48.7% 

def 

1 

22.8% 

-15.2% 

NM 

P-D 

NM 

net 

77177 

2 

13.8 

3.5% 

17.2 

1.6% 

7 

4.8 

0.0 

1 

-4.7% 

-38.2% 

very  low 

rtorola 

30/dp 

3 

12.7 

7.4 

25.0 

3.1 

4 

13.6 

4.3 

2 

-10.6 

8.5 

very  low 

el 

•/• 

4 

9.3 

def 

22.4 

def 

2 

14.6 

-16.1 

3 

-39.0 

P-D 

very  low 

neral  Instrument 

23/dd 

5 

7.1 

def 

6.0 

def 

8 

-0.4 

-10.7 

NM 

D-D 

NM 

tl  Semiconductor 

56/dd 

6 

6.6 

def 

19.8 

def 

5 

13.1 

-6.6 

NM 

D-D 

NM 

xas  Instruments 

39/dp 

7 

5.7 

def 

10.8 

def 

6 

5.7 

-7.4 

NM 

D-D 

NM 

row  Electronics 

•/• 

8 

1.2 

def 

131.1 

def 

3 

14.2 

-10.5 

NM 

D-D 

NM 

idians 

8.2 

def 

21.1 

def 

13.4 

-9.0 

NM 

P-D 

lustry  medians 

12.2 

6.3 

20.5 

3.0 

10.9 

1.8 

-4.2 

-35.3 

-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%   or   more  DD: 

Segment  deficit,  total  deficit. 

DP:  Segment  deficit,  total  profit 

PD:  Segment  profit,  total 

deficit  D-D: 

Deficit  to 

deficit. 

D-P:  Deficit  to  profit. 

P-D:  Profit  to  deficit 

def:  Deficit 

NA:  Not  available 

NE:  Negative  equity.    NM:  Not  meaningful. 

^Three-year  growth    For  further 

explanation,  see  page  61 
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CONGLOMERATES 

Though  these  companies  rarely 
compete,  they  pursue  the 
same  strategy:  Restructure 
early  and  often. 


By  Laura  Jereski 

To  judge  by  its  results,  modern  portfolio  management 
theory  when  applied  to  corporations  has  been  a  dud.  The 
idea,  of  course,  is  to  diversify  away  from  cyclical  risk  and  so 
improve  long-term  return.  No  such  luck  for  many  of  the 
diversified  companies  on  our  list.  They  consistently  under- 
perform  the  averages.  Over  the  last  five  years,  return  on 


equity  for  the  group  was  a  dismal  11.8%,  compared  with  a 
12.6%  average  for  all  industry.  This  year  earnings  per  share 
shrank  20.1%,  vs.  a  2.8%  rise  for  all  industry.  And  the  markei 
knows  it.  These  stocks  tend  to  sell  at  lower  P/Es  and  price-to- 
book  multiples  than  the  S&P's  500. 

Result:  These  companies  are  driven  to  churn  their  business 
mix  and  capital  structure  constantly.  This  year  diversifiec 
companies,  vulnerable  to  takeover  or  plunder,  went  on  the 


Most  improved 


A  surprising  midyear  decision — taking  a  T  out  of  ITT — 
earned  for  that  firm  the  title  of  most  improved  among 
diversified  companies  for  1986.  Out  went  moneylosing 
telecommunications,  and  in  its  place  came  a  greater  em- 
phasis on  equity  earnings  from  higher-margin,  off-balance- 
sheet  insurance  and  finance  subsidiaries.  That  now  prom- 
ises a  future  of  lower  debt  and  a  smaller  equity  base,  too. 
Return  on  equity,  an  unimpressive  4.6%  in  1985,  should 
more  than  triple  by  the  end  of  1987. 

Rand  Araskog,  chairman  and  chief  executive  officer, 
guided  ITT  in  this  redeployment.  In  February  he  foreclosed 
on  the  firm's  telephone  switch  business,  where  the  compa- 
ny had  lagged  far  behind  market  leaders  AT&T  and  North- 
ern Telecom.  Five  months  later  he  startled  investors  by 
announcing  a  joint  venture  with  France's  Compagnie 
Generale  d'Electncite.  The  venture  will  include  all  of 
ITT's  telecommunications  business,  which  last  year  con- 
tributed 23%  of  revenues  but  only  10%  of  profits. 

The  result  of  these  and  other  redeployments?  "It's  the 
best  balance  sheet  this  company  has  had  in  15  years,"  says 
Goldman,  Sachs'  Jack  Kelly.  On  top  of  the  $1.5  billion  or 
so  in  cash  ITT  will  get,  another  $800  million  in  debt  will 
go  mto  the  joint  venture.  ITT  hopes  to  pay  down  another 
$300  million  in  long-term  debt  out  of  $3.8  billion  in  total 
debt  at  the  end  of  the  third  quarter.  The  rest  may  be  used  to 
buy  back  outstanding  shares,  reduce  debt  further  or  make 
new  acquisitions. 


Peter  Tenzer'Vl'heeler  Pictures 


ITT  Chairman  Rand  Araskog 
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ensive  and  stepped  up  the  pace. 

)ne  company,  Figgie  International,  capped  a  reverse  stock 
it  with  a  public  offering,  using  the  proceeds  to  pay  down 
10  million  in  long-term  debt.  Debt-to-capital  now  stands  at 
'o,  compared  with  over  45%  a  year  ago.  Sales  in  the  largest 
ision,  fire  safety  and  protection,  perked  up,  as  have  results 
he  unconsolidated  financial  and  insurance  subsidiaries, 
isurance  and  finance  subsidiaries  pulled  the  weight  for 
er  companies,  too.  Insurance  and  equity  income  masked 
mant  results  in  Teledyne's  core  businesses.  In  the  fourth 
irter  the  company  spun  off  its  Argonaut  casualty  insurance 
ision  as  a  dividend  to  shareholders,  possibly  as  a  prelude  to 
lare  buyback.  Similar  strengths  buoyed  results  at  Textron 
I  Berkshire  Hathaway. 

)thers  weren't  so  fortunate.  Troubles  in  energy-related 
iness,  such  as  Litton's  exploration  operation,  which  un- 
went  a  $149  million  writedown,  cut  into  earnings,  as  they 
at  Tenneco,  Harsco  and  W.R.  Grace.  The  latter  also 
Eered  from  weak  demand  for  its  agrichemical  products, 
ich  drove  income  from  continuing  operations  down  93% 


through  the  first  nine  months,  as  against  the  same  period  of 
1985.  Efforts  to  restructure  by  selling  off  divisions  stalled, 
forcing  down  return  on  equity  for  the  past  12  months  to  60% 
of  the  five-year  average. 

Other  expected  divestitures:  the  troubled  Piper  Aircraft 
division  of  Lear  Siegler,  which  is  itself  set  to  be  taken  private 
early  this  year;  Moore  McCormack's  steel  service  division; 
and  what's  left  of  IC  Industries'  railroad  properties,  the  sub- 
ject of  a  third-quarter  $520  million  pretax  charge.  Allegheny 
International,  struggling  to  recover  from  Chairman  Robert 
Buckley's  profligate  regime,  must  divest  vigorously  in  order 
to  redress  a  balance  sheet  burdened  with  some  half  a  billion 
dollars  of  debt. 

Where's  the  action  for  investors?  Some  companies  are 
worth  more  dead  than  alive.  Goldman,  Sachs'  Jack  Kelly 
routinely  calculates  price/book  ratios.  Last  January  ITT,  then 
selling  slightly  under  book  value,  was  the  cheapest  on  his  list. 
Since  then  the  shares  have  appreciated  65%,  to  a  recent  52. 
This  year's  deadbeat:  Kidde,  currently  selling  at  around  book 
value.  ■ 


Conglomerates 
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edyne 

1 

26.5% 

18.4% 

35.9% 

9.0% 

17 

2.3% 

-2.3% 

3 

23.3% 

-41.1% 

average 

ver 

2 

21.7 

14.3 

11.2 

6.3 

7 

10.1 

-1.7 

6 

4.7 

-4.2 

average 

}ua  Industries 

3 

20.0 

22.4 

140.3 

6.0 

28 

-6.4 

-8.8 

4 

12.6tt 

41.9 

low 

lerican  Brands 

4 

19.8 

14.6 

26.3 

6.5 

15 

2.5 

24.5 

11 

1.3 

-11.4 

low 

ton  Industries 

5 

19.3 

7.4 

144.4 

1.6 

22 

0.4 

-1.5 

13 

0.0 

-65.3 

very  low 

ytheon 

6 

19.1 

20.3 

2.8 

5.6 

12 

4.4 

11.4 

9 

1.6 

14.1 

very  low 

nn  Mining  &  Mfg 

7 

19.0 

18.4 

12.3 

8.8 

10 

5.4 

8.9 

12 

0.9 

9.0 

very  low 

u  Siegler 

8 

18.5 

9.7 

34.3 

2.4 

8 

9.7 

7.1 

7 

3.9 

-35.6 

average 

•kshire  Hathaway 

9 

17.4 

27.3 

6.9 

26.8 

4 

15.2 

138.9 

1 

46.3 

140.5 

very  high 

:o  Standard 

10 

15.3 

12.5 

73.4 

1.3 

6 

10.7 

13.1 

15 

-2.1 

15.1 

low 

gie  International 

11 

14.8 

16.2 

25.8 

4.2 

0.1 

15.2 

8 

3.6 

37.0 

low 

ermark 

12 

13.5 

def 

322.6 

def 

3 

30.3 

2.0 

NM 

D-D 

NM 

VG 

13 

13.1 

def 

505.7 

def 

2 

31.2 

3.4 

18 

-13.4 

D-D 

very  low 

Ide 

14 

12.6 

3.5 

60.1 

1.1 

27 

-A.I 

-2.5 

17 

-6.2 

-68.7 

high 

rsco 

15 

11.9 

10.3 

24.4 

4.2 

19 

1.6 

-11.0 

14 

0.0 

-21.9 

very  low 

ilco 

16 

11.8 

9.0 

39.8 

3.9 

11 

4.8 

-8.6 

16 

-2.3 

-10.6 

very  low 

I  Grace 

17 

11.6 

6.8 

91.7 

2.5 

25 

-2.0 

-24.1 

19 

-16.8 

-7.6 

high 

nneco 

18 

11.2 

def 

115.8 

0.3 

18 

1.7 

0.0 

22 

-28.5 

P-D 

high 

xtron 

19 

10.7 

15.7 

74.5 

5.3 

16 

2.3 

-14.3 

5 

12.2 

22.6 

low 

r 

20 

9.0 

5.7 

42.2 

2.8 

30 

-9.2 

8.4 

20 

-19.2 

-20.1 

very  high 

Industries 

21 

8.4 

def 

100.7 

def 

20 

0.8 

-3.6 

10 

1.3 

P-D 

very  low 

l  Walter 

22 

8.0 

14.0 

75.9 

6.0 

14 

3.3 

1.2 

2 

31.1 

13.5 

average 

in  Central 

23 

7.9 

5.7 

10.6 

4.2 

21 

0.4 

-5.1 

NM 

-16.1 

NM 

>ore  McCormack 

24 

6.2 

def 

83.0 

def 

26 

-4.3 

-29.8 

21 

-21.7 

P-D 

average 

lfac 

25 

0.2 

def 

80.9 

def 

13 

4.3 

-3.4 

NM 

D-D 

NM 

International 

26 

def 

def 

90.0 

def 

24 

-1.7 

-36.6 

NM 

D-D 

NM 

iTX 

27 

def 

8.3 

591.5 

4.9 

29 

-8.0 

-24.3 

NM 

D-P 

NM 

romalloy  American 

28 

def 

11.1 

47.0 

3.5 

31 

-9.6 

-5.2 

NM 

D-P 

NM 

egheny  International 

29 

def 

def 

149.1 

def 

5 

12.5 

-9.7 

NM 

D-D 

NM 

re 

30 

deft 

def 

NE 

def 

9 

6.9 

-10.9 

NM 

D-D 

NM 

Iman-Peabody 

31 

NE 

26.0 

56.9 

2.9 

1 

199.7** 

56.3 

NM 

-14.9 

NM 

lustry  medians 

11.8 

9.0 

60.1 

2.9 

2.3 

-2.3 

-2.3 

-20.1 

-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit  def  Deficit.  NE:  Negative  equity.  NM:  Not  meaningful.  tFour-year  average.  ^Three-year 
growth    For  further  explanation,  see  page  61. 


IBES,  JANUARY  12,  1987 


107 


CONSTRUCTION 

It  is  one  of  the  economy's 
most  notoriously  cyclical 
industries,  and  a  strong 
residential  building  program 
rescued  it  in  1986.  But  that 
wont  cover  all  the  cracks  that 
are  now  beginning  to  appear 
in  the  construction  business. 


By  Jack  Willougbby 

Every  three  years  or  so  construction  goes  from  boom  to 
bust,  and  that  is  what  is  happening  now  once  again. 
The  dollar  value  of  construction  has  increased  50%  in  the 
last  four  years,  so  .  .  .  get  ready  for  bust.  "We're  headed  for  a 
downturn  as  severe  as  both  of  the  cycles  during  the  1970s," 
says  George  Christie,  chief  economist  for  construction  fore- 
caster F.W.  Dodge.  "We  see  cracks  in  the  system  already." 

Construction  has  had  an  increasingly  schizophrenic  look 
for  a  year  now.  Nonresidential  construction — such  as  projects 
for  hospitals  and  office  towers — weakened  steadily  through- 
out 1986.  The  biggest  problem?  The  huge  overhang  of  office 
space  in  major  metropolitan  centers.  The  vacancy  rate  in 
major  metropolitan  centers  hit  22%  by  the  third  quarter  of 
this  year,  according  to  a  Coldwell  Banker  survey.  Cutbacks  in 
U.S.  industrial  output  pose  another  problem.  And  import 
competition,  which  has  reduced  the  need  for  new  plant  and 


equipment,  should  not  be  overlooked  either.  Texas  has  beer 
particularly  hurt  by  declining  oil  prices.  With  the  pressure  or 
to  contain  the  federal  budget  deficit,  there  is  little  hope  tha: 
public  sector  construction  can  pick  up  the  slack. 

So  hard  times  are  already  here  for  commercial  builders  anc 
engineering  service  companies  that  rely  on  big  government  oi 
oil  industry  projects.  With  overseas  contracts  all  but  dried  up 
large  companies  like  Blount,  Inc.  and  Turner  Corp.  are  turn 
ing  to  the  crowded  competition  for  domestic  contracts. 

In  marked  contrast  to  the  commercial  sector  of  the  busi- 
ness, the  residential  market  looked  robust  indeed  in  1986 
Lower  mortgage  rates  fueled  a  rush  of  apartment-  and  home 
buying  in  the  first  half  of  the  year,  and  the  backlog  in  new 
orders  is  still  providing  momentum. 

But  there's  reason  to  expect  schizoid  behavior  within  the 
residential  sector — single-family  home  construction  healthy 
multi-unit  construction  seriously  off.  If  mortgage  rates  re< 
main  steady,  single-family  starts  are  expected  to  drop  onl> 


Construction 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Residential  builders 

Pulte  Home  •/• 
Fleetwood  Enterprises  43/25 
Ryland  Group  •/• 
Centex  41/62 
Ryan  Homes  •/• 

1  24.6%     10.6%      10.5%  2.5% 

2  20.5       13.7         0.0  3.1 

3  17.2       28.8        15.1  3.8 

4  13.3t      15.2        11.5  3.5 

5  10.1       15.7        11.1  4.1 

2  23.1%  4.1% 
1           29.3          -2.6  ' 

3  17.4  40.4 
6           7.9  6.2 
5           9.5  8.6 

5  17.2%  -12.6% 
1           121.7*  -24.8 

3  29.3  79.1 

6  17.0  19.8 

4  17.9  13.6 

low 
very  high 
average 
low 
low 

Del  E  Webb 
Skyline 

Kaufman  &  Broad 

US  Home  »/dd 

6  7.5       13.7        79.4  6.7 

7  6.2        8.5         0.0  3.4 

8  4.4       13.9       124.6  3.7 

9  def        def       98.3  def 

9          -6.5  -9.0 

7  2.9  -2.8 
4           11.4  33.6 

8  -0.5  -17.3 

2             43.3  19.1 
7              7.0  17.5 
NM  10.7 
NM  D-D 

high 
average 
NM 
NM 

Medians 

10.1       13.7        11.5  3.5 

9.5  4.1 

17.2  13.6 

•  90%  or  more.    DD:  Segmen!        it.  total  deficit    DP:  Segment  deficit,  total  profit.    PD:  Segment  profit,  total  deficit    D-D:  Deficit  to  deficit    D-P:  Deficit  to 
profit    P-D:  Profit  to  deficii           leficit    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    tFour-vear  average    ±Four-year  growth.    For  further 
explanation,  see  page  61. 
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NEW  1987 
MAXIMA  GXE 

THE  SMART  SIDE 
OF  LUXURY 


H  NISSAN 


===== ri=r:= 


Nissan  proudly  invites  you  to  enter  our  world  of 
luxury. .the  elegant  world  of  Maxima.  It  begins 
with  crisp,  classic  design.  Stylish;  Beautiful! 

In  addition  to  Maxima's  outer  beauty  you'll  dis- 
cover power  can  be  beautiful  as  well.  Under  the 
hood  waits  a  fuel-injected,  3-liter  V-6  engine,  the 
same  engine  that  propels  the  awesome  300  ZX. 

Inside  Maxima,  Nissan's  advanced  technology 
continues  to  shine.  The  most  wanted  luxury  fea- 
tures like  cruise-control,  reclining  bucket  seats, 
lumbar  support,  power  windows,  air  condition- 


ing, 6-speaker  am-fm  stereo  system  with  Dolby 
cassette  and  7-band  equalizer  and  much  more, 
are  all  standard. 

in  fact,  Maxima  for  '87  is  so  impressive,  Motor 
Trend  Magazine  called  it  the  "best  luxury  sedan 
under  $25,000."  And  for  the  record,  the  Maxima 
sticker  price  is  nearly  10,000  dollars  less. 

Extended-Service  Plan  available,  up  to  5  years/ 
100,000  miles.  Ask  about  Nissan's  Security-Plus,  at 
participating  Nissan  dealers. 


THE  LUXURY  AND  PERFORMANCE  IS  MAXIMA. 

THE  NAME  IS  NISSAN 

Watch  The  Los  Angeles  Open,  presented  by  Nissan,  February  21  and 22  on  CBS. 


"We've  made  a  $100  millio 


Revenues  per  Employee 

1981 

$175,000 

1985 

$285,000 

Percentage  o 

[  P/C  Premiums 

from  Automated  Agents 

1981  8.4% 

1985 

50.3% 

Current  yield  wasn't  our  goal.  A  long-term 
return— aimed  at  reducing  costs  and 
boosting  productivity  through  automa- 
tion— was  the  objective.  And  that's  a  key 
part  of  the  new  strategy  that  has  been 
driving  Continental  since  the  early  1980s. 

What  happened  to  the  $100  million? 
Some  of  it  was  spent  on  our  top  indepen- 
dent agents  to  help  them  automate  their 
operations  and  link  up  with  our  main 
computer.  Part  of  the  money  computer- 


ized our  claims  operation.  And  some  of 
the  dollars  will  enable  many  of  our  opei 
ing  units  to  share  on-line  underwriting 
information  and  expertise — regardless  o 
their  location  worldwide. 

These  actions  and  other  measures  to  be 
cost  effectiveness  have  already  started  tc 
pay  off.  Automated  agents  are  beginnin; 
to  give  us  more  business  than  non-auto- 
mated agents.  And  that  leads  to  more  pre 
itable  business.  Revenues  per  employee 


vestment  that  isn't  yielding  a  penny." 


ve  risen  over  60  percent;  our  claims  pro- 
ssing  has  been  made  more  efficient 
d  accurate;  and  our  adjusters  can  in- 
intly  verify  most  policyholder  coverages. 
We've  made  other  changes  in  keeping 
th  our  new  corporate  strategy.  Like 
organizing  our  resources  to  better  serve 
tional  insurance  brokers  and  their  cus- 
ners.  And  refining  our  independent 
ency  network  in  order  to  develop  long- 
m  ties  with  a  handpicked  group  of 


profit-oriented  agents.  We've  also  added 
new  distribution  channels.  We've  selec- 
tively expanded  our  life  and  health  busi- 
ness, and  developed  new  products  and 
services  for  promising  niche  markets. 

We  believe  today's  Continental  has 
the  future  covered.  Write  for  our  latest 
annual  report:  The  Continental 
Corporation,  Dept.  RG,  Corp.  Comm., 
180  Maiden  Lane,  New  York,  NY  10038. 
Or  call  (212)440-7747. 
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Insi 


A  F^Continental 
Insurance, 

We  have  the  future  covered. 


Most  improved 


The  industry's  most  improved  builder  was  clearly  Mary- 
land's Ryland  Group  Inc.,  which  under  Chairman  C.E.  (Ted) 
Peck  adopted  an  expansion  strategy  of  entering  only  one  or 
two  markets  every  year,  no  matter  what  the  economic 
climate.  Luckily,  in  1986  Ryland  found  itself  in  the  middle 
of  the  buying  rush  along  the  eastern  seaboard.  As  a  result, 
sales  shot  up  40%  over  the  year  before.  Says  Peck,  "Our 
principle  is  to  manage  conservatively  with  little  leverage, 
high  asset  turnover  and  very  little  money  in  land." 

In  1986  that  strategy  paid  off  big  for  shareholders.  Profits 
jumped  nearly  80%,  to  about  $2  a  share,  or  more  than 
three  times  what  they  were  when  the  housing  cycle  last 
peaked,  in  1979.  Return  on  equity  was  almost  29%,  well 
above  its  own  five-year  average  of  17%.  Says  Barbara 
Alexander,  analyst  for  Salomon  Brothers  Inc.,  "They  do  a 
superb  job  balancing  corporate  control  with  entrepreneur- 
ship  in  regional  markets." 


Construction 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earnings 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Commercial  builders 

Turner 

•/• 

1 

24.3% 

12.0% 

65.3% 

0.4% 

13 

0.6% 

21.2% 

2 

9.6% 

-19.9% 

average 

Dover 

37/30 

2 

21.7 

14.3 

11.2 

6.3 

3 

10.1 

-1.7 

3 

4.7 

-4.2 

average 

Blount 

57/33 

3 

18.4 

2.9 

158.4 

0.3 

4 

9.8 

21.2 

6 

-A.6 

-71.1 

very  low 

United  Technologies 

29/28 

4 

14.2 

10.9 

37.5 

3.0 

7 

4.7 

2.0 

7 

-5.1 

71.0 

very  low 

Dynalectron 

47/dp 

5 

14.0 

3.1 

6.1 

0.8 

5 

8.6 

10.4 

8 

-11.8 

-73.0 

very  lov» 

Foster  Wheeler 

36/10 

6 

13.8 

5.9 

35.9 

1.9 

16 

-5.3 

2.6 

9 

-16.2 

-27.1 

very  higl 

Centex 

47/  7 

7 

I3.3f 

15.2 

11.5 

3.5 

6 

7.9 

6.2 

1 

17.0 

19.8 

low 

Morrison-Knudsen 

69/12 

8 

13.1 

10.1 

9.2 

1.9 

11 

2.4 

4.6 

4 

2.5 

-7.3 

average 

Halliburton 

27/29 

9 

12.1 

def 

11.1 

def 

19 

-9.7 

-21.1 

11 

-37.2 

P-D 

high 

Guy  F  Atkinson 

76/77 

10 

11.5 

5.8 

7.8 

1.2 

15 

-3.0 

-5.4 

5 

1.9 

NA 

very  lovi 

CBI  Industries 

68/30 

11 

11.1 

7.7 

51.0 

2.7 

2 

10.7 

28.0 

NM 

D-P 

NM 

Fischbach 

•/DD 

12 

10.9 

def 

23.6 

def 

12 

0.7 

30.9 

NM 

D-D 

NM 

Enserch 

30/  9 

13 

10.1 

def 

81.0 

def 

9 

3.6 

-13.4 

NM 

P-D 

NM 

American  Standard 

45/42 

14 

9.5 

11.3 

18.3 

3.1 

8 

3.6 

-7.3 

10 

-29.8 

-10.4 

high 

Trinity  Industries 

57/pd 

15 

7.0 

3.9 

110.5 

1.4 

20 

-11.1 

-2.4 

NM 

D-P 

NM 

Perini 

•/dp 

16 

6.1 

3.5 

43.0 

0.4 

14 

0.0 

-4.8 

NM 

D-P 

NM 

Butler  Manufacturing 

86/88 

17 

4.4 

8.2 

26.6 

2.1 

10 

2.7 

15.0 

NM 

51.0 

NM 

Fluor 

76/DD 

18 

def 

def 

36.6 

def 

17 

-5.6 

16.0 

NM 

D-D 

NM 

Dravo 

42/  3 

19 

def 

3.2 

31.3 

0.7 

18 

-8.7 

4.1 

NM 

D-P 

NM 

Henley  Group 

na/na 

NA 

NA 

3.0 

def 

1 

24.5* 

NA 

NA 

NA 

NA 

Medians 

11.5 

5.8 

29.0 

1.0 

2.6 

4.1 

-29.8 

-49.1 

Cement  and  gypsum 

USG 

49/82 

1 

16.1% 

22.8% 

20.8% 

8.4% 

1 

12.9% 

6.5% 

1 

24.2% 

8.5% 

average 

Texas  Industries 

54/46 

2 

12.8 

5.5 

172.6 

2.0 

3 

4.9 

55.0 

2 

-17.6 

-50.4 

high 

Moore  McCormack 

49/53 

3 

6.2 

def 

83.0 

def 

5 

-4.3 

-29.8 

3 

-21.7 

P-D 

average 

Lone  Star  Industries 

•/88 

4 

5.4 

4.4 

55.1 

4.4 

4 

0.4 

-5.5 

NM 

-69.8 

NM 

Lafarge 

89/» 

5 

def 

6.6 

72.3 

2.8 

2 

8.2 

2.5 

NM 

500.0  + 

NM 

Ideal  Basic  Inds 

•/DD 

6 

def 

def 

NE 

def 

6 

-7.7 

-18.7 

NM 

D-D 

NM 

Medians 

5.8 

5.0 

63.7 

2.4 

2.7 

-1.5 

-21.7 

-60.1 

•  90%  or  more  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit  PD:  Segment  profit,  total  deficit.  D-D:  Deficit  to  deficit  D-P:  Deficit  to 
profit.  P-D:  Profit  to  deficit  def:  Deficit.  NA:  Not  available.  NE:  Negauve  equity.  NM:  Not  meaningful  tFour  vear  average  JFour-vear  growth.  For  further 
explanation,  see  page  61 
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ghtly,  from  a  robust  1.18  million  units  in  1986  to  a  healthy 
ough  1.12  million  this  year.  But  there  is  little  doubt  that 
i  tax  reforms  taking  effect  in  1987  will  hit  the  rest  of  the 
irket  hard.  Says  David  Seiders,  economist  for  the  National 
sociation  of  Home  Builders:  "The  trouble  spot  is  clearly 
irtments.  Vacancy  rates  are  hitting  20-year  highs."  Some 
aerts  expect  a  23%  decline  in  new  apartments,  dropping 
srall  starts  from  630,000  to  480,000  units. 
What  of  ancillary  industries?  The  sellers  of  lumber  and 
ilding  supplies  did  nicely  during  the  year.  Louisiana-Pacif- 
a  leading  supplier  to  home  builders,  saw  earnings  double 


during  the  year  to  about  $60  million  on  sales  of  $1.5  billion.  A 
tariff  on  imports  of  Canadian  lumber  helped  alleviate  import 
competition  while  it  simultaneously  helped  boost  profit  mar- 
gins for  Louisiana-Pacific  and  other  firms. 

Could  1987  become  a  year  of  takeovers  in  home-building? 
Perhaps.  Witness  the  $360  million  tender  for  builder  Ryan 
Homes  Inc.  by  NV  Homes,  a  tiny  Virginia  master  limited 
partnership.  John  Stanley  of  Wertheim  &.  Co.  talks  of  a  "new 
breed"  of  home  builder  like  Denver's  M.D.C.  Holdings,  un- 
afraid of  using  leverage  to  compete  with  old-line  builders  like 
Kaufman  &.  Broad  Inc.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 

jmpanv  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

umber 

illamette  Inds  34/15 
tlatch  24/dp 
eyerhaeuser  47/52 
;orgia-Pacific  66/85 
ise  Cascade  24/12 

1  8.8%     13.1%     44.8%  5.4% 

2  6.4       10.5        62.8  5.6 

3  6.0        7.2        53.1  4.5 

4  5.3       10.3       49.2  3.5 

5  5.2        5.8        75.0  2.4 

4  5.0%  -1.9% 
6           3.5  0.2 

5  4.3  1.2 

2  6.7  2.0 

3  5.4  -1.0 

1  12.2%  -8.3% 

2  -4.4  51.0 
5            -8.2  56.2 

4            -7.5      500.0  + 

3  -5.8  57.9 

very  low 
very  low 

low 

low 

low 

lampion  Intl  26/17 
uisiana-Pacific  84/« 
uthwest  Forest  Inds  26/» 

6  3.3        6.7        82.3  3.9 

7  2.9        6.9       25.1  3.7 

8  def        def      114.7  def 

1            9.0  -27.8 

7  3.0  16.6 

8  -0.5  -12.5 

NM  D-P 
NM  160.7 
NM  D-D 

NM 
NM 
NM 

edians 

5.3         7.1        58.0  3.8 

4.7  -0.4 

-7.9  56.2 

ther  materials 

irhsle  Cos  33/70 
rco  Laboratories  47/29 
asco  •/• 
nhart  na/na 
anadyne  43/69 

1  20.3%      8.8%     18.4%  3.8% 

2  19.4       21.1        81.7  4.3 

3  18.6       19.2        67.9  14.4 

4  16.9        def        66.4  def 
<;              1 A  5         131          1  f)  A             5  s 

J                    lO.J            IO-1              1U.O  D.D 

13           6.0%  -9.5% 
4          17.1  40.4 
8            8.0  42.2 

iLJ                         U.U  1*+./ 

18            3.9  5.4 

15            -2.0%  -41.5% 
12              2.8  31.2 
8              9.8  30.4 
10             3.8  P-D 

A                  1 A  7          —A  7 
O                      ID./  — f .  / 

very  low 
very  low 

high 
average 
average 

AO/17 

llcan  Materials  50/80 
irnco  71/74 
rlet  21/42 
'G  Industries  36/40 

f.                             918          9f)R  84. 

7  15.8       16.5        14.2  9.0 

8  15.1       12.1        55.5  3.6 

9  14.0        6.3      111.8  1.3 
10           13.8       17.7        51.1  6.6 

5  12.9  6.5 
12            6.1  -3.7 

2          33.0  10.3 

6  9.2  3.1 
10            7.1  6.3 

4            24.2  8.5 

13  0.2  17.0 
3            25.7  -12.2 

14  -1.7  -38.9 
9              9.4  13.8 

average 
very  low 
very  high 
very  low 

average 

\F  49/17 
ortek  63/47 
:Soto  73/79 
silco  28/30 
•mstrong  World  Inds  75/78 

11  13.4       24.0        45.7  9.9 

12  12.6       14.9      281.8  3.4 

13  12.1         5.1        33.0  1.6 

14  11.8        9.0       39.8  3.9 

15  10.6       15.8         6.9  6.2 

22           2.2  3.0 
3           29.4  69.4 
17           3.9  0.8 
15            4.8  -8.6 
14            5.0  13.1 

NM  31.0 
11              3.8  1.1 

7            12.7  -56.2 
16            -2.3  -10.6 
5            22.6  17.5 

NM 
very  low 

average 
very  low 

average 

wens-Coming  78/76 
merican  Standard  24/37 
:co  Industries  •/• 
H  Robertson  80/dd 
n  Walter  31/18 

16  10.5        4.6       52.5  1.2 

17  9.5       11.3        18.3  3.1 

18  9.1         7.9         9.1  1.8 

19  8.3        def        73.7  def 

20  8.0       14.0        75.9  6.0 

7            8.0  20.0 

19  3.6  -7.3 
9            7.4  11.0 

24          -0.1  -5.2 

20  3.3  1.2 

2            26.3  -64.2 
18          -29.8  -10.4 
17            -4.1  -4.7 
NM  D-D 

1            31.1  13.5 

high 
high 
low 
NM 
average 

:rtainTeed  •/• 
rane  73/77 
rst  City  Inds  48/53 
anville  76/76 
jppers  55/nm 

21  4.5        12.4        21.2  5.1 

22  1.2       15.3       154.4  2.1 

23  0.9        def      349.9  def 

24  def        7.6       41.0  4.5 

25  def        def       40.6  def 

11            6.9  -1.3 
27         -11.2  16.7 
1           41.9  7.4 

25  -4.3  2.1 

26  -5.4  -22.8 

NM  4.2 
NM  -21.1 
NM  D-D 
NM  D-P 
NM  D-D 

NM 
NM 
NM 
NM 
NM 

:mple-Inland  21/23 
srk  International  »/dd 

NA         8.6        27.6  6.1 
NA        NA       22.9  1.1 

16           4.5  -1.2 
21            2.9*  NA 

NA  -16.6 
NA  NA 

NA 
NA 

edians 

12.1       11.7        41.0  3.8 

5.0  4.3 

0.2  -10.5 

dustry  medians 

10.5         8.6        40.2  3.1 

4.6  2.6 

-5.1  -10.4 

1-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    tFour-year  average.    tFour-year  growth.    For  further 
explanation,  see  page  61. 
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CONSUMER 
PRODUCTS 

Some  improvement  on  the 
scoreboard,  but  playing 
conditions  are  still  tough. 

By  Rita  Koselka 

While  hardly  a  blockbuster,  1986  gave  consumer  prod- 
uct manufacturers  little  to  weep  about,  and  1987  will  be 
much  the  same.  On  the  home  front,  industry  titan  Procter  & 


Gamble  got  an  impressive  jump  on  competitors  with  its  nevi 
Crest  tartar-control  toothpaste  and  grabbed  3%  from  Colgate 
Palmolive's  market  share.  Colgate  fought  back  with  its  own 
version  in  the  autumn  and  has  since  recovered  much  of  its 
lost  share.  Similar  tugs-of-war  were  fought  over  diapers  anc 
laundry  and  dishwashing  detergents. 

Among  the  makers  of  consumer  electronics  products,  Em 
erson  Radio  topped  the  list.  Earnings  leapt  as  Emerson  in| 
creased  production  in  Taiwan  and  Korea.  By  contrast,  the  U.S 
market  for  refrigerators,  washers,  dryers  and  other  big-tickei 
appliances  is  now  close  to  an  oligopoly  shared  by  Maytag; 
Whirlpool  and  General  Electric. 

The  home  furnishing  sector,  battling  against  low-cos| 
Asian  manufacturers  for  a  decade,  has  little  hope  of  winninj 
protectionist  legislation.  But  even  without  it,  some  compai 
nies  made  gains  as  three  years  of  paring  and  pruning  began  to 
pay  off.  Of  15  companies  in  the  group,  10  showed  earning! 
gains  over  the  last  12  months.  Note,  especially,  Burlington 
Industries,  which,  after  a  tough  year  in  1985  brought  on  b] 
intense  price-cutting  and  heavy  expenditures  for  plant  closi 


Consumer  products 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Appliances 

Emerson  Radio  •/• 
Maytag  •/• 
Emerson  Electric  24/20 
Fuqua  Industries  28/59 
General  Electric  na/na 

1  25.7%    35.1%     55.6%  3.1% 

2  24.7t      20.2        14.9  6.5 

3  20.4       18.7        14.1  8.3 

4  20.0       22.4       140.3  6.0 

5  19.8       17.4        29.7  7.7 

1          50.1%  60.8% 
3           15.0*  NA 
9            7.9  6.5 
17          -6.4  -8.8 
14            2.0  15.0 

1           171.7*%  54.4% 
3             33.5*  NA 
8              7.2  3.5 

5  12.6**  41.9 

6  9.7  3.7 

very  high 
very  high 
very  high 

low 
very  high 

Whirlpool  •/• 
Pittway  40/31 
Stanley  Works  35/41 
Briggs  &  Stratton  •/• 
North  Amer  Philips  28/dp 

6  18.0       17.1        13.0  5.3 

7  15.5       11.8         7.3  5.3 

8  14.4       16.1        50.5  5.6 

9  13.1       11.1         0.0  4.3 
10           12.2        4.5       48.1  1.1 

8           9.3  16.5 
7          10.5  10.2 
12            5.0  20.6 
15            1.5  5.5 
6           11.4  4.3 

4            12.9  21.9 
9             3.8  3.7 
7             8.6  6.6 
11            -3.2  2.8 
10             2.0  -50.9 

very  high 

low 
average 
very  low 
very  low 

Arvin  Industries              23/  5 
Roper  Corp  •/• 
Zenith  Electronics  65/na 
First  City  Inds  26/18 
Black  &  Decker  »/dd 

11  11.5       17.0        22.5  4.8 

12  8.8       22.8        79.5  3.1 

13  5.8         def        64.8  def 

14  0.9        def      349.9  def 

15  0.4        def       43.9  def 

4  14.7  6.9 
11  7.0  4.1 
10            7.5  9.6 

2  41.9  7.4 
13            3.3  2.7 

2            36.8  19.1 
NM  D-P 
NM  P-D 
NM  D-D 
NM  P-D 

very  high 
NM 
NM 
NM 
NM 

Toro  •/• 
Allegheny  International  na/na 
American  Hoist  26/44 
Premark  Intl  na/na 
SSMC  78/« 

16  def       21.1        27.6  3.8 

17  def        def      149.1  def 

18  def        def        79.4  def 
NA        NA        43.2  1.2 
NA       NA        16.5  def 

16          -1.0  20.1 
5           12.5  -9.7 

18  -10.7  -2.3 

NA  NA 

19  -13.6*  -6.7 

NM  21.5 
NM  D-D 
NM  D-D 
NA  NA 
NA  NA 

NM 
NM 
NM 
NA 
NA 

Medians 

12.7       16.6        43.6  3.5 

7.5  6.7 

2.9  3.6 

Home  furnishings 

Rubbermaid  •/• 
Leggett  &  Piatt  79/82 
Shaw  Industries  •/• 
Kiddc  42/45 
West  Point-Pepperell  61/« 

1  20.2%    22.4%       9.4%  9.0% 

2  20.0       19.5        48.4  5.6 

3  19.8       18.7       45.1  4.3 

4  12.6        3.5        60.1  1.1 

5  11.3         9.2        46.2  3.0 

2  16.8%  25.1% 

3  16.6  21.6 
1           20.4  10.2 

12          -4.7  -2.5 
9            0.4  50.6 

2  25.6%  20.8% 

3  19.3  18.8 
1            36.3  -1.4 
7            -6.2  -68.7 
6            -4.8  48.7 

very  high 
very  high 

high 

high 
very  low 

Interco  23/28 
Coming  Glass  Works       24/  1 
Springs  Industries  49/» 
Fieldcrest  Cannon  •/• 
Burlington  Inds  33/72 

6  9.6         8.6        15.9  3.9 

7  9.0       13.6       23.5  9.0 

8  8.8        5.3       60.9  1.6 

9  6.2        7.5      180.1  1.5 
10            5.8        5.0       33.2  2.0 

8            0.8  -1.2 
6            2.1  7.1 

4  3.8  65.6 

5  2.6  64.8 
10          -0.6  -0.9 

8  -6.9  52.3 
5             -4.3  70.1 
4               1.8  52.6 

9  -10.4  213.5 
10          -26.6  356.8 

average 

low 
very  low 

low 
average 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit.    D-P:  I 
def:  Deficit    NA  Not  available.    NM.  Not  meaningful.    tFour-year  average.    *Four-year  growth    ttThree-year  growth.  F 

deficit  to  profit.    P-D:  Profit  tc 
or  further  explanation,  see  page 

deficit. 
61. 
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and  upgrading,  enjoyed  a  spectacular  earnings  rise  of  rates  from  an  average  of  46%  for  the  industry  to  34%.  Most  of 

Yo  on  flat  sales  in  1986.  the  gain  will  undoubtedly  be  pumped  back  into  the  same 

datively  unaffected  by  the  loss  of  investment  tax  credits  strategies  needed  to  play  the  game:  new  product  develop- 

t  into  new  tax  legislation,  most  consumer  products  man-  ment,  holding  prices  down  against  foreign  competition  and 

turers  should  benefit  from  the  lowering  of  corporate  tax  retiring  debt.  ■ 

Most  improved 


or  generations  Colgate-Palmolive  Corp.  was 
Lewed  as  the  stodgiest  and  least  imaginative 
onsumer  products  manufacturer.  But  with 
le  arrival  in  1984  of  President  and  Chief 
xecutive  Reuben  Mark,  now  47,  fresh 
reezes  began  to  blow.  His  changes  earned  C- 

the  rating  of  most  improved  in  its  industry 
>r  1986.  The  Yardsticks,  weighted  toward 
le  long  view,  don't  yet  reflect  it. 

Under  Mark,  Colgate  has  finished  a  vigor- 


ous cost-cutting  campaign,  accompanied  by  a 
barrage  of  new  products  like  pump  tooth- 
paste and  liquid  dishwasher  detergents. 
These  efforts,  plus  the  weakening  U.S.  dollar, 
sent  earnings  leaping  179%.  C-P  stock  rose 
by  40%  during  the  year,  to  $43  a  share.  As  the 
fresh  breezes  blow,  Chairman  Mark  is  culti- 
vating an  entrepreneurial  spirit  at  C-P.  Says 
Mark:  "I  cover  my  mouth  at  meetings  and  let 
my  managers  do  the  talking." 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
— segment — 
pany  sales/profits 

latest      debt  as  net 
j-year     iz            /o  oi  pront 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

asco  •/• 
:y  Industries             29/  5 
lor  Hocking  75/62 
evens  39/51 
lark  Intl  43/50 

11  5.4%      6.1%     21.0%  1.8% 

12  1.2       11.6       120.8  3.9 

13  1.1         def       44.5  def 

14  0.9         7.9       34.3  2.3 
NA        NA        43.2  1.2 

7            1.7%  0.7% 

13  -5.2  4.8 

14  -5.6  2.5 
11          -1.1  -10.8 

NA  NA 

NM  -18.3% 
NM  14.8 
NM  D-D 
NM  D-P 
NA  NA 

NM 
NM 
NM 
NM 
NA 

ians 

8.9         8.3        44.5  2.3 

1.3  6.0 

-6.6  20.8 

lsehold  products 

rican  Home  Prods  32/20 
ox  89/« 
ter  &  Gamble  33/51 
ing  Drug  43/na 
omics  Laboratory  27/10 

1  34.3%    33.4%       1.7%  15.6% 

2  20.0       18.9         7.0  9.1 

3  18.2       13.2        40.2  4.5 

4  15.2       13.2        20.1  6.3 

5  12.7        18.3        23.0  5.4 

4  3.9%  5.4% 

1  10.5  -0.3 
3           4.6  18.4 

5  0.8  6.7 

2  5.1  10.0 

2  10.9%  9.1% 
1            19.8  8.5 

3  2.4  9.4 

4  -0.6  -15.5 
NM  10.7 

very  high 
very  high 
very  low 
very  low 
NM 

ians 

18.2       18.3        20.1  6.3 

4.6  6.7 

2.4  9.1 

sonal  products 

ol-Myers  22/18 
tte  88/« 
son  &  Johnson  43/40 
lee  88/» 
ebrough-Pond's  31/46 

1  23.6%    22.7%       6.2%  12.0% 

2  19.5       19.5        34.3  6.7 

3  19.4       10.9         8.1  5.2 

4  19.1       35.6        10.5  14.9 

5  19.0       17.6       106.2  4.5 

5  6.9%  9.1% 
11            0.3  15.9 

6  5.3  9.5 
10           0.3  -2.0 

1          12.1  21.3 

1            13.9%  6.6% 
6              5.6  10.6 
3              7.0  -38.5 

10  -4.0  352.5 

11  -4.1  9.7 

very  high 
very  high 

high 
very  low 

low 

ter  &  Gamble  40/48 
nbrand  Inds  54/68 
berly-Clark  76/68 
ring-Plough  41/36 
l  Products  65/65 

6  18.2       13.2        40.2  4.5 

7  17.7       17.3        47.5  7.3 

8  15.1        14.8        27.1  6.1 

9  14.3       14.6        20.9  10.9 
10            12.7         def        97.5  def 

7  4.6  18.4 

2  9.4  20.7 

3  9.0  7.6 

8  1.8  21.2 

9  1.0  -5.4 

7  2.4  9.4 
2              7.5  24.5 
5              6.1  -3.1 

8  -1.7  13.6 
NM  P-D 

very  low 

high 
average 
very  low 
NM 

ate-Palmolive  75/51 
hound  25/34 
t  Paper  67/59 
on  Group  64/62 

11  12.4       13.7        53.3  2.3 

12  11.6       10.4        58.3  4.7 

13  10.3       14.9       111.3  5.6 

14  def        def      656.3  0.3 

12  -2.4  6.6 

13  -16.0  2.9 
4            7.8  10.3 

NA  1,799.3 

12           -14.2  179.0 
9            -3.2  4.5 
4              7.0  15.1 
NM  D-D 

average 
low 
low 
NM 

ians 

16.4       14.7        43.9  5.4 

4.6  9.9 

0.4  9.6 

stry  medians 

12.7       13.6        41.7  4.5 

3.9  7.4 

-1.7  9.3 

ndustry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

)0%  or  more    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit    D  P:  Deficit  to  profit    P-D:  Profit  to  deficit, 
f.  Deficit    NA:  Not  available    NM:  Not  meaningful,    t Four-year  average.    {Four-year  growth    {{Three-year  growth.    For  further  explanation,  see  page  61 
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ELECTRICAL 
EQUIPMENT 

Core  markets  have  matured,  so 
winners  will  be  those  firms  that 
diversify  for  growth. 


By  Edward  F.  Giltenan 

Since  mid- 1984  this  group's  earnings  have  steadily  outper- 
formed the  S&P's  400.  Reason:  aggressive  cost-cutting  plus 
diversification.  The  latter  is  key  because  traditional  equipment 
markets  are  growing  at  less  than  5%  per  year  and  demand  is 
weak  for  standard  products  like  motors,  generators  and  trans- 
mission gear. 

Thus,  in  1986  winners  targeted  markets  in  which  they  were 
already  front-runners,  dumped  lines  in  weak  markets  and 
moved  on.  Take  GE,  which  pushed  further  into  service  and 
technology  businesses  by  completing  acquisition  of  RCA  for 
$6.4  billion  and  purchasing  80%  of  Kidder,  Peabody.  As  a  result 
of  the  RCA  deal  alone,  GE  enjoyed  the  most  impressive  sales 
growth  in  the  Yardsticks,  from  0.5%  in  1985  to  15%  last  year. 

Emerson  Electric  has  led  all  others  in  return-on-equity  for  the 
last  decade  by  cutting  costs  while  sticking  mainly  to  manufac- 
turing businesses.  Thus,  last  October  Emerson  bought  Copeland 
Corp.,  the  world's  largest  maker  of  compressors  for  air  condi- 
tioners, for  about  $500  million. 

This  group's  bright  spots  are  consumer  durables  (appliances 
and  components),  defense  electronics,  the  servicing  of  existing 
utilities  and  factory  automation.  Look  for  diversified  companies 
with  good  positions  in  these  markets  to  do  well.  ■ 


Electrical  equipment 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earning: 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Emerson  Electric 

63/67 

1 

20.4% 

18.7% 

14.1% 

8.3% 

2 

7.9% 

6.5% 

5 

7.2% 

3.5% 

very  big 

General  Electric 

na/na 

2 

19.8 

17.4 

29.7 

7.7 

10 

2.0 

15.0 

1 

9.7 

3.7 

very  hig 

National  Service 

39/41 

3 

18.9 

17.1 

4.9 

5.6 

1 

8.2 

7.7 

2 

9.0 

5.3 

very  hig 

Square  D 

81/« 

4 

17.7 

14.5 

27.3 

6.4 

5 

6.3 

1.2 

7 

-2.4 

-2.6 

very  lov 

Hubbell 

•/• 

5 

17.5 

18.3 

2.5 

9.6 

7 

4.1 

9.1' 

3 

8.0 

14.3 

high 

WW  Grainger 

•/• 

6 

15.9 

16.2 

5.2 

7.4 

4 

7.0 

3.1 

6 

7.0 

18.9 

average 

Westinghouse 

73/64 

7 

15.8 

19.8 

20.9 

5.9 

6 

4.1 

6.9 

4 

7.4 

25.7 

high 

Raychem 

•/• 

8 

12.8 

13.2 

8.7 

6.1 

3 

7.5 

18.4 

8 

-6.5 

51.8 

high 

Cooper  Industries 

46/60 

9 

12.4 

11.0 

76.9 

4.1 

8 

3.7 

32.9 

10 

-15.7 

21.2 

average 

General  Signal 

20/22 

10 

12.1 

3.8 

13.6 

2.1 

9 

2.8 

-7.1 

9 

-12.7 

-67.0 

average 

Industry  medians 

16.7 

16.7 

13.9 

6.3 

5.2 

7.3 

7.1 

9.8 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.    NA:  Not  av  ailable.    For  further  explanation,  see  page  61. 


Most  improved 


Russ  Kennedy 


There's  skepticism  on 
Wall  Street  about  Wes- 
tinghouse. Much  of  its  re- 
cent stock  improvement 
is  tied  to  an  ambitious  re- 
structuring program  that 
included  the  sale  of  Group 
W  Cable  for  $1.7  billion, 
the  closing  of  inefficient 
plants  such  as  an  outdated 
power  transformer  fac- 
tory, and  the  repurchase 
of  33  million  snares,  or 
19%,  of  its  outstanding  common  stock.  Still,  Pitts- 
burgh-based Westinghouse  gets  our  vote  for  most  im- 
proved company  because  it  improved  fundamental 
performance. 

In  the  nine  months  ended  last  September,  operating 
margins  moved  up  to  7.4%,  vs.  6.7%  in  the  same 
period  of  1985.  Operating  earnings  moved  up  16%, 
from  $502  million  to  $585  million.  With  the  fourth 
quarter  typically  the  firm's  best,  H.P.  Smith,  electrical 
equipment  analyst  at  Smith  Barney,  expects  the  full- 
year  margin  to  reach  7.8%,  up  from  6.9%  in  1985. 

By  comparison,  GE's  nine-month  margin  dropped 
from  10.8%  to  9.1%,  and  Emerson's  full-year  margin 
(for  the  fiscal  year  ended  Sept.  30)  dipped  from  15.9% 
to  15.3%. 

"Westinghouse  has  positioned  itself  to  be  a  unique 
company  that  can't  be  compared  with  anyone,"  says 
Chairman  Douglas  Danforth.  The  big  question:  Can 
Westinghouse  make  the  smart  acquisitions  it  needs  to 
grow  beyond  the  electrical  equipment  market? 
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WHAT  MAKES 
ONE  MORE  COMPATIBLE 
THAN  THE  OTHER? 


FEDERAL  TAX  CREDITS. 
LOCAL  TAX  INCENTIVES. 
NO  DUTIES. 
NO  QUOTAS. 
LOW  LABOR  COSTS. 


Hewlett-Packard  computed  the  difference.  And  found  the  Com- 
snwealth  very  compatible  indeed.  That's  why  some  of  the  high- 
lume  accessories  for  their  new  Vectra  PC  are  made  in  Puerto 
:o,  and  stamped  Made  in  the  United  States. 

Which  means  Hewlett-Packard  didn't  have  to  compromise  their 
aduct-quality  reputation  one  bit,  while  getting  such  friendly  input 
a  substantial  U.S.  federal  tax  credit.  Duty-free  access  to  the  U.S. 
jrket.  An  average  electronic-industry  labor  cost  of  $4.05  per  hour 
,s  than  that  on  the  U.S.  mainland.  Fast  shipping  and  flying  time  to 
3  States.  Factory  space  starting  at  $1 .25/sq.  ft./yr. 

And  most  important  of  all  to  productivity-  and  quality-conscious 
mpanies  like  Hewlett-Packard,  Puerto  Rico  has  a  highly  skilled  hi- 
:h  labor  and  management  force  that  interfaces  with  such  names 

Digital  Equipment,  Wang,  Lotus,  and  a  whole  island  of  U.S.  and 
ernational  manufacturers  of  everything  from  designer  clothes  to 
icemakers. 

For  all  the  current  details,  without  obligation,  mail  in  the  coupon 
call  Maria  Lopez  today  in  New  York  at  21 2-245-1 200,  Ext.  230. 


want  to  know  more.  Please  send  my  Climaie  is  Right  information 
immediately. 

NAME  


TITLE.  

COMPANY. 

ADDRESS  

CITY  


.STATE. 


.ZIP. 


TELEPHONE 


PRODUCT  or  SERVICE. 


F0B-0112 


□  Current  expansion  project     □  Future  expansion  planning 

Mail  to:  COMMONWEALTH  OF  PUERTO  RICO  Or  call 

Economic  Development  Administration  Maria  Lopez 

1 290  Avenue  of  the  Americas  21 2-245- 1 200 

New  York,  N.Y  10104-0092  Ext.  230 

L  PUERTO  R/CO_  J 

The  climate  is  right. 


VITAL  TECh 


Sometimes  basic,  sometimes  sophisticate 


It  takes  tremendous  force  to  lift  and 
land  a  jumbo  jet  or  to  move  an  aircraft  carrier 
into  dock.  And  it  takes  precise  control  to  do  it 
safely.  The  products  needed  to  achieve  this 
control  may  require  advancing  the  state  of  the 
art,  while  others  are  less  complex. 

That  same  interdependent 
relationship  between  power 
and  control  exists  wherever 
modern  technology  exists. . . 
on  military  bases,  in  hospitals, 
manufacturing  plants 
and  more. 
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Parker  products  are  at  the  heart 
of  vital  technologies,  performing 
essential  tasks  throughout 
the  world. 


■w 


Paul  Schloemer 
President  and 
Chiet  Executive  OHicer. 


Parker  provides  the  vital  technologies 
that  harness  and  take  command  of  force  and 
motion.  The  most  vital  technology  in  the 
world  involves  controlling  force  and  motion  and 
it  is  involved  in  everything  from  your  personal 
health  to  your  country's  security. 

Innovation  in  motion 

Virtually  everywhere  you  look, 
Parkers  innovative  parts,  components, 
and  systems  are  getting  things  moving 
and  getting  things  done  —  by 
providing  control  of  force 
and  motion. 

Meeting 
today's  needs 

Parker  Hannifin  is  a 

broadly  based,  $1.5-billion 
dollar  organization  >; 
which  supplies  1,000 


Parker's  advanced  miciostep  technology 
will  enable  automation  equipment 
to  take  on  more  exacting  tasks. 


diverse  markets  with  a  vast  array  of  products 
to  control  pressure,  force,  and  motion.  Parker 
has  the  size  and  scope  to  satisfy  the  ^ 
quality  and  volume  requirements  of  major 
customers  worldwide. 

It's  no  wonder  then,  that  industry 
around  the  world  and  the  U.S.  Defense 
Department  routinely  turn  to  Parker  when 
specifications  call  for  vital  technology. 
The  company  has  played  an  important  role  in 
everything  from  cars  to  space  vehicles. 

But  Parker  has  an  even  more  immediate 
impact  on  your  life.  Whenever  you  travel  in 
a  commercial  aircraft,  for  instance  —  Parker 
products  are  aboard  every  plane  now  flying  in 
the  free  world.  Parker  products  also  ride  in 
passenger,  agricultural,  and  military  vehicles., 
they  take  to  the  water  in  ships  and  submarines, 
they  work  on  production  lines  in  factories 
around  the  world . . .  and  they're  an  integral  part 
of  many  advanced  diagnostic  and  treatment 
devices  used  in  health  care  today. 

Planning  for 
tomorrow's  needs 

Vital  technology  is  many  things  — 
it  evolves  and  changes  as  new  applica- 
tions emerge.  Remaining  responsive  tc 
new  applications  in  the  marketplace 
is  one  of  Parkers  top  priorities. 

Supporting  that  priority 
are  the  company's  R&D 
activities.  Electro-hydraulic 
fiber  optics,  load-sensing 
hydraulic  systems,  micro- 
electronics, and  biomedical 
instrumentation ;  all  these  are  ares 
of  intense  research 
at  Parker  — and, 
already,  they're 
paying  off. 


lOLOGIES 


but  always  indispensable. 


nology  transfer  helps  speed  Parker's 
progress,  too,  as  the  technological 

know-how  acquired  in  aero- 
space projects 


Racor  and  Finite  Filter  significantly  improve 
Parker's  position  in  the  fast  growing  fluid 
filter  business. 

These  companies 
are  typical 

of  the  kinds  of 
organizations  Parker  seeks  out : 
they  have  a  history  of 
technological  competency, 
cost-effective 
production, 
Parker's  outstanding 

highly  reliable, 


*gy 

>es  on 
nuing  that 
irship. 
goal : 
in  entry 
w  and 
sd  markets, 
und  out  product  lines,  and  to  further 
trate  existing  markets. 

Compumotor  is  a  good  example  of  this 
igy  at  work.  This  recently  acquired 
)any  specializes  in  the  production  of  micro- 
sssor-based  controls  for  motion -control 
cations.  Compumotor's  unique  microstep 
lology  enables  certain  kinds  of  motors 
ake  as  many  as  50,000  individual  stops  in 
•evolution  (this,  in  turn,  enables  simple 
nated  equipment  to  take  on  exacting  tasks). 

Other  examples?  Schrader  Bellows,  an 
national  maker  of  pneumatically  controlled 
:es  used  throughout  industry. 
.1  Bellows,  producer  of  a  top-quality  line 
ecision- welded  bellows  and  pumps  for 
;pace  and  other  high  tech  applications. 


manage- 
ment, and 
healthy 
market  position. 
As  you 
can  see, 
Parker 
believes  in 
growing  not  just 
larger,  but  better  — 
so  today's  customers  will  be  customers 
tomorrow,  too. 

For  more  information,  write 
Parker  Hannifin  Corporation, 
Dept.  FB-2, 
17325 
Euclid 
Avenue, 
Cleveland, 
Ohio 
44112- 
1290. 


A  result  of  vital 
technology. .  .the  smallest, 
lightest  ambulatory  infusion 
pump  ever  created. 


Parker 


ital  technologies  for  today  and  tomorrow. 


ELECTRIC 
UTILITIES 

The  days  of  big  new  power 
plants  are  over.  Now  electric 
utilities  are  cash  cows  and 
takeover  targets. 


By  Barry  Stavro 


T  n  1986  electric  utilities  finally  ripened  into  takeover 
A  targets  bulging  with  cash  flow.  From  last  June's  $377 
million  takeover  of  Alamito  Co.,  an  obscure  Arizona  electric- 
ity wholesaler,  by  a  group  of  investors,  to  Saul  Steinberg's 
attention-getting  $58  million  grab  of  a  4%  stake  in  troubled 
Long  Island  Lighting  Co.,  investors  have  begun  eyeing  electric 
utilities  as  one  of  the  few  undervalued  bargains  left  on  Wall 
Street. 


Most  improved 


3 


v 

V  ,15 


Consumers  Power  chief  William  McCormick  Jr. 


Why  is  Consumers  Power  Co.,  ranked  dead  last  in  the 
North  Central  region,  rated  as  Forbes'  most  improved 
utility  for  1986?  Simple.  In  November  1985,  when  Wil- 
liam McCormick  Jr.  arrived  as  its  new  chief  executive, 
40%  of  his  company's  assets  were  tied  up  in  a  doomed, 
unfinished  nuclear  power  plant  with  no  apparent  way 
out.  McCormick  is  tidying  up  the  details  on  a  plan  to 
convert  the  unfinished  plant  to  a  gas-fired  cogeneration 
unit.  Consumers  Power  will  own  49%  of  the  new  plant 
but  will  contribute  only  $50  million  in  additional  equity. 
The  rest  of  the  $560  million  conversion  cost  will  come 
from  partners  including  Dow  Chemical.  Since  McCor- 
mick's  arrival,  Consumers  Power's  stock  has  doubled,  to 
16,  as  the  utility  nears  a  return  to  financial  health.  Says 
McCormick  of  his  conversion  strategy,  "Previous  man- 
agement was  reluctant  to  take  the  pitcher  out.  I  opted  to 
go  to  the  bullpen." 

Problems  remain.  McCormick  must  finish  the  cogen- 
eration plant  by  1989,  and  a  requested  rate  hike  has  yet  to 
be  approved.  But  Consumers  Power  enjoys  $300  million 
a  year  in  free  cash  flow  and  now  ranks  as  a  takeover  target 
in  its  own  right.  From  white  elephant  to  big  game  quarry 
in  15  months.  Not  bad  in  any  industry. 


Electric  utilities 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Northeast 

United  Illuminating  •/• 
New  England  Electric  •/• 
Commonwealth  Energy  61/66 
Northeast  Utilities  89/* 
Long  Island  Lighting  82/e 

1  17.4%    15.7%    105.2%  20.6% 

2  17.3       16.2      136.9  11.2 

3  16.4       15.7       49.1  6.8 

4  16.1        17.3       148.4  14.7 

5  15.4       12.4       88.0  21.9 

20            6.2%  -4.6% 
22            5.8  1.2 
19            6.4  -5.1 
5            9.1          -1.1  • 
8            8.7  -2.2 

10  9.7%  0.5% 
4            13.0  -5.6 

3            15.1  1.2 
2            19.8  -1.4 

11  8.5  -13.5 

high 
very  higl 
average 
very  higl 

high 

•  90%  or  more.    D-D:  Deficit  to  deficii.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NM:  Not  meaningful    For  further  explanation,  see  page  61. 
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There  is  no  business  operating  at 
100%  efficiency  — including  yours 


Actually,  the  longer  a  business  oper- 
ates the  less  efficient  it  becomes — 
particularly  if  it  is  successful  and  prof- 
itable. 

Sound  implausible? 

If  you  are  the  chief  executive  officer  of 
such  a  company,  how  long  has  it  been 
since  you  asked  yourself  if  productivity 
is  as  high,  per  dollar  spent  as  it  just 
possibly  could  be? 

If  you  have  asked  yourself  this  very 
critical  question — very  critical  at  any 


time — have  you  anyone  under  you  with 
the  time  or  the  know-how  to  find  the 
answer  for  you? 

And  if  he  came  up  with  the  answer, 
have  you  anyone  under  you  who  could 
install  it  for  you? 

If  these  questions— unanswerable  by 
most  CEO's— waken  you  tonight,  may 
we  make  a  suggestion? 

Call  us  in  the  morning. 


Alexander  Proudfoot 

Specializing  in  the  Installation  of  Productivity  Improvement 

and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices: 
249  Royal  Palm  Way,  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States, 
Canada  (Toronto  416-862-7543),  Mexico  (Mexico  City  905-254-6711),  Brazil  (Sao  Paulo 
011.283.2533),  Great  Britain,  France,  Federal  Republic  of  Germany,  Italy.  Spain,  Portugal, 
Denmark,  Ireland,  Luxembourg,  The  Netherlands,  Belgium  (Brussels  2.51 1.0640),  Hong  Kong. 

Malaysia  Singapore  (65.225.4646). 
This  message  prepared  by  Alexander  Proudfoot  Communications.  L.P. 


(In  Florida  Call  305-655-9300.) 


What  lurks  behind  the  headlines?  Declining  growth  in 
electricity  demand,  down  to  2%  a  year  from  7%  annually 
during  the  Fifties  and  Sixties.  Many  utilities  won't  need 
additional  capacity  until  the  end  of  the  century.  As  a  result, 
about  30%  of  the  nation's  major  utilities  now  have  enough 
internally  generated  cash  to  more  than  cover  all  their  current 
construction  needs.  By  1990  that  number  ought  to  hit  90%. 

The  only  thing  holding  back  a  rush  of  takeovers  is  state 
utility  commissions.  Deals  put  together  by  raiders  like  Carl 
Icahn  are  sanctioned,  in  effect,  by  the  stock  and  capital 
markets.  But  buying  a  utility  isn't  like  buying  an  airline  or  a 


soft-drink  company.  Utility  takeover  bids  depend  on  regula 
tors'  approval.  Star  quality  could  be  important.  Portent:  Lat 
in  the  year,  former  Environmental  Protection  Agency  hea» 
William  Ruckelshaus  led  an  investor  group  that  offered  $ 
billion  to  buy  Public  Service  Company  of  Indiana.  Manage 
ment  balked  and  the  deal  never  went  through,  but  it's  signifi 
cant  that  the  Ruckelshaus  group  included  John  Fisher,  forme 
chairman  of  Indiana-based  Ball  Corp.,  and  Philip  O'Connoi 
former  chairman  of  the  Illinois  Commerce  Commission- 
impressive  investors  with  local  ties. 
Last  year  saw  a  merger  between  two  utilities,  Clevelam 


Electric  utilities 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months   equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
3-year  i- 
rank        average  months 

earnings 
stability 

Central  Hudson  G&E  86/« 
Rochester  G&E  63/84 
Potomac  Electric 
Niagara  Mohawk  Power  77/* 
Consolidated  Edison  80/89 

6  15.3%     16.4%     87.2%  14.4% 

7  15.2       13.6        92.6  13.4 

8  15.2       18.7        87.4  14.7 

9  15.1        14.0        81.9  15.1 
10           15.0       13.1        55.5  10.3 

11            8.0%  -6.9% 
9           8.3  -0.7 

10           8.2  5.0 
7           8.8  -0.9 

17           6.6  -4.0 

14              6.3%  8.8% 
8            11.6  -15.0 
6            12.3  15.2 

12             8.3  3.4 
5            12.6  -2.3 

very  high 
very  high 
very  high 

high 
very  high 

NY  State  E&G  84/« 
Baltimore  G&E  74/« 
Delmarva  Power  &  Lt  83/* 
Orange  &  Rockland  73/87 
Public  Service  NH  •/• 

11  14.7       15.3       120.2  17.7 

12  14.4       16.2        75.2  15.1 

13  14.3       15.6       95.4  12.9 

14  13.9       14.0        70.1  8.4 

15  13.7        9.0      120.8  29.4 

2          13.9  3.3 
15            7.2  4.1 
21            6.2  4.5 
14            7.4  -5.3 
12           7.6  0.6 

16              5.3  8.7 
9             10.7  18.1 
7            12.2  5.1 
18              5.0  8.5 
20             0.5  -8.8 

high 
very  high 
very  high 
very  high 
very  low 

Philadelphia  Electric  83/» 
Boston  Edison  •/• 
Public  Serv  Enterprise  68/86 
Atlantic  City  Electric  •/• 

16  13.6       15.6       99.2  19.1 

17  13.1        14.5        84.6  9.0 

18  12.9       14.7        84.8  12.2 

19  12.7       14.2        88.3  12.2 

16           6.9  4.1 
18            6.5  -7.4 
13            7.5  4.8 
6            9.0  -1.2 

17             5.2  10.2 
15              6.1  3.5 
13              7.2  7.4 
19              4.3  24.4 

high 
average 

high 
very  low 

Pennsylvania  P&L  •/• 
Central  Maine  Power  •/• 
General  Public  Utils  •/• 

20  12.4       11.2       111.3  13.4 

21  10.2       10.9        94.4  9.0 

22  4.6        9.3        98.8  5.7 

1           15.4  18.4 

3  10.7  -1.4 

4  9.3  -1.2 

21  -0.2  1.8 

22  -34.3      500.0  + 
1             48.0  30.5 

very  low 
low 
high 

Medians 

14.6       14.6        90.5  13.4 

7.8  -1.0 

8.4  4.3 

North  central 

Kansas  City  P&L  •/• 
Iowa-Illinois  G&E  48/86 
Wisconsin  P&L  73/89 
Kansas  Power  &  Light  35/75 
No  States  Power  63/« 

1  16.6%     12.6%    101.1%  19.1% 

2  16.4       13.6        76.7  10.2 

3  16.4       14.6       81.3  9.8 

4  16.4       16.3        73.3  7.7 

5  16.3       16.0       83.3  11.5 

22            6.6%  13.0% 
5           9.1  -0.6 
15            7.9  3.1 

1  35.8  -9.7 

2  9.7  3.4 

5  10.4%  -28.6% 
11              7.9  -8.6 

6  10.3  -5.4 
4            10.6  12.5 
2            13.3  13.3 

high 

high 
very  high 
very  high 
very  high 

Wisconsin  Electric  75/89 
Illinois  Power  65/88 
Wisconsin  Public  Svc  63/« 
Union  Electric  */na 
Centerior  Energy  •/• 

6  15.8       15.6        66.6  11.7 

7  15.5       16.0        91.2  24.2 

8  15.4       14.4       59.1  8.8 

9  15.4       15.4      105.3  19.1 
10            15.2       14.0       133.6  20.2 

17  7.5  0.1 
21            7.1  -0.6 
13           8.3  -5.0 
12           8.3  16.9 

18  7.4  3.7 

1             14.7  9.1 
12              6.6  12.6 

3            10.6  0.0 
10             8.8  -5.0 

8              9.5  -11.2 

very  high 
average 
very  high 

high 
very  high 

Allegheny  Power  •/• 
Commonwealth  Ed  •/• 
Iowa  Resources  •/• 
Ohio  Edison  •/• 
Ipalco  Enterprises  •/• 

11  15.1        15.8       117.8  11.8 

12  14.7       15.6        89.6  19.4 

13  14.2       14.3       147.6  14.7 

14  14.2       15.0      116.1  22.7 

15  14.1        13.3       106.7  14.9 

19            7.3  -4.2 
6            8.8  7.8 

23           5.9  -28.7 
3           9.6  2.4 

14           8.1  6.8 

13              6.5  19.4 
7             9.9  3.3 

20              4.6  35.4 
9             9.2  0.4 

19              4.7  4.3 

high 
very  high 
average 
high 
low 

Cincinnati  G&E  63/» 
CILCorp  59/80 
Central  111  Pub  Svc  75/« 
Louisville  G&E  67/« 
Duquesne  Light  •/• 

16  13.7       19.2       103.6  13.1 

17  13.5       15.1       100.7  8.9 

18  13.4       13.1        78.5  12.4 

19  12.7       12.7        84.9  10.8 

20  12.7       12.5      111.3  19.6 

10  8.4  0.5 
24            5.6  3.0- 

11  8.4  -8.7 
4            9.5  -1.6 

26            5.0  -0.9 

14              6.4  24.5 
14              6.4  30.4 

17  5.2  17.6 

18  4.9  -6.7 
21              4.4  -7.3 

average 
high 

average 
low 

average 

Detroit  Edison  «/na 
DPL  70/nm 
Public  Service  Ind  •/• 

12.4       14.8       103.4  16.6 

22  12.1        9.0      133.4  6.8 

23  11.9       65.3      236.6  13.1 

8           8.5  5.4 

7  8.8  -2.3 

8  8.5  19.8 

16              5.6  12.7 

24  -9.4  -33.8 

25  -17.7  120.0 

high 
low 
low 

•  90%  or  more.    D-D:  Deficit  10  deficit.    P-D.  Profit  to  deficit    def  Deficit    NA:  Not  available    NM:  Not  meaningful.  Fo 

r  further  explanation,  see  page  ( 

>1. 
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;tric  Illuminating  Co.  and  Toledo  Edison.  That  trend  is 
ly  to  intensify.  Small  utilities  in  other  states  can  aim  for 
tiomies  of  scale  by  getting  together. 

•uring  1986  utility  managers  found  outsiders  poaching  on 
ir  territorial  monopolies.  The  town  of  Geneva,  111.,  just 
th  of  Chicago,  after  doing  some  comparison  shopping, 
ided  to  buy  its  power  from  Wisconsin  Electric  Power  Co. 
ead  of  Commonwealth  Edison,  its  traditional  supplier, 
or  industrial  customers  can  also  defect  by  setting  up  their 
1  lower-cost  cogeneration  (steam  and  electricity)  plants  to 
ply  their  own  energy  needs.  To  fight  back,  some  utilities 


such  as  FPL  Group,  the  holding  company  that  owns  Florida 
Power  &  Light,  and  Tucson  Electric  Power  are  themselves 
now  investing  in  cogeneration  plants. 

With  the  outlook  for  fuel  costs  and  interest  rates  unknow- 
able and  their  allowable  returns  in  the  hands  of  state  regula- 
tors, many  utilities  are  already  using  their  cash  hoards  to 
diversify.  During  1986  utilities  continued  investing  in  sav- 
ings and  loans,  insurance,  cable  television,  real  estate  and 
coal.  In  1987  the  industry  will  certainly  see  more  of  that.  In 
the  electric  utility  business,  the  lesson  of  1986  seems  to  be 
that  the  old  rules  no  longer  apply.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
npanv  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months   equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

erican  Electric  •/• 
Indiana  Pub  Svc  50/85 
lsumers  Power  51/69 

24  11.8%     12.4%    135.0%  10.1% 

25  8.5        def      112.9  def 
£*}             4.o         act       i  iz.y  del 

25            5.3%  -0.7% 
16            7.5  -7.8 
20            7.1  -2.9 

22  2.3%  0.8% 

23  -0.8  P-D 
NM  D-D 

low 
very  low 
NM 

iians 

14.2       14.5       103.5  12.1 

8.2  -0.3 

6.5  2.1 

utheast 

thern  Company  •/• 
ZO  Energy  •/• 
ida  Progress  •/• 
<e  Power  •/• 
na  70/» 

1  15.0%     15.9%    128.9%  12.7% 

2  14.7       13.6        89.3  11.1 

3  14.2       17.3      103.3  9.5 

4  14.1        13.8        74.7  14.2 

5  14.0       14.6        91.7  10.7 

1           12.6%  2.7% 

6  9.6  4.7 

7  8.7  22.3 
5          11.6  14.5 
1          12.6  -2.4 

3            10.5%  -1.6% 
9             4.6  -0.6 
1            12.9  8.4 

5  5  3           5  3 

6  6.9  3.9 

high 
average 
high 
high 
high 

olina  Power  &  Lt  •/• 
Group  na/na 
itucky  Utilities  •/• 
ninion  Resources  »/na 

6  13.7       14.5        91.4  17.7 

7  13.5       13.3      107.5  8.5 

8  12.4       12.2        69.9  12.0 

9  11.4       13.0      119.7  12.2 

3          11.9  5.3 
3          11.9  -1.9 

8  7.3  1.4 

9  5.5  7.2 

5              7  1  0.0 
4              8.8  -13.4 
2            12.8  -1.7 
7             5.9  6.7 

vciy  iul,ii 

very  high 
high 
high 

iians 

14.0       13.8        91.7  12.0 

11.6  4.7 

7.1  0.0 

UUI  WUIXttl 

thwestem  Pub  Svc  •/• 
as  Utilities  •/• 
ttral  &  South  West  •/• 
i  States  Utilities  »/na 

1  20.4%     19.6%     80.2%  15.0% 

2  16.1       14.7        88.0  15.3 

3  16.0       16.0       99.7  13.5 

4  14.1       12.2      116.7  17.5 

2  13.4%  -2.8% 
1          13.5  -4.1 

5           9.6  -3.7 

3  11.7  -15.6 

1  12.0%  1.1% 
4             6.1  0.2 

2  8.7  4.8 
7              1.1  -12.5 

very  high 
very  high 
very  high 
very  low 

ahoma  G&E  •/• 
aston  Industries  86/na 
Idle  South  Utils  «/na 

5  14.0       13.8        78.9  11.0 

6  13.7       14.7       100.0  11.5 

7  13.3        9.8      134.9  11.0 

6  8.4  1.6 
4          10.9  -9.8 

7  5.9  9.4 

5  6.0  13.5 
3              8.2  -10.4 

6  1.2  -27.5 

average 

low 
very  low 

iians 

14.1        14.7        99.7  13.5 

10.9  -3.7 

6.1  0.2 

stern 

Diego  G&E  80/« 
thern  Calif  Edison  •/• 
tland  General  •/• 
ifiCorp  52/72 
P  Group  •/• 

1  16.9%     17.1%     66.9%  13.2% 

2  16.3       15.7        87.6  14.9 

3  16.0       14.9       95.9  17.2 

4  15.6       13.7       106.8  11.8 

5  15.0       13.2       124.7  20.2 

4          12.2%  -2.5% 
10            6.9  2.1 
6           9.6  -0.5 
3          14.2  3.4 
9            7.4  10.4 

1  21.1%  14.6% 

2  12.3  2.2 

4  7.2  22.5 

5  7.1  -13.5 
7             5.2  -6.2 

high 
very  high 

high 
average 
high 

ific  G&E  59/77 
ntana  Power  47/58 
he  Service  NM  54/87 
et  Sound  P&L  •/• 
lie  Service  Colo  58/79 

6  14.5        14.7        84.2  13.6 

7  14.4       18.2        74.7  19.7 

8  14.3       12.8        74.9  21.9 

9  12.7       11.7        95.9  15.5 
10           12.5        8.8        90.4  5.6 

7  9.1  -6.1 
12           4.7  15.3 

1  17.7  3.0 

2  15.3  7.8 

8  8.8  -3.0 

3              9.2  -2.2 

8  1.2  111.0 
12            -2.6  8.9 
11             -2.2  -10.3 

9  0.9  -31.5 

high 
very  low 

low 
very  low 
very  low 

h  Power  &  Light  •/• 
vaiian  Electric  «/89 

11  12.1       11.7        83.3  14.3 

12  10.5       12.4        78.7  7.5 

5           11.8  -3.2 
11            5.5  -12.5 

10            -1.5  13.0 
6              6.4  11.6 

very  low 
low 

dians 

14.5       13.5        85.9  14.6 

9.4  0.8 

5.8  5.6 

ustry  medians 

14.3       14.5        93.5  13.1 

8.4  -0.6 

6.8  2.8 

-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

90%  or  more       D-D:  Deficit  to  deficit    P-D:  Profit  to  deficit,    def  Deficit    NA.  Not  available.    NM:  Not  meaningful.    For  further  explanation,  see  page  61. 
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Scouting  New 
Territory 


you  don't  have  to 
JL  take  a  lot  of  time 
and  trouble  to  search 
for  a  new  industrial 
site.  Norfolk  Southern,  r 


NEW  ORLEANS 


The  Thoroughbred  of  Transportation, 
has  already  studied  the  territory. 

But  exploring  thousands  of  acres  of 
land  is  only  the  beginning  for  Norfolk 
Southern's  industrial  development 
experts.  They'll  find  access  to  the 
highway  systems  you  need.  They'll 
scout  navigable  waterways,  utility 
services,  even  work  forces.  No  one 
need  ever  know  you're  looking  for  a 


site  until  you're  ready 
to  tell  them. 

A  site  on  Norfolk 
Southern  brings  with 

 it  all  the  benefits  of 

Thoroughbred  Service:  first-class  equip- 
ment, quick  responses,  innovations  to 
meet  your  needs. 

For  more  information,  call  John 
Anderson,  Norfolk  Southern's 
Assistant  Vice  President,  Industrial 
Development,  (404)  529-1591.  He, 
and  a  whole  team  of  good  scouts,  can 
help  you  settle  in  the  territory  that's 
right  for  you. 


®! 


FINANCIAL  SERVICES 

It  was  a  sensational  year  for  Wall  Street,  but 
as  it  ended  there  were  clear  signs  of  strain. 


By  Matthew  Schif rin 


A true  contrarian  would  be  bearish  on  financial  ser- 
vices. During  1986  the  Dow  Jones  industrial  average 
approached  2000,  trading  volume  routinely  surged  above  100 
million  shares  a  day  on  the  New  York  Stock  Exchange  and 
brokerage  revenues  climbed  above  $50  billion,  with  net  prof- 
its of  about  $3  billion.  The  so-called  restructuring  of  industry 
created  huge  fees  and  huger  trading  profits.  At  least  a  dozen 
brokers  sold  chunks  of  their  firms  to  outsiders.  Industry 
capital  rose  from  $22  billion  to  almost  $30  billion.  Nearly 
every  new  M.B.A.  lusted  for  a  career  in  investment  banking. 


At  times  like  this,  with  the  profits  pouring  in  and  the  future 
looking  rosy,  the  contrarian  looks  for  a  downturn.  The  inside! 
trading  scandal  might  trigger  it.  Or  a  collapse  in  the  junk  bone 
market.  Or  something  else  from  way  out  in  left  field. 

At  any  rate,  the  bonanza  can't  last.  Huge  profits  earned  by 
firms  like  First  Boston  have  created  what  analyst  Brenda 
McCoy  at  Merrill  Lynch  calls  the  capital  markets  supermar 
ket  phenomenon.  "Everybody  is  trying  to  service  every  area  oi 
the  capital  markets,"  she  says.  With  players  crowding  in 
profits  will  shrink.  "You  used  to  get  a  'A-point  spread  or 
Ginny  Maes.  Now  it's  Vi6  or  Vs,"  says  one  trader.  So  far,  the 
market's  volume  has  hidden  the  margin  squeeze.  But  whai 


Financial  services 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

Financial  companies 

Student  Loan  •/• 
H&R  Block  57/81 
Southmark  76/85 
Equifax  •/• 
American  Express  •/• 

1  40.0%    28.3%  1925.6%  10.1% 

2  23.7       21.8         2.0  9.7 

3  22.7       12.3      175.8  13.6 

4  22.1       26.4        19.5  4.0 

5  17.5       24.1       122.3  7.8 

4  29.8%  11.0% 

5  16.3  24.6 
1          99.3  5.9 
8            8.6  14.4 
3          37.1  10.2 

2            54.2%  25.9% 
5             8.8  4.8 
1           110.4  -29.2 
4             9.2  40.5 
7              3.7  77.1 

very  high 
very  high 
very  high 
average 
low 

Integrated  Resources  61/60 
Household  International  49/68 
Gulf  &  Western  45/61 
Beneficial  Corp  52/» 
Commercial  Credit  76/58 

6  15.7         1.1       118.2  4.1 

7  12.1        13.7      368.3  5.6 

8  7.9       11.7        74.6  6.4 

9  5.2        def      404.1  def 
10            3.4t       1.5      215.3  1.3 

2          47.9  26.2 

11  -7.2  -57.0 

12  -13.8  11.7 
10          -5.9  0.0 

9           5.5*  -13.7 

6              7.5  -76.1 
3             9.3  6.4 
NM  2.7 
NM  P-D 
NM  -69.4 

low 
average 
NM 
NM 
NM 

Cigna  39/pd 
Fedl  Natl  Mortgage  •/• 

11  1.9t       def         9.4  def 

12  def       11.3    3930.8  1.4 

7           10.2  4.4 
6          14.8  6.1 

NM  P-D 
NM  D-P 

NM 
NM 

Medians 

13.9       12.0       149.1  4.9 

12.5  8.2 

5.6  2.7 

Brokerage  houses 

First  Boston  •/• 
Salomon  18/68 
PaineWebber  Group  •/• 
EF  Hutton  Group  74/dp 

1  26.9%     18.5%     43.3%  5.1% 

2  20.9       19.1       151.6  2.2 

3  19.4       13.8      130.9  3.0 

4  17.3        2.9       36.7  0.8 

2          32.6%  27.0% 
7           3.9  -5.9 
6          16.3  26.5 
4          23.5  9.2 

1  18.9%  11.3% 

2  -0.9  91.9 

3  -5.9*  84.6 
5          -17.4  -75.3 

average 
very  low 
very  low 
average 

Merrill  Lynch  87/85 
Bear  Stearns  Cos  •/• 
Morgan  Stanley  •/• 

5            15.0       13.9       162.2  3.8 
NA       37.1        45.0  5.7 
NA       49.7       57.9  7.4 

5           17.2  34.2 
1          51.lt  5.1 
3          30.7*  NA 

4           -11.0  64.1 
NA  4.9 
NA  NA 

low 
NA 
NA 

Medians 

19.4       18.5        57.9  3.8 

23.5  17.9 

-5.9  11.3 

Commodity  traders 

Salomon  81/31 
Commercial  Metals  63/20 
Kay  65/52 

1  20.9%    19.1%    151.6%  2.2% 

2  8.7       10.5        25.9  1.6 

3  7.4       19.7        74.0  1.8 

1  3.9%  -5.9% 
3          -4.7  -13.1 

2  -2.3  37.5 

2  -0.9%  91.9% 

3  -10.3  49.5 
1            37.6**  181.7 

very  low 
average 
average 

Medians 

8.7       19.1        74.0  1.8 

-2.3  -5.9 

-0.9  91.9 

Industry  medians 

16.5       13.9      120.3  3.9 

15.6  9.2 

-0.9  8.9 

All-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more.    DP:  Segment  deficit,  total  profit.    PD:  Segment  profit,  total  deficit.    D-P:  Deficit  to  profit    P-D:  Profit  to  deficit    def:  Deficit.    NA:  Not 
available.    NM:  Not  meaningful.    tFour-year  average.    tFour-year  growth    ttThree -year  growth.    For  further  explanation,  see  page  61. 
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Whose  Advantage? 


Do  you  think  the  new  tax  law  brings  the  game 
back  to  deuce?  Think  again!  Uncle  Sam  still  has  the 
advantage  over  many  taxpayers. 

Many  tax-reducing  strategies  have  been  restricted 
and  more  taxpayers  are  now  in  the  maximum 
bracket.  But  you  can  stay  in  the  game  with  Pioneer 
Municipal  Bond  Fund. 

Tax-free  income  from  a  high-quality  portfolio- 
plus  monthly  dividends,  automatic  reinvestment, 
daily  liquidity,  professional  management,  low 
minimum  investment,  and  more. 

BREAK  SERVE-GAIN  THE  ADVANTAGE! 

l/p  PIONEER 

mliif  Mun  icipal  Bond  Fund 

Ask  your  broker  or  financial  planner  for  a  prospectus  con- 
taining more  complete  information  about  Pioneer  Municipal 
Bond  Fund,  including  charges  and  expenses.  Read  it  carefully 
before  you  invest  or  send  money.  Or  write  to: 

The  Advantage 

c/o  The  Pioneer  Group,  Inc. 

P.O.  Box  9023 

Boston,  MA  02205-9023 

Inc  ome  may  be  subjt  1 to  state  and  local  taxes.  Share  price  and  yields  will  fluctuate 
with  market  conditions.  Redemption  price  may  be  higher  or  lower  than  cost.  Fund 
expenses  temporarily     bsidized  by  manager. 


happens  when  volume  drops?  "You 
see  a  lot  of  red  ink,"  says  Perrin  Long 
at  Lipper  Analytical.  Whether  with  a 
bang  or  with  a  whimper,  the  boom  in 
investment  services  will  end.  That 
could  happen  in  1987.  ■ 


Most  improved 


Despite  American  Express'  77% 
12-month  earnings  gain,  1986's 
most  improved  financial  services 
company  was  the  huge  quasi- 
government  agency,  Federal  Na- 
tional Mortgage  Association.  Af- 
ter nearly  six  years  of  restructur- 
ing, Fannie  Mae  is  finally — and 
firmly — moving  into  the  black. 

"When  I  came  here  in  1981,  we 
had  a  negative  net  worth  of  over 

Paul  Fetters 


Dat  id  Maxwell  of  Fanny  Mae 


$12  billion,"  says  Chief  Executive 
David  Maxwell,  56.  Maxwell  has 
been  replacing  low-rate  mortgages 
in  Fannie  Mae's  $95  billion  portfo- 
lio with  shorter  maturities  and  ad- 
justable rates.  To  reduce  exposure 
to  rate  swings,  Maxwell  increased 
fee  income  for  guarantees  and  com- 
mitments. "We  are  in  more  control 
of  our  destiny  now,"  he  says. 

Fannie  Mae's  earnings  in  1986 
were  around  $2.50  per  share,  vs. 
52  cents  in  1985.  Analyst  Carole 
Berger  at  C.J.  Lawrence  expects 
that  more  portfolio  restructuring 
over  the  next  VA.  years  will  yield 
$1.2  billion  in  pretax  interest  sav- 
ings. That's  $16.10  for  each  of 
Fannie  Mae's  74.5  million  com- 
mon shares.  This  doesn't  include 
fee  income,  which  accounted  for 
$487  million  in  pretax  profits. 
Next  year  Berger  expects  $3.85  in 
aftertax  earnings  and  by  1990  per- 
haps $12.75.  Some  gain  for  a  com- 
pany that  was  a  basket  case  three 
years  ago. 
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Dictaphone  Introduces 
Connexions: 

^or  the  many  voices  of  business. 


Some  days,  don't  you  feel  like  you're 
t  going  through  the  motions?  Trying  to  com- 
nicate  but  getting  nowhere.  You  miss 
)ortant  messages.  Clients  don't  get  your 
Is.  Everything  seems  to  pile  up.  Did  you 
sr  think  there  has  got  to  be  a  better  way? 
jre  is.  Dictaphone's  new  Connexions  voice 
cessing  system. 

Connexions  can  become  the  all-in-one 
iktop  communications  center  for  your  voice 
business.  The  Connexions  voice  pro- 
sing system  is  so  sophisticated,  it  will  prac- 
illy  let  you  run  your  entire  business  from 
ir  desk. 

The  Connexions  system  enables  you 


to  communicate  with  your  staff,  your  associ- 
ates, your  customers  . . .  any  time,  from  any- 
where. And,  one  time  is  all  it  takes  to  get  your 
message  across.  Connexions  handles  all 
your  voice  communications  needs.  Because 
actions  don't  always  speak  louder  than  words. 

The  Connexions  voice  processing 
system.  New  from  Dictaphone.  The  Voice  of 
Business. 


*r£  Dictaphone 


J"to  learn  more  about  Connexions  frorn^ 
I  Dictaphone  call  toll-free: 

I  1-800-342-8439 


or  write: 


XF-187 


Dictaphone  Corp. 
120  Old  Post  Road 
Rye,  N  Y.  10580-0648 


Name_ 


|  Title. 


_Phone_ 


Company- 


Address. 


.  State- 


.Zip- 


I  City  

I  DICTAPHONE  "  and  Connexions '"  are  trademarks  of 
^)ictaphone  Corp  .  Rye,  N  Y  "1986  Diclaphone  Corp 


A  Pitney  Bowes  Company 


FOOD 

DISTRIBUTORS 

Grocery  stocks  got  hot,  thanks 
to  takeovers,  but  don't  expect 
this  low-margin  business  to  get 
more  profitable  anytime  soon. 


By  Ralph  King  Jr. 


Supermarkets  and  food  wholesalers  haven't  excited 
investors  for  years.  But  when  Dart  Group  started  to  reach 
for  Safeway  Stores,  even  as  raider  Asher  Edelman  began 
eyeing  Lucky  Stores,  stocks  throughout  the  industry  took  off. 


"Supermarket  stocks  have  been  as  hot  as  they'll  ever  be  thes 
last  couple  months,"  said  Susan  Schmierer,  a  Prudential 
Bache  analyst,  in  November.  "My  clients  are  beginning  t 
wonder  if  there's  something  they  missed." 

Undervalued  assets — real  estate  in  particular — and  cas. 
flows  plainly  attracted  corporate  raiders,  but  in  1986  th 


Food  distributors 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company                    ..ills,  profits 

latest       debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

Wholesale  and  supply 

Allegheny  Beverage  83/79 
Super  Rite  Foods  51/49 
Super  Valu  Stores  86/72 
Culbro  39/na 
Marriott  37/30 

1  40.3%      def      142.0%  def 

2  27.2         7.7%    110.8  0.4% 

3  24.6       15.7        76.5  1.0 

4  24.0       18.2        19.1  3.0 

5  22.9       21.1      200.0  3.9 

1  37.4%  49.2% 

2  27.4  12.1 
11          13.2  20.5 

3  24.8  -3.8 
5          20.0  21.3 

NM  P-D 
4             24.9%  -55.7% 
9             12.1  -8.1 
12              7.2  161.3 
6             18.7  17.1 

NM 
average 

high 
very  low 
very  high 

Transworld  67/59 
Sysco  •/• 
Collins  Foods  Intl  35/17 
Fleming  Cos  •/• 
Morrison  30/23 

6  20.7t     23.6        26.0  7.2 

7  19.6       16.4        25.5  1.8 

8  19.1       10.6      123.6  2.2 

9  18.0       12.0        49.7  0.7 
10            16.2         7.9         4.3  2.2 

16           5.4  29.0 
8          17.3  21.5 

10          14.3  17.8 
6          19.9  11.3 

12           11.4  11.5 

1             33.4  74.1 

7  15.9  13.1 
5             24.6  -34.7 

8  12.9  -14.3 
11               7.5  -34.4 

average 
very  high 
very  high 
very  high 
high 

Super  Food  Services  •/• 
Rykoff-Sexton  •/• 
Wetterau  »/83 
Nash  Finch  59/78 
Carson  Pirie  Scott  34/54 

11  14.1        16.5        67.7  0.7 

12  13.4         7.9       142.7  0.7 

13  13.3       15.5        72.7  0.9 

14  13.3       12.7        48.1  1.0 

15  10.5        8.0       83.5  1.2 

14  7.6  1.8 

4          23.5  25.4 
7          17.9  19.3 

15  5.7  9.7 
9          16.7  5.6 

2  30.9  12.1 
10              7.6  -42.9 

3  27.6  0.4 
14              3.0  13.1 
13              6.1  -37.0 

very  high 
average 
average 
high 
low 

Staley  Continental  54/38 
Farm  House  Foods  »/82 
Di  Giorgio  63/31 
Allied  Supermarkets  41/na 

16  9.3         3.8        81.4  0.9 

17  9.1         5.7      123.6  0.3 

18  5.1       13.0       52.3  1.5 

19  0.4tt     4.8      114.7  1.1 

13            8.0  10.4 
19         -12.3  11.3 

17  4.7  2.6. 

18  -2.9  -19.6 

16           -44.7  363.2 
15          -13.0  -35.3 
NM      500.0  + 
NM  D-P 

high 
very  low 
NM 
NM 

Medians 

16.2       12.0        76.5  1.0 

14.3  11.5 

7.6  -3.9 

Major  supermarkets 

American  Stores  na/na 
Supermarkets  General  8">/84 
Albertson's  •/• 
Winn-Dixie  Stores 
Stop  &  Shop  Cos  49/67 

1  27.1%     16.4%    100.9%  1.1% 

2  21.2       18.7       42.2  1.3 

3  21.1       18.3       33.5  1.8 

4  19.6       16.5        13.9  1.3 

5  18.9       10.5        80.9  1.1 

1  17.1%  -2.5% 

2  13.8  4.7 
5          10.7  6.0 
7           7.0  5.7 

3  13.1  12.9 

2  30.2%  -29.2% 

3  17.4  2.9 
5             14.2  16.3 
7             6.2  3.4 

4  16.3  -14.9 

high 
very  higr 
very  high 

high 

low 

•  90%  or  more.    D-P:  Deficit                 P-D:  Profit  to  deficit,    def:  Deficit.    NA  Not  available    NM   Not  meaningful    tFour-vear  average  iFourvear 
growth.    ttThree-year  average     ftThree-year  growth.    For  further  explanation,  see  page  61. 
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Most  improved 


Don't  look  to  profits  or  return  on  equity  for  the  reason  Kroger 
Co.  stands  out  as  the  most  improved  food  distributor  in  1986. 
The  payoff  lies  just  ahead,  thanks  to  a  thorough  housecleaning 
last  summer  that  left  the  Cincinnati-based  supermarket  chain 
focused  on  what  it  does  best:  food  retailing. 

In  the  early  Eighties  Kroger  lagged  the  industry  because  of  ill- 
advised  expansion  and  high  overhead  costs.  But  credit  William 
Kagler,  its  president  since  1983,  for  taking  the  tough  actions  that 
were  long  overdue.  "We  had  really  lost  sight  of  the  impact  of 
inflation,"  Kagler  says.  "My  goal  was  to  make  pruning  an  every- 
day activity.  Getting  rid  of  stores  that  don't  work  is  just  as 
honorable  as  building  stores  that  do." 

Among  Kagler's  actions:  closing  not  only  several  inefficient 
manufacturing  plants  but  also  over  100  unprofitable  stores  in 
tight  markets  like  St.  Louis,  and  trimming  25%  of  its  bloated 
and  ingrown  corporate  staff.  Further,  Kroger's  weak  drugstore 
operations  were  put  on  the  block.  The  streamlining  triggered 
special  charges  of  $94.4  million  but  also  freed  cash  to  reduce 
debt,  buy  back  stock  and  build  stores  in  bustling  cities  like 
Richmond,  Va.  and  Greenville,  S.C. 

In  the  first  nine  months  of  1986,  earnings  per  share  from 
continuing  operations  rose  6.3%,  to  $1.35,  from  the  year-ago 
period.  Meanwhile,  sales  increased  5.6%.  Before  year-end, 
Kroger  planned  to  retire  about  one-third  of  its  long-term  debt. 
Dropping  below  19  in  1985,  its  stock  recently  traded  at  30V£  after 
a  2-for-l  split  in  September.  That's  in  line  with  the  Dow's  P/E  of 
16,  and  ahead  of  the  industry's  15%  discount. 

Kagler's  reward  for  getting  his  company  back  in  the  pink?  A 
pink  slip,  handed  to  him  in  October  by  longtime  Chairman  Lyle 
Everingham,  who  didn't  like  Kagler's  abrasive  style  and  couldn't 
stomach  more  housecleaning.  Says  Everingham:  "We  hope  now 
for  a  period  of  stability  and  predictability." 
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Food  distributors 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Lucky  Stores  66/52 
Kroger  »/86 
Safeway  Stores  •/• 
Great  A&P  Tea  •/• 

6  17.7%      9.4%     69.7%  0.9% 

7  15.7        7.4       67.0  0.5 

8  13.8       10.8        90.9  0.9 

O                Apf          8  9          SO  9              0  9 
y                uei           o.y          ju.7  \j.y 

ft             7  9%        Id  9% 

u                /  .y  /o       — /o 

4          11.5  1.5 

8  5.5  -0.6 

9  -0.9  9.4 

8  -0.9%  -44.1% 

9  -1.2  -50.1 
6             11.1  -28.3 
1             39.6**  2.0 

very  low 
very  low 

high 
very  high 

Medians 

18.9       10.8        67.0  1.1 

10.7  4.7 

14.2  -14.9 

Regional  supermarkets 

Big  Bear  78/75 
Bruno  s  •/• 
Food  Lion  •/• 
Super  Rite  Foods  48/50 
Shaw's  Supermarkets  •/• 

1           36.5%    20.3%     48.2%  1.5% 

1                35Q          IRA             en  99 

3  29.4       27.7       21.9  2.6 

4  27.2        7.7      110.8  0.4 

5  25.3t     20.5        54.7  1.5 

9            9.5%  4.1% 
3          15.9  13.3 

1  28.5  25.6 

2  27.4  12.1 
6          12.9*  16.5 

3  27.3%  -11.0% 

4  26.2  8.3 

5  25.0  28.6 

6  24.9  -55.7 
8            18.5*  4.2 

very  high 
very  high 
very  high 
average 
very  high 

Fred  Meyer  65/na 
Giant  rood 

Delchamps  •/• 
Hannaford  Bros  •/• 
Weis  Markets  •/• 

6  23.8tt     19.9      206.1  1.3 

7  ITS         918         dft  0              1  S 

8  20.7       10.7        49.0  1.1 

9  20.1       17.6       50.9  2.1 
10           19.9       17.3         0.0  5.9 

5           13.5ti  NA 

11  8.6  6.7 
4          15.8  9.2 
8          10.9  8.2 

12  8.3  8.9 

1  42.3**  NA 

2  28.0  15.2 
12              9.7  -22.5 

9             13.8  18.9 
10             12.8  7.9 

high 
very  high 
very  high 
very  high 
very  high 

CuUum  Cos  •/• 
Big  V  Supermarkets  •/• 
Ruddick  84/48 
Waldbaum  •/• 
Nash  Finch  40/21 

11           19.0       15.7       38.7  1.7 
iz             lo.D        lo.u        ly.o             i  -U 

13  14.4       12.3       39.8  1.5 

14  14.3        9.7        76.8  0.8 

15  13.3       12.7       48.1  1.0 

18  6.7  -6.7 

19  6.3  2.0 
7          12.9  0.2 

16            6.9  4.5 

20  5.7  9.7 

17              5.4  0.0 
21             -9.0  7.3 
16              7.1  7.7 
15             9.0  -15.2 
iy              o.u  10.1 

average 
very  low 

high 
average 

high 

Marsh  Supermarkets  na/na 
Arden  Group  84/61 
Seaway  Food  Town  •/• 
Godfrey  •/• 
Perm  Traffic  «/87 

1  A                  1  T  fi.           \A  A          ll^Q  HO 

17  12.4       14.1        59.1  1.3 

18  11.0        5.1       103.4  0.4 

19  10.5       20.4        53.8            1  1 

20  9.9       12.4       50.1  1.4 

14            7.2  21.6 
26          -4.5  -1.9 
22            3.6  -1.7 
13            7.4  13.1 
21            5.6  ^3.0 

on              —A  Q         is,  1 
7            19.7  -22.3 
22          -10.2  -51.3 
14             9.0  92.3 
18             3.7  51.3 

very  low 
average 

low 

low 
very  low 

Pueblo  International  •/• 
Fisher  Foods  •/• 
Foodarama  Supermkts  •/• 
Allied  Supermarkets  57/na 

21  8.4       11.1       125.3  0.9 

22  6.1         def       49.9  def 

23  4.9       11.9        49.3  0.6 

24  0.4tt      4.8       114.7  1.1 

15            7.1  16.6 
27        -21.6         20  8 
23            1.6  4.0 
25          -2.9  -19.6 

11             11.4  79.3 
NM  P-D 

1j                   7.0+        — j.j 

NM  D-P 

average 
NM 
low 
NM 

Borman's  •/• 
otater  oros  •/• 
Tops  Markets  78/na 

25             def       21.1       110.5  0.6 

MA           Ql  fi.          1A7  (17 
IN  A           0  /  .0          ZO  / .  J                  U.  / 

NA       16.7       122.9  1.0 

24            0.3  1.7 
10            9.5  10.8 
17           6.9*  3.6 

NM  272.1 
NA  127.7 
NA  -10.7 

NM 
NA 
NA 

Medians 

14.4       14.4        50.9  1.1 

7.2  7.5 

9.6  7.5 

Convenience  stores 

Natl  Convenience  •/• 
Southland  65/66 
Circle  K  •/• 
iviuniora                            /  o/o4 

1  24.3%      4.3%    281.1%  0.5% 

2  16.7       14.8        38.2  2.4 

3  15.9       19.5      180.1  2.0 

A                    IC  1               iCQ              71   i  no 

j               1  r  00/             /  no/ 

3  15.8%  -6.9% 

1  22.9  -22.7 

2  22.8  22.6 

4  7.7  5.6 

3             9.4%  -66.0% 
2            13.2  4.5 
NM  -0.6 
1            37.1  -37.1 

high 
very  high 

NM 
average 

Medians 

16.3       10.8       125.7  1.4 

19.3  -0.7 

11.3  -18.9 

Restaurant  chains 

ononey  s  oy/oy 
McDonald's  •/• 
Wendy's  Intl  •/• 
Collins  Foods  Intl  64/82 
PepsiCo  25/22 

1  2A.6  lo      Vi.6/0       11. 4/o  /.IVo 

2  22.5       21.9        79.3  11.6 

3  22.5        2.8       45.6  1.0 

4  19.1        10.6       123.6  2.2 

5  18.6       23.6       123.0  4.8 

2  20.3%  14.5% 
5          11.0  13.3 

1           25.4  6.0 

3  14.3  17.8 
10            5.3  12.8 

2  22.3%  18.U% 
4              15.2  13.4 

3  16.1  -84.2 
1              74  6      -34  7 
6              8.1  -14.1 

very  high 
very  high 
very  high 
very  high 
low 

Church's  Fried  •/• 
Pillsbury  45/59 
Morrison  63/71 
Jerrico  •/• 

6  18.1         3.7        13.9  2.1 

7  17.2       17.0       73.3  3.6 

8  16.2        7.9         4.3  2.2 

9  15.8       13.7        14.6  4.8 

9            7.7  -13.6 
8           8.8  22.4- 
4          11.4  11.5 
6          10.0  8.4 

11             -7.6  -76.5 
5             10.4  8.0 
7              7.5  -34.4 
9              3.7  18.2 

low 
very  high 

high 
average 

WR  Grace                       19/  7 
Ponderosa  •/• 
General  Mills  22/21 

10  11.6         6.8        91.7  2.5 

11  9.6        8.1        24.9  2.3 
NA       25.8       62.0  4.1 

12          -2.0  -24.1 
7            9.0  4.3 
11            5.0*  8.7 

12           -16.8  -7.6 
10            -3.5      500.0  + 
8              4.7*  59.2 

high 
very  low 
very  low 

Medians 

18.1       12.2        53.8  3.1 

9.5  10.1 

7.8  0.2 

Industry  medians 

17.0       13.0        62.0  1.2 

9.5  8.8 

9.6  1.2 

All-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit    def  Deficit.    NA:  Not  available.    NM:  Not  meaningful    tFour  year  average.    +Four  year 
growth.    t+Three  year  average.    ttThree-year  growth.    For  further  explanation,  see  page  61. 
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Wholesalers  have  struggled  to  keep 

their  own  houses  in  order.  Firms  like 

Super  Valu  Stores  and  Fleming  have  lowered 

handling  costs  by  investing  in  large-scale 

mechanization  and  high-tech  inventory 

control  systems.  They  have  been 

aggressive  acquirers,  too.  Consolidation  has 

already  cut  the  number  of  operators  by 

two-thirds  since  1979, 

to  a  total  of  325  nationwide. 


jidustry  itself  remained  a  plodding 
Dusiness  with  micromargins.  Worse, 
dower  growth  in  food  prices  for  more 
:han  two  years  has  forced  grocery 
;hains  to  cut  costs  mercilessly,  labor 
nost  of  all. 

Beyond  mere  speculative  plays,  the 
:hains  that  seem  best  positioned  to 
eward  investors  in  years  ahead  are 
:hose  that  poured  capital  into  their 
operations  over  the  past  few  years, 
ncreasingly  favored  are  supersize 
itores  of  35,000  square  feet  costing  up 
:o  $5  million  each  to  open  and  using 
i  combination  food/drug  format  to 
ittract  shoppers.  Albertson's  opened 
LI  such  stores  in  1986  and  plans  to 
idd  another  30  or  so  in  1987.  Great 
\tlantic  &  Pacific  Tea  Co.  finds  it 
cheaper  to  buy  than  build,  adding 
learly  200  units  with  the  acquisition 
)f  both  the  Shopwell  and  Waldbaum 
;hains  in  1986. 

Efforts  to  tailor  general  retail  for- 
nats  to  distinct  neighborhoods  con- 
inued.  In  the  New  York  metropolitan 
irea,  A&P  added  to  a  broad  range  of 
outlets,  from  food/drug  stores  to 
warehouse  stores  to  conventional 
anits  with  large  ethnic-oriented  de- 
partments. "You  can  no  longer  just 
:alk  about  supermarkets  generically," 


says  Martin  McDevitt,  an  industry 
analyst  with  Robert  Baird  &.  Co.  in 
Milwaukee. 

Wholesalers,  meanwhile,  have 
struggled  to  keep  their  own  houses  in 
order.  Firms  such  as  Super  Valu  Stores 
and  Fleming  have  lowered  handling 
costs  by  investing  in  large-scale 
mechanization  and  high-tech  inven- 
tory control  systems. 

They  have  been  aggressive  ac- 
quirers, too.  Consolidation  has  al- 
ready cut  the  number  of  wholesale 
operators  by  two-thirds  since  1979, 
bringing  it  to  a  current  total  of  325 
nationwide,  and  it  is  expected  that  by 
1990  the  number  will  decline  further, 
to  a  mere  100. 

The  company  topping  Forbes' 
wholesale  and  supply  group  in  the 
Yardsticks,  Allegheny  Beverage,  will 
surely  lose  that  place  next  year.  After 
selling  its  profitable  Pepsi  bottling 
unit  in  1985,  the  firm  leapt  into  in- 
dustrial food  service  with  a  $225  mil- 
lion acquisition.  Bad  call.  That  busi- 
ness slumped  along  with  heavy  indus- 
try generally  and  left  Allegheny 
Beverage  reeling  under  a  huge  debt 
load.  The  company  recently  an- 
nounced plans  to  sell  or  spin  off  all  its 
operating  units.  ■ 
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rur  Guest  Register 
Says  It  AIL 

Host  to  chiefs  of  state, 
financial  leaders  and 
executive  travelers  from 
throughout  the  world. 


In  a  class  by  itself 

Iwajiro  Noda,  Chairman  Emeritus 
Tatsuro  Goto,  President  &  General  Manager 
Tokyo,  Japan  TEL:(03)582-0111  TELEX:  J22790 
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adjacent  to  the  American  Embassy. 
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See  your  travel  agent  or  our  hotel  representatives: 
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J.A.  Tetley  Co.  Tel  800  421  0000  Toll  Free,  213  388  1151 
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FOOD  PROCESSORS 

Falling  food  prices  were  disastrous  for  farmers,  but  the 
losses  they  suffered  matched  the  profits  reaped  by  the  next 
link  in  the  food  chain — the  processors. 


By  Janet  Novack 


For  most  packaged  food  companies  1986  was  a  year  to 
relish  lower  commodity  prices,  fatter  profits  and  a  gift 
from  Congress:  tax  reform.  Even  so,  processors  kept  busy 
spinning  off  or  selling  laggard  performers  while  buying  back 
stock,  piling  on  debt  and  looking  for  acquisitions  to  build 
market  share — all  to  keep  from  becoming  the  target  of  some 
corporate  raider  on  the  prowl. 


From  January  to  October  the  Department  of  Agriculture 
index  of  farm  prices  (1977  equals  100)  fell  from  113  to  97 
corn,  wheat  and  soybean  stockpiles  grew  to  record  leve! 
Meanwhile,  consumers  continued  to  gravitate  toward  hig 
priced  brand  names  and  high-margin  convenience  food  item 

Result?  Fatter  profits  for  many  food  processing  firms.  Lea 
ers  increased  their  market  share  and  margins,  while  generic 
store  brands  and  also-rans  were  squeezed.  For  example,  sim 
1983  Kellogg  and  General  Mills  have  boosted  their  combint 


Most  improved 


H.  Breu 


\Jorf  VtTiecler  Pictures 


When  H.  Brewster  Atwater  Jr.  took  over  as  General  Mills' 
chief  executive  in  1981,  revenues  were  approaching  $5 
billion,  and  Atwater  confidently  predicted  sales  of  $8 
billion  by  1986.  As  things  turned  out,  1986  proved  to  be  a 
banner  year  indeed,  but  revenues,  at  $4.6  billion,  were 
lower  than  in  1981.  In  the  interim,  consumer  tastes  turned 
against  General  Mills'  trendy  nonfood  divisions,  including 
Izod/Lacoste  and  Parker  Brothers.  In  1985  Atwater  spun 
off  lagging  operations,  taking  a  writeoff  of  $188  million  for 
discontinued  operations  and  a  $73  million  net  loss,  thus 
positioning  his  company  for  a  1986  earnings  surge  that 
lifted  the  stock,  which  split  2-for-l  in  November,  by  about 
40%.  Says  he:  "Our  focus  is  now  on  our  best  businesses." 

The  strategy  is  paying  off.  "General  Mills  has  been 
transformed  into  a  premier  earnings  growth  company," 
says  Drexel  Burnham  analyst  Alan  Greditor.  Numbers 
prove  the  point.  Pretax  earnings  from  continuing  opera- 
tions were  up  20%  during  the  company's  fiscal  1986, 
ended  in  May — better  than  most  major  U.S.  businesses. 
For  the  first  half  of  fiscal  1987,  per-share  net  from  continu- 
ing operations  rose  29%,  while  trailing  12-month  return  - 
on-equity  from  continuing  operations  hit  31%.  Atwater 
says  that  over  the  next  three  years  General  Mills  will 
pump  $1.5  billion  into  its  businesses,  including  $290  mil- 
lion into  the  Red  Lobster  chain,  which  is  thriving  with  a 
greater  emphasis  on  service  and  light  foods.  General  Mills 
will  also  expand  its  Olive  Garden  dinner-house  chain,  as 
well  as  Talbots,  a  classic  women's  clothing  retailer.  Mean- 
while, cereal  division  Big  G  has  added  market  share.  The 
company's  strategy  of  focusing  on  its  best  businesses 
should  continue  to  pay  off  for  General  Mills'  investors. 
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Food  processors 


Yardsticks  of  management  performance 
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This  invention  is  helping  us 


It's  called  a  "Smart  Block'.'  | 
And  it's  the  brainchild  of  Steve 
Weinert,  an  employee  of  our 
Southwestern  Bell  Telephone 
subsidiary. 

What's  so  smart  about  it? 
Simply  put,  it  lets  us  spot 
whether  a  problem  is  in  our 
data  lines  or  a  customer's  equip- 
ment. Electronically.  From  our 
own  test  centers. 

Before  Smart  Block,  our 
technicians  had  to  rely  on  a 
most  ancient  invention — 
the  wheel. 

Every  time  a  problem  was 
reported,  someone  had  to  hop 
into  a  truck  and  head  out  to 
the  customer's  premises.  Then 
check  each  data  circuit.  One 
by  one. 

The  time  saved  increases 
the  efficiency  of  our  techni- 
cians and  lowers  operating 
costs.  Of  course,  our  customers 
are  delighted  too.  The  speedier 
diagnosis  also  helps  their 
bottom  line. 

And  Steve's  invention  is  just 
beginning  to  gain  momentum. 
We've  licensed  an  independent 
company  to  manufacture  and 
market  Smart  Blocks.  Now 
other  phone  companies  across 
the  country  are  sending  in 
their  orders. 

Which  is  great.  Because  it 
means  royalties  rolling  in  for  us. 

Making  the  most  of  what  we 
know  best. 


Southwestern  Bell 
Corporation 


ace  this  invention. 


THE  CHOICE  IS  FLORIDA. 


Eight  states  were  in  the  running  for  their  new  regional  facility. 
They  chose  Florida. 

In  large  part  because  of  our  people.  Florida's  work  force  has  earned 
a  reputation  for  being  highly  skilled  and  reliable.  Along  with  having 
strong  company  loyalty. 

They  chose  Florida  because  of  our  business  climate.  Our  state 
and  local  governments  want  and  welcome  new  businesses.  And  our 
corporate  taxes  allow  businesses  to  be  competitive.  There  is  no  unitary 
tax.  And  no  personal  income  tax. 

And  they  looked  at  the  most  current  data  and  found  Florida  to 
be  the  trend-setting  state  in  the  nation.  So,  when  you're  looking  at 
Florida  today,  you're  seeing  the  state  of  the  future. 

The  bottom  line.  Florida  is  considered  to  be  the  premiere  business 
opportunity  state  in  the  country. 

So,  when  they  set  out  to  open  their  new  facility,  it  was  clear  why 
they  chose  Florida. 

For  more  information,  write  to  Florida  Dept.  of  Commerce, 
Division  of  Economic  Development,  510C  Collins  Building,  Suite 
FB,  Tallahassee,  Florida  32301.  Or  call  (904)  488-5507. 

FI©RIDA 

©  1987  -  State  of  Florid.,  Division  of  Economic  Development      Based  on  an  original  photoconcept  by  A.  ZantvtSlack  Star. 


share  of  the  breakfast  cereal  market 
some  seven  points,  to  about  66%, 
while  Quaker  Oats  Co.  and  General 
Foods'  Post  cereals  have  seen  their 
shares  erode.  Abetting  the  consolida- 
tion trend,  says  Sara  Lee  Chairman 
John  Bryan  Jr.,  was  relaxed  antitrust 
enforcement.  "In  the  1960s  you  didn't 
have  the  option  to  build  your  existing 
business  through  acquisition.  You 
had  to  get  into  businesses  you  didn't 
know  anything  about,"  he  says. 

Now  the  situation  is  different.  In 
September  International  Multifoods 
Corp.  announced  plans  to  sell  off 
most  of  its  regional  and  private  labels 
and  concentrate  instead  on  food  ser- 
vice and  other  businesses.  Mean- 
while, Quaker  Oats  put  its  specialty 
retailing  units  up  for  sale  while  ac- 
quiring established  brand  names,  in- 


In  1986  consumers 
continued  to  gravitate 
toward  high-priced 
brand  names  and 
high-margin  convenience 
food  items.  Result? 
Fatter  profits  for 
many  food  processing 
firms.  Leaders  increased 
their  market  share  and 
margins. 


eluding  Rice-a-Roni  and,  via  the  ac- 
quisition of  Anderson  Clayton, 
Gaines  pet  food.  The  Gaines  line  will 
allow  Quaker  to  double  its  pet  food 
share,  to  21%. 

Many  firms,  including  Ralston  Pur- 
ina, Borden,  Heinz  and  General  Mills, 
used  their  wealth  to  lift  their  stock 
prices  by  buying  back  shares.  But  the 
buyback  pace  will  likely  slow  in  the 
year  ahead,  since  tax  reform  makes 
higher  dividends  a  more  attractive 
way  to  boost  shareholder  returns. 

Will  1987  yield  food  processors 
enough  cash  for  higher  payouts?  Wil- 
liam Blair  &  Co.  analyst  Ronald 
Strauss  figures  the  money  will  be 
there.  He  expects  the  group's  pretax 
profits  to  rise  9%  to  11%  in  1987,  as 
commodity  prices  continue  low  and 
margins  continue  to  expand.  With  the 
food  group  a  beneficiary  of  tax  reform, 
aftertax  net  should  rise  about  17%  to 
18%,  he  adds. 

Meanwhile,  in  another  plus  for  the 
industry,  the  spectacular  growth  in 
eating  out  seems  to  be  leveling  off. 
Says  Prudential-Bache  analyst  John 
McMillin,  "Two  of  the  biggest  posi- 
tives for  food  processors  have  been  the 
microwave  and  the  VCR.  Now  you 
can  have  fast  food  at  home  and  watch 
a  movie  to  boot."  ■ 
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Game  Called 
On  Account  Of  Insurance. 


The  kids  were  ready  to 
ay  ball. 

But  the  municipality 
asn't.  Neither  were  the  kids' 
dunteer  coaches. 

Because  the  opponent 
asn't  another  team. 

It  was  fear.  Fear  of  costly 
tvsuits  spawned  by  injuries. 

One  insurance-bare 
)state  New  York  town  even 
is  gone  so  far  as  to  tear  down 
memorial  recreational  facility 
eated  for  picnics,  clambakes 
id  softball.  Elsewhere,  many 
lblic  and  private  play  areas 
ive  been  shut  down  to  avoid 
bility  claims. 

The  crisis  that  first  strip- 
id  America's  businesses  of  vital 
surance  protection  now  is 
aguing  ordinary  citizens'  lives. 


Uneasy  team  coaches  of  youth- 
group  football,  baseball,  soccer, 
and  hockey,  for  instance,  recently 
banded  their  national  and  state 
organizations  together  to  urge 
legislation  protecting  volunteers 
from  the  "frivolous  lawsuits" 
of  parents. 

Perhaps  nothing  has  done 
more  to  provoke  these  reactions 
than  changing  interpretations 
of  joint  and  several  liability  and 
punitive  damages. 

It  has  become  routine 
to  name  multiple  defendants  in 
the  same  injury  suit  because  even 
a  defendant  only  one  percent 
at  fault  can  be  held  liable  for  100 
percent  of  the  damages. 

Municipalities  thus  are 
favorite  targets  as  "deep  pockets" 
to  pay  ever  larger  jury  awards. 


The  litigation  lottery 
taking  place  in  our  courts  must 
be  curbed.  "Deep  pockets"  are 
an  illusion.  The  taxpayer  is  at  the 
bottom  of  those  pockets. 

We  must  encourage  the 
lawmakers  now  seeking  ways  to 
restore  balance  to  our  civil  justice 
system.  No  one  objects  to  legiti- 
mate awards.  But  lottery-like 
rewards  have  become  an  unseen 
burden  on  everyone. 


JOHNSON 
jgd_TIGGINS 

Consulting  on  a  lot  more  than  Insurance. 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES.  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD. 


HEALTH 

Prescription  for  profits: 
Consolidate,  emphasize  the 
core  business  and  exploit  the 
falling  dollar. 


By  Michael  Fritz 

A third  year  of  precipitous  declines  in  hospital  admi 
sions  and  Washington's  continuing  clampdown  on  Med 
care  spending  made  1986  a  year  of  consolidation  and  frant: 
cost-cutting  for  most  companies  in  this  industry.  Firms  wit 
foreign  manufacturing  or  sales  operations  fared  better,  thanl* 
to  a  weakening  U.S.  dollar.  But  if  currency  translation  gair 
hadn't  buoyed  them,  the  entire  health  industry  would  ha\ 
looked  wan. 

The  solution?  If  you're  a  drugmaker,  the  answer  was  obv 
ous:  Sell  off  any  sideline  businesses  you  may  have  had  i 
medical  supplies  and  other  distractions  and  concentrate  it 
stead  on  your  core  activities.  Thus,  Warner-Lambert  amputa 
ed  Reichert  Scientific  Instruments  and  Deseret  Medical  t 
focus  more  closely  on  pharmaceuticals  (Forbes,  Nov.  1' 
1986).  Similarly,  Rorer  Group,  which  sold  its  Cilco  and  Rid 
ards  Manufacturing  surgical  products  businesses,  now  wan) 
to  trade  its  Armour  Pharmaceutical  blood  plasma  division  fc 
an  over-the-counter  or  prescription  drug  line.  Americai 
Home  Products  is  in  the  process  of  selling  its  $460  millio 
Brach's  candy  division. 

Medical  suppliers  also  retrenched  to  primary  businessei 
Baxter  Travenol,  having  acquired  American  Hospital  Suppl 
in  November  1985,  sold  five  divisions  and  announced  plans  t 
cut  its  work  force  by  5,000  over  the  next  four  month; 
Johnson  &  Johnson  Co.  dumped  its  moneylosing  Technical 
and  ultrasound  diagnostic  imaging  divisions,  along  with  othe 
assets. 

Why  are  margins  so  tight  throughout  much  of  the  industry 
Overcapacity,  for  one  thing.  After  declining  4.9%  in  198.' 
hospital  admissions  fell  another  2.5%  in  1986,  resulting  in  a 
average  64%  occupancy  rate  across  the  country.  Medicare 
1.2%  increase  in  fixed-fee  payments  was  more  than  offset  b 


Most  improved 


For  sticking  to  a  painful  restructuring 
plan  that  tripled  earnings  on  a  20% 
increase  in  sales  over  the  last  three 
years,  Becton  Dickinson  earned  the 
title  of  most  improved  among  health 
companies  for  1986.  Under  Chairman 
Wesley  Howe,  Paramus,  N.J. -based 
Becton  was  slow  to  react  to  the  indus- 
trywide profit  squeeze.  But  when  the 
company  did  get  into  gear,  it  pared 
operations  deeply,  made  difficult  staff 
cuts  and  invested  smartly  in  new 
technology. 

Four  years  ago  Becton's  earnings 
were  stalled  at  around  $76  million 
annually.  But  by  unloading  low-mar- 
gin businesses  like  its  Endevco  vibra- 
tion monitor  business  for  $38  million, 
consolidating  its  diagnostics  opera- 
tions and  cutting  manufacturing 
costs,  Becton  boasted  47%  gross  mar- 
gins this  year — a  five-point  gain  over 
1983  and  two  points  above  the  aver- 
age for  the  medical  supply  industry. 
Says  Howe;  "We  sharpened  our  focus 
on  the  health  care  industry,  sorted  out 
those  businesses  with  the  best  oppor- 


tunity to  do  well,  and  Becton  Dickin- 
son is  a  far  stronger  company  because 

of  it." 

Becton  Dickinson's  stock  rewarded 
anyone  who  stuck  with  it  during  the 
company's  three-year  restructuring 


plan,  rising  from  $18  at  the  end  of 
1983  to  about  $48  recently.  That  not 
only  surpasses  the  broad  market  aver- 
ages but  beats  the  performance  of 
competitors  within  the  health  indus- 
try as  well. 
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yOU'LL  BE  VERy  IMPRESSED 

WITH  THE  WAy  THIS 
NO-HEADACHE  COPIER  RUNS. 

/OU'LL  BE  EVEN  MORE  IMPRESSED 
IF  IT  EVER  BREAKS  DOWN. 


Better  copiers  and  the  industry's  most 
mpressive  service  plan  virtually  eliminate  all 
if  your  most  common  copier  complaints. 

We  think  you'll  say  that  Pitney  Bowes  copiers  are 
he  best  you've  ever  had. 

We've  made  them  more  dependable,  versatile 
md  simpler  to  operate.  And,  they're  easier  to  fix 
;  anything  ever  does  go  wrong. 

We've  even  created  one  of  the  most  extensive 
:omputer-dispatched  service  staffs  in  the  business. 
)ne  phone  call  puts  you  on-line  with  the  Customer 
Service  Support  Center  nearest  your  business.  So  if 
/our  copier  needs  help,  you  get  it.  Almost  immediately 

There's  more.  We  also  offer  flexible  financing  and 
iupplles  and  service  contracts.  Which  means  we  can  cure 
leadaches  for  people  who  use  copiers.  And  for  those 
vho  pay  for  them. 

For  more  information,  call  1-800-MR.  BOWES 
1-800-672-6937),  ext.  271.  Or  write  us  at  1701  Crosby  St 
Stamford,  CT .06926-0700. 

H  Pitney  Bowes 


an  estimated  7.5%  rise  in  in-patient  expenses. 

Hospitals,  too,  pared  costs  and  dumped  unprofitable  proper- 
ties. Hospital  Corp.  of  America,  the  largest  hospital  chain,  cut 
patient  capacity  3%  but  still  recorded  a  3.6%  loss  in  occupan- 
National  Medical  Enterprises  lopped  off  20%  of  its 


cies. 


holdings  in  the  bloated  general  hospital  market.  It  invested  in 
nursing  homes,  psychiatric  hospitals  and  rehabilitation  facili- 
ties— all  high-growth  businesses. 


Yet  for  the  present  gloom,  the  fundamentals  in  the  hospital 
sector  may  in  fact  already  be  starting  to  improve.  With  the 
population  aging,  it  is  only  a  matter  of  time  before  the  current 
decline  in  hospital  admissions  levels  off,  then  begins  to  rise 
again.  More  important,  consolidation  within  the  industry  has 
already  reduced  the  number  of  available  beds  by  4%  in  the 
last  three  years,  and  as  the  process  continues,  occupancy  rates 
will  inevitably  rise.  ■ 


Health 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Drugs 

.  \  I  [  1  (.  i  1 1  .  i  I  i  r  i '  Milt   riUUs        Vf  1  f  7 

SmithKhne  Bcckman  70/« 
Abbott  Laboratories  55/71 
Bindley  Western  Inds  •/• 
Bristol-Myers  67/74 

1  34.3%    33.4%       1.7%  15.6% 

2  28.7       22.2         2.7  14.0 

3  26.8       28.3       25.3  14.1 

4  24.7       14.6      120.6  0.9 

5  23.6      22.7        6.2  12.0 

13           3.9%  5.4% 
3          12.7  15.0 
5          10.4  13.6 
2          14.6  9.4 
7           6.9  9.1 

8            10.9%  9.1% 
11             6.3  16 
3            17.7  18.8 
1            22.8  18.0 
6            13.9  6.6 

very  high 
very  high 
very  high 
very  high 
very  high 

Eli  Lilly  na/na 
Merck  87/» 
Pfizer  60/na 

Bergen  Brunswig  76/68 

6  22.6       23.4        14.3  15.7 

7  20.9       24.2         5.9  16.2 

8  19.7       21.2         8.4  14.7 

9  19  1        51  9        97  9           20  8 

7                          1  ~     >               JA.7                 7'  .7 

10           18.9       12.8      137.0  0.7 

12            4  7  10.4 
9           5.8  10.9 
8           5.9  11.1 

11            4.9  22.9 

1                       T  fi   3                     1C  Q 

9            10.5  10.8 
10             6.9  25.3 

2            18.2  11.8 
13             0.1  218.1 

4            15.0  -15.4 

very  high 

high 
very  high 
very  low 
very  high 

Upiohn  79/88 

1  Mllll,   .ILL,  Ja/NA 

Squibb  58/79 
Schering-Plough  58/63 
Bausch  &.  Lomb  81/82 

11  16.9       18.4        29.5  10.8 

12  1 S  5         \\1         70  1              6  \ 

14                         1      .  Z.                lO.A                        .  1  Kj.\J 

13  14.7       18.0        11.4  14.2 

14  14.3       14.6        20.9  10.9 

15  13.8       17.6       29.3  10.9 

1  A                   1  A                  O  3 

17  0.8  6.7 
10           4.9  -5.3 
15            1.8  212 

18  0.6  14.5 

12             2.2  26.7 

14  -0.6  -15.5 
7            11.8  22.1 

15  -1.7  13.6 
5            14.3  10.1 

very  low 
very  low 
very  high 
very  low 
very  low 

McKesson  64/47 
American  Cyanamid  32/57 
Warner  Lambert  66/68 
National  Intergroup  na/na 

An  rvuunij                           in  ay  in  a 

16  13.2       12.5       60.6  1.3 

17  10.9        9.9       34.2  4.3 

18  5.1        def       42.2  def 

19  def        def       70.0  def 

iU                    UC1 1           INC              INC,  y.j 

6            7.1  25.2 
16           0.9  3.7 

19  -1.9  -5.3 

20  -10.7  312.1 
4          10.9  11.5 

17            -3.0  10.1 
16           -1.8  -0.3 
NM  P-D 
NM  D-D 
NM  D-P 

low 
very  low 
NM 
NM 
NM 

Medians 

17.9       17.8       23.1  10.9 

4.9  11.0 

6.6  10.1 

Medical  sunoties 

SmithKhne  Beckman       29/  8 
Abbott  Laboratories  44/28 
[ohnson  &  lohnson  34/14 
Hillenbrand  Inds  27/33 

OUAltl    1  IUVCI1U1  LiUS  v/v 

1  28.7%    22.2%       2.7%  14.0% 

2  26.8       28.3       25.3  14.1 

3  19.4       10.9         8.1  5.2 

4  17.7       17.3        47.5  7.3 

I*                  1 A  1            IC  7            7A  A  Q1 

2  12.7%  15.0% 

3  10.4  13.6 
6           5.3  9.5 
5           9.4  20.7 

4  10.1  150.3 

4             6.3%  1.6% 

1  17.7  18.8 
3              7.0  -38.5 

2  7.5  24.5 

7          -13.8     500.0  + 

very  high 
very  high 

high 

high 
very  low 

Becton  Dickinson  83/86 
Coming  Glass  Works  27/27 
Henley  Group  na/na 

6  11.8       15.6       33.0  8.5 

7  9.0       13.6       23.5  9.0 
NA       NA        3.0  def 

7  3.3  14.7 

8  2.1  7.1 
1          24. 5t  NA 

5  0.5  24.8 

6  -4.3  70.1 
NA  NA 

very  low 
low 
NA 

Medians 

17.7       15.7       24.4  8.8 

9.8  14.7 

6.3  24.5 

Health  care  services 

Charter  Medical  •/• 
Humana  •/• 
Maxicare  Health  •/• 
Manor  Care  79/84 
American  Medical  •/• 

1  36.4%    20.1%   210.8%  6.9% 

2  32.8        6.0      135.6  2.1 

3  31.8tt    15.1       52.2  4.9 

4  28.7       24.9      190.2  8.0 

5  20.6        def      233.6  def 

6         26.1%  23.0% 
8          14.2  18.8 

1  64.2          44  6 

2  54.0  4.5 
5          31.7  10.3 

2  38.4%  8.0% 
4            27.3  -74.4 

1            89.4it  57.8 

3  36.3  11.5 
8            12.6  P-D 

very  high 
very  high 
very  high 
very  high 
high 

National  Medical  •/• 
Hospital  Corp  •/• 
Beverly  Enterprises  «757 

6  19.6        9.5      134.7  3.1 

7  18.2       11.0      137.7  4.8 

8  15.2       11.8      178.1  3.7 

4          33.3  18.1 
7          24.8  19.7 
3          42.0  19.5 

5  21.5  -39.1 
7           21.2  -29.6 

6  21.4  13.7 

very  high 
very  high 
very  high 

Medians 

24.7       11.4       157.9  4.3 

32.5  19.2 

24.4  -10.8 

Industry  medians 

19.3       15.6       31.3  8.3 

8.3  13.6 

10.5  10.5 

All-industry  medians 

12.6       13.0       46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more  D-D:  Deficit  to  deficit  D-P.  Deficit  to  profit  P-D:  Profit  to  deficit  def:  Deficit  NA:  Not  available  NE  Negative  equity 
meaningful    t|  our -year  average    $Fcur-year  growth    ttThrce-year  average.   t+Three-year  growth    For  further  explanation.  se«  page  61. 
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AIR  FRANCE  HAS  A  SPA  VACATION 
WITH  A  LITTLE  SOMETHING  EXTRA. 
MONTE  CARLO. 


if  you've  always  wanted  to  try  a 
spa  vacation  and  find  the  allure 
of  Monte  Carlo  irresistible,  the 
Air  France  Monte  Carlo  Magni- 
fique  is  for  you. 

From  November  1st,  1986  until 
March  21st,  1987  you'll  get  an  ele- 
gant room  in  the  exclusive  Loews 
Monte  Carlo  and  free  use  of  the 
Loews  Spa  and  Fitness  Center. 

It  gives  you  the  freedom  of  ex- 
ploring Monte  Carlo  and  relaxing 
in  the  Spa's  heated  pool,  well 
equipped  gym,  aerobic  classes, 
sauna  or  jacuzzi.  Unlike  spas  with 
strict  regimes,  ours  is  completely 
unstructured.  Come  and  go  as  you 
please. 

Included  are: 

•  Round-trip  transatlantic  air  transpor- 
tation on  Air  France. 

•  Hotel  accommodations  at  the 
spectacular  Loews  Monte  Carlo. 

•  Daily  continental  breakfast. 

•  Unlimited  use  of  health  spa  and 
fitness  facilities. 

•  A  free  massage. 

•  Free  admission  to  museums  and 
gardens,  courtesy  of  the  Monaco 
Tourist  Office. 

•  Use  of  a  rent-a-car  for  your  entire 
stay,  exclusive  of  gasoline  and  taxes. 

•  Hotel  taxes  and  service  charges. 

The  Air  France  Monte  Carlo 
Magnifique.  7  days/6  nights. 
From  $798*  for  New  York  depar- 
tures. Also  available  from  Wash- 
ington, from  $868;  Miami,  from 
$958;    Chicago   horn  $888; 
Houston,  from  $926;  Los  Angeles 
and  San  Francisco  (10  days/9 
nights),  from  $1098* 

Call  your  Travel  Specialist  or 
Jet  Vacations  at  1-800-538-0999. 

For  a  free  video  cassette  pre- 
view, call  l-800-AF-PARIS.  In 
New  York  City,  212-247-0100. 

A  PARTNER  IN: 

UNITED'S  MILEAGE  PLUS  AND 
CONTINENTAL'S  TRAVELBANK. 


AIR  FRANCE  I/// 

LET  US  SHOW  YOU  OUR  RIVIERA 


*AII  prices  based  on  Special  Winter  APEX  air  fare, 
subject  to  availability.  A  supplement  of  $11  to  $71, 
depending  on  gateway,  applies  lor  departures 
Dec  12-20,  1986.  Add  $3  US  departure  tax  and 
$10  Federal  Inspection  Pee.  21-day  advance  pur- 
chase required.  Hotel  price  is  per  person,  double 
occupancy.  Cancellation  penalties  may  apply. 


The  key  to  winning  an  array 
of  long-term  contracts  extending 

well  into  the  90's.  * 


^tLockheed 

Giving  shape  to  imagination. 


As  technologies  expand  at  an 
ever-greater  pace,  so  do  the  op- 
portunities for  those  who  can  put 
them  to  use. 

At  Lockheed,  some  of  today's  top 
engineering  and  design  teams  are 
exploring  technology  in  four  ma- 
jor areas:  Aeronautical  Systems; 


nformation  Systems;  Marine 
Systems;  and  Missiles,  Space  and 
electronic  Systems.  Lockheed  is 
)rganized  to  capitalize  on  unique 
lelds  of  expertise,  and  to  properly 
bcus  the  corporation's  efforts  in 
ireas  important  to  the  future. 
A  planned  investment  of  more 


than  $2  billion  over  the  next  five 
years  will  ensure  Lockheed's 
position  at  the  forefront  of  these 
technologies. 

With  sound  technical  and  fi- 
nancial strength,  Lockheed 
moves  into  the  future  from  its  best 
position  ever.  Further,  Lockheed 


enjoys  a  solid,  well-balanced 
business  base. 

From  lasers  for  strategic  de- 
fense to  systems  for  a  permanent 
space  station,  Lockheed  contin- 
ues to  advance  the  technologies 
essential  to  the  military  and  com- 
mercial contracts  of  the  future. 


HEAVY  EQUIPMENT 

The  industry  is  still  trying 
to  dig  out  from  under  a 
decade  of  disappointment. 


By  Barry  Stavro 

For  many  companies  in  this  group  the  1980s  have  been 
like  a  forced  march  in  a  circle.  In  spite  of  years  of  cost- 
cutting  and  restructuring,  demand  for  heavy  equipment  con- 
tinues to  decline  faster  than  companies  can  cut  back.  The 
result  is  that  some  of  the  major  players  in  this  industry  in 
1986  operated  at  an  alarmingly  low  60%  of  capacity,  with 
consequences  that  can  be  seen  by  simply  checking  the  Yard- 
sticks on  the  page  opposite.  Seventeen  of  the  48  companies 
were  in  the  red  for  the  past  12  months — an  even  worse 
showing  than  the  year  before. 

Why?  In  a  broad  range  of  key  markets — farming,  mining, 
oil  field  machinery — reality  proved  to  be  worse  than  even  the 
gloomiest  fantasy.  The  continuing  farm  depression,  for 
example,  along  with  a  strike  by  the  United  Auto  Workers, 
savaged  Deere  &  Co.,  the  world's  leading  maker  of  farm 
machinery.  Deere  lost  $229  million  in  1986,  its  first  full-year 
loss  since  1933. 

Meanwhile,  troubled  Clark  Equipment,  a  leading  construc- 
tion machinery  outfit,  moved  more  production  abroad  in 
1986,  trying  to  cut  costs.  But  Clark  remains  short  of  cash  and 
is  selling  its  credit  subsidiary  to  Chase  Manhattan  foi  $191 
million.  Or  take  Varity  Corp.,  the  new  name  for  good  old 
Massey-Ferguson.  By  any  name  the  company  has  had  rough 
going:  three  major  restructurings  in  four  years.  Varity  now 
hopes  it  has  found  a  way  out  by  spinning  off  some  of  its  farm 
equipment  operations  into  a  separate  corporation,  and  it  is 
diversifying  into  automotive  parts,  plumbing  and  window 
products. 

For  many  of  these  companies,  survival  now  boils  down  to 
finding  ways  to  adapt  to  a  permanent  decline  in  old  markets. 
Case  in  point,  Combustion  Engineering.  For  years  this  com- 
pany built  power  plants  for  utilities.  But  big  new  plants  are  no 
longer  in  demand.  So  Combustion  Engineering  has  moved 
into  a  new  field:  building  waste-to-energy  cogeneration  plants 
that  can  produce  steam  by  burning  garbage. 

Another  company  trying  to  diversify  out  of  a  shrinking 
market  is  Deere.  It  has  contracted  to  make  engine  blocks  and 
diesel  engines  for  General  Motors  as  v/ell  as  vehicle  chassis 
for  Winnebago. 

Any  reason  to  hope  for  a  rebound  in  1987?  Nope.  The 
elimination  of  investment  tax  credits  certainly  won't  encour- 
age marginal  buyers  of  heavy  equipment  to  go  shopping.  In 
fact,  industry  analyst  Frank  Manfredi  expects  construction 
equipment  sales  to  be  down  7%  this  year.  "The  companies 
that  have  survived  this  long  are  close  to  the  break-even  point 
by  now,  or  operating  at  low  profit.  But  I  don't  see  any  one 
market  that  will  suddenly  be  up  20%,  with  all  of  it  dropping 
to  the  bottom  line,"  he  says.  Expect  the  forced  march  to 
continue.  ■ 


Most  improved 


faivPiclurc  Croup 


Caterpillar  Chairman  George  Scbaefer 


Most  companies  in  this  industry  were  happy  simply  to 
have  survived  1986.  But  after  losing  nearly  $1  billion 
between  1982  and  1984,  Caterpillar  Inc.  has  bounced 
back  impressively.  Income  rose  by  better  than  $100  mil- 
lion and  return  on  equity  improved  by  nearly  half  in  the 
latest  12  months.  By  almost  any  measure,  Caterpillar's 
performance  is  certainly  respectable.  For  a  lot  of  heavy 
equipment  companies,  respectability  is  still  a  very  dis- 
tant dream. 

Cat's  chairman,  George  Schaefer,  58,  deserves  the  cred- 
it. By  cutting  costs  by  22%  and  employment  by  35%  in 
the  past  five  years,  he  has  not  only  freed  up  cash  to  trim 
long-term  debt  by  more  than  half  but  also  has  shown  his 
competitors  how  to  turn  a  profit  in  the  toughest  market 
in  more  than  half  a  century.  Says  Schaefer  of  his  achieve- 
ment, "We  have  some  stability  in  the  marketplace." 

Schaefer  is  particularly  proud  of  Cat's  success  against 
archrival  Komatsu  during  the  year.  As  the  yen  rose  in 
value,  Komatsu  eventually  was  forced  to  raise  prices  an 
average  of  18%  on  its  construction  equipment  sold  in  the 
U.S.  But  instead  of  using- Komatsu's  double-digit  increase 
as  an  excuse  to  fatten  up  his  own  margins,  Schaefer  took 
a  longer-term  view  and  increased  Cat's  prices  by  only  3% 
during  the  year.  Result:  Enough  customers  switched 
from  Komatsu  to  Cat  products  so  that  the  Peoria,  111.- 
based  firm's  market  share  rose  2%  while  Komatsu's 
declined  proportionately.  That  is  the  kind  of  gutsy  deci- 
sion making  employees  and  investors  alike  have  a  right 
to  expect  from  corporate  managers,  and  Schaefer  has  not 
disappointed  them. 
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INDUSTRIAL  AND 
OFFICE  SERVICES 

Profits  drooped  in  1986. 
But  though  the  service 
sector  may  be  down,  it  is 
by  no  means  out. 


By  Adam  Snitzer 

These  companies  do  everything  from  hauling  garbage  to 
programming  supercomputers,  and  customers  turn  to 
them  for  one  main  reason:  to  cut  costs.  Yet  a  weak  economy 
proved  more  than  a  match  for  the  industry  in  1986.  Most 
companies  failed  to  equal  last  year's  performance.  The  indus- 
try's return  on  equity  over  the  past  12  months  fell  18%. 

Despite  the  downturn,  ServiceMaster  Industries,  which 
cleans  hospitals,  led  for  the  third  year  in  a  row  with  a  44.6% 
return  on  equity  over  the  past  12  months,  largely  from  steady 
repeat  sales  to  health  care,  industrial  and  educational  custom- 
ers. Other  highfliers:  Browning-Ferris  (22.2%  five-year  aver- 
age return  on  equity)  and  Waste  Management  (20.7%  return). 


During  1986  big  advantages  accrued  to  waste  disposal  cor 
panies — Browning-Ferris  and  Waste  Management  are  tw 
such — with  plenty  of  landfill  space  for  solid  and  toxic  wasi 
disposal.  "These  days  we  have  what's  known  as  the  not-L 
my-backyard  syndrome,"  says  E.F.  Hutton  analyst  Dougl. 
Augenthaler.  "People  don't  want  more  landfills,  so  they  figl 
to  keep  you  out."  That  blocks  new  companies  from  gettii 
into  the  business  even  as  it  allows  for  20%  annual  increasi 
in  landfill  prices.  Established  firms  got  a  further  boost  : 
October  when  Congress  passed  the  new  Superfund  bill  appr 
priating  $8.5  billion  to  clean  up  existing  toxic  sites. 

In  office  services,  Comdisco,  a  huge  dealer  in  new  and  use 
IBM  computers,  topped  its  sector  for  the  second  year  in  a  ro\ 
A  55.1%  sales  increase — due  mainly  to  the  new  IBM  309 


Industrial  and  office  services 
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NE:  Negative  equity.    NM:  Not  meaningful.    For  further  explanation,  see  page  61. 
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You  don't  have  to  be 
a  financial  genius  to 


et  the  tax  advantages 
of  life  insurance. 


Single  Premium  Life: 
It  offers  a  wide  spectrum  of  benefits. 


Now,  with  Single  Pre- 
mium Life*  New  York  Life 
can  help  you  accomplish 
a  number  of  different 
financial  objectives  with 
just  one  policy. 

You  start  with  a  one- 
time premium  payment 
that  provides  life  insur- 
ance protection  up  to  age 
95.  The  life  insurance 
proceeds  can  go  to  your 
beneficiary  income  tax- 


free— but  that's  just  part 
of  what  makes  Single 
Premium  Life  so  very 
attractive. 

In  addition,  the  cash 
value  of  your  policy  is 
guaranteed  to  increase 
each  year.  New  York  Life 
pays  current,  com- 
petitive interest 
and  guarantees  a 
minimum  interest 
rate.  And  all  of 


this  interest  accumulates 
income  tax-deferred. 
What's  more,  you  have  the 
right  to  borrow  on  the 
policy  each  year— for  any 
purpose  whatsoever— and 
the  interest  you  pay  on 
that  loan  may  even  be 
offset  by  the  interest  you 
earn  on  the  policy. 

Of  course,  one  benefit 
you  can  always  expect 
from  New  York  Life  is  the 
commitment  and  skill 
our  Agents  bring  to  your 
financial  concerns.  A 
commitment  to  be  there 
when  you  need  us,  now 
and  in  the  future. 

If  that's  the  kind  of 
commitment  you  want 
working  for  you,  why  not 
find  out  more?  Just  call 
us  toll-free  at  1-800- 
562-6825,  and  we'll 

tell  you  how  to  get 
the  most  out  of 
Single  Premium  Life. 
And  out  of  life. 


Get  the  most  out  of  lifer 


•Single  Premium  Life  with  Lndowmcnl  Benefil  is  issued  by  New  York  Life  Insurance  and  Annuiiy  Corporation,  a  Delaware  corporal  ion  and  a  wholly  owned  subsidiar\ 
of  New  York  Life  Insurance  Company.  51  Madison  Ave.  New  York.  N  Y  10010.  Noi  available  in  all  stales 


Most  improved 


I>2vkJ  Mndt/Onvx 


While  most  of  the  industry  slumped  last 
year,  Computer  Sciences,  that  once-sleepy 
California  computer  services  firm,  was  en- 
joying a  spectacular  turnaround.  Chief  Ex- 
ecutive W.R.  Hoover  installed  six  new 
managers  in  key  positions,  zeroed  in  on 
megadollar  deals,  nearly  doubled  sales 
growth,  doubled  stock  price  and  won 
Forbes'  "most-improved"  award  for  his 
company. 

"We  focused  the  entire  company  on  bid- 
ding and  winning,"  says  Hoover,  whose 
retooled  firm  won  more  than  half  the  huge 
government  contracts  it  went  after.  The  company  bagged 
such  deals  as  the  $186  million  Air  Force  office  automation 
project,  which  includes  making  more  than  13,000  comput- 
ers and  telephones  work  together.  Contracts  this  big  take 


Hoover  of  Computer  Sciences 


five  to  eight  years  to  complete,  but  the 
$648  million  already  booked  as  revenue 
helped  give  the  company  19.5%  sales 
growth  for  the  year.  Earnings  adjusted  for  a 
nonrecurring  gain  in  1985  are  up  26%. 
Return  on  equity  dipped,  however,  be- 
cause of  a  22%  increase  in  book  value  per 
share. 

Now,  with  strong  sales  growth  locked  in 
from  government  contracts  already  won, 
Hoover  is  concentrating  on  commercial 
jobs.  The  goal  is  to  raise  profit  margins  by 
55%,  to  around  7.4%  pretax,  and  boost 
return  on  equity  to  1 5% .  After  doubling  earlier  in  the  year, 
the  stock  recently  started  climbing  again  and  now  hovers 
at  about  $41  per  share.  Clearly  investors  think  Hoover  has 
more  bacon  yet  to  bring  home. 


line — boosted  earnings  per  share  by  only  35.5%  partly  be- 
cause the  company  invested  to  build  up  its  sales  force. 

Another  bright  spot  involved  temporary  office  personnel 
agencies,  which  performed  well  as  more  employers  cut  labor 
costs  by  staffing  up  with  temps  on  an  as-needed  basis.  In 
Manpower's  case,  in  fact,  the  numbers  hide  a  real  gem.  The 


company  posted  a  return  on  equity  deficit  after  taking 
ghastly  $3-per-share  loss  on  the  sale  of  its  floundering  Parke: 
Pen  division  in  January.  But  earnings  from  continuing  opera 
tions  were  $1.25  a  share  in  fiscal  1986  (ended  Feb.  28).  Result' 
in  1987  are  expected  to  come  in  at  $2  a  share,  with  revenues  oi 
over  $1  billion  and  a  return  on  equity  of  25%.  ■ 
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Yardsticks  of  management  performance 
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Kelly  Services 
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high 

United  Stationers 
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19.7 

19.5 

6.7 

7 

16.0 

5.7 

4 

21.7 

-12.1 

high 

PHH  Group 

•/• 

6 

21.7 

14.5 

293.6 

4.2 

3 

17.7 

14.2 

7 

12.8 

-13.0 

very  high 

Automatic  Data 

•/• 

7 

18.8 

17.8 

46.9 

8.8 

4 

17.4 

17.9 

6 

13.9 

17.2 

very  high 

Moore  Corp 

•/• 

8 

15.3 

14.7 

5.2 

6.0 

15 

2.6 

8.4 

11 

2.5 

-5.7 

very  low 

Alco  Standard 

46/42 

9 

15.3 

12.5 

73.4 

1.3 

8 

10.7 

13.1 

12 

-2.1 

15.1 

low 

Computer  Sciences 

•/• 

10 

14.9 

12.3 

24.5 

3.0 

12 

6.2 

19.5 

10 

2.7 

-13.0 

very  low 

Borg-Wamer 

30/18 

11 

13.0 

12.9 

23.5 

6.1 

10 

6.7 

-8.9 

9 

6.0 

26.9 

average 

Dennison  Mfg 

45/51 

12 

12.5 

5.7 

53.5 

1.8 

11 

6.2 

4.1 

14 

-15.5 

-54.6 

very  low 

Bell  &  Howell 

70/67 

13 

11.7 

13.8 

77.7 

4.0 

14 

2.9 

10.0 

NM 

5.0 

NM 

Esselte  Business  Sys 

•/• 

14 

10.8 

13.5 

38.0 

4.4 

9 

7.6 

38.0 

2 

24.1 

25.2 

high 

Xerox 

72/NA 

15 

10.8 

10.1 

32.6 

5.4 

16 

1.0 

5.1  . 

13 

-15.1 

69.9 

high 

Nashua 

76/76 

16 

3.6 

14.8 

16.5 

3.2 

18 

-2.1 

14.7 

NM 

46.8 

NM 

Manpower 

•/DD 

17 

def 

def 

56.5 

def 

13 

5.4 

17.5 

NM 

P-D 

NM 

Ssvin 

•/DD 

18 

def 

def 

NE 

def 

17 

-1.8 

-12.0 

NM 

D-D 

NM 

AM  Intcmauonal 

•/• 

19 

NE 

def 

107.0 

0.4 

19 

-6.5 

12.6 

NM 

P-D 

NM 

Medians 

14.9 

13.8 

38.0 

4.0 

6.7 

14.2 

2.7 

4.8 

Industry  media- 

15.3 

14.5 

24.5 

4.0 

7.6 

14.2 

8.8 

5.2 

All-industry  tned. 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more    DO: :  Rcit,  total  deficit.    D-D:  Deficit  to  deficit    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA  Not  available. 

NE:  Negative  equity.    NM  Not  meaningful    for  further  explanation,  see  page  61. 
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WE  DO  IT  ALL 


Innovation  is  nothing  new  to  Adler-Royal.  For  over  80  years  we  have  enjoyed 
the  reputation  for  building  the  world's  finest  typewriters. 

All  Adler  and  Royal  electronic  typewriters  are  interfaceable  to  our  Textriter 
word  processors.  And  the  same  superb  craftsmanship,  quality  control  and 
automated  functions  that  have  made  our  innovative  typewriters  industry  leaders, 
are  also  important  elements  of  our  other  office  machines. 

For  example,  we  have  a  complete  line  of  dependable,  full-featured  copiers. 
And  a  wide  selection  of  multi-function  calculators  and  cash  registers  for  every  need. 

But  the  best  feature  is  the  one  built  into  every  Adler  and  Royal  office 
product.  Reliability.  The  quality  is  free. 

^  Satisfy  all  your  office  machine  needs  with  just  one  phone  call .  Check  the 
Yellow  Pages  for  your  authorized  Adler  or  Royal  office  machine 
dealer.  Or  call  toll-free  1-800-228-2028,  ext.  39  (Adler); 
ext.  47  (Royal).  In  Nebraska,  1-800-642-8300. 

Adler-Royal  Business  Machines,  Inc.,  1600 
Route  22,  Union,  NJ  07083 


TA  ADLER-ROYAL 


"The  lines  do  noi 
they  should  join  it 


tand  alone, 
glorious  unity: 


NEC  Perspective:  da  Vinci  described  it  nearly  500 years  ago. 


The  unity  of  the  lines  in  Leonardo 
la Vinci's  drawings  captures  the  heart  of 
"&C,  the  NEC  perspective  that  points 

the  way  to  the  integration 
of  computers  and  com- 
munications. To  unify  the 
modern  office,  you  need 
both,  working  together. 
That's  one  reason 
why  our  remarkable 
NEAX  2400  Informa- 
tion Management 
System  is  more  than 
i  powerful  digital  Private  Branch 
Exchange.  It  works  to  unite  your  office 
equipment  into  a  total  integrated  system, 
ts  voice,  text,  image  and  data  capabilities 
illow  you  to  build  a  system  to 
/our  design. 

Voice  and  data  capaci- 
ties are  further  enhanced 
/vhen  you  connect  the 


I 
I 
I 


MEAX  2400  to  D-term 
digital  telephones  and  the 
lew  APC  IV  computer. 
\  perfect  blend  of  com- 
patibility and  power,  the 
/\PC  IV  runs  all  the  most 
popular  software. 

NEC  BIT  Series  fax 
terminals,  cellular  mobile 
telephones  and  teleconference  system's 


can  also  be  integrated  with  NEAX  2400 
...  in  networks  with  fiber  optic,  microwave 
or  satellite  transmission  links. 

Every  NEC  product  is  a  strong 
individual  performer.  Combined,  they're 
even  better.  They  interface  smoothly 
with  other  suppliers'  equipment, 
so  it's  easy  to  form  the  exact  system 
you  need. 

As  da  Vinci  said,  "The  lines  do 
not  stand  alone."  And 
neither  do  our  products. 
NEC  offers  leadership 
on  every  level: 


OHO. 

_  ~  a  s  <u  *  Oi 

Li  Cj  BJ  <m  - 
uj  —  w  Si*  iu  SS 


from  super  com- 
puters to  global 
communications  L 
networks.  No  other\*4ufcy^ 
supplier  matches  our  broad  and  bal- 
anced knowledge  in  computers  and 
communications. 

If  you  would  like  to  learn  more  about 
our  full  range  of  products,  or  uniting 
your  equipment  into  a  total 
integrated  system,  drop  us 
a  line,  or  give  us  a  call. 

NEC  America,  Inc. 
Corporate  Marketing 
8  Old  Sod  Farm  Road 
Melville,  New  York  11747 
Telephone  (516)  293-3015 


NEC 


CaC 

Computers  and  Communications 


underwriting  losses  earlier  in  the  decade  by  rejecting  risks  an 
boosting  prices,  leading  to  much  agonizing  over  such  matte! 
as  the  liability  crisis  and  tort  reform.  Yet,  underneath  thl 
fuss,  earnings  revived  dramatically,  especially  for  propert 
and  casualty  insurers,  which  took  the  brunt  of  the  bad  risks 

As  conditions  have  improved,  investors  have  started  pumj 
ing  fresh  funds  into  insurance  companies — perhaps  as  muc 
as  $9.2  billion  during  the  first  three  quarters  of  1986  alon^ 
Much  of  this  infusion  will  bolster  the  industry's  anemic  losj 
reserves,  which  by  one  estimate  are  at  least  10%  short.  Wit 
supply  and  demand  returning  to  balance,  pressure  for  preny 
um  increases  is  dropping  rapidly,  but  not  to  the  point  th^ 
threatens  the  return  of  destructive  price-cutting. 

But  a  few  companies,  such  as  Beneficial  and  Mission  Insui 
ance  Group,  may  have  taken  on  too  much  water  to  be  saved 
"The  rising  tide  won't  lift  all  the  boats,"  says  Maurice  H 
(Hank)  Greenberg,  chief  executive  of  American  Internationa 
Group,  "especially  those  that  are  already  sunk."  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

6  OAIIIBII  t 

— sCgulCIll — 

Company  sales/profits 

latest      debt  as  net 

j  y  cdi       i  —               /o  ui  jjiuiii 

rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Brokers 

Marsh  &  McLennan  73/81 
Alexander  &.  Alexander  88/« 

1  25.4%    44.6%       1.6%  13.4% 

2  deftt      1.0       42.7  0.6 

1  13.3%  33.7% 

2  8.2*  16.8 

1            -0.8%  49.1% 
NM  D-P 

very  low 
NM 

Medians 

9.9       22.8        22.2  7.0 

10.8  25.3 

-0.8  49.1 

Diversified 

Teledyne  30/na 
Loews  75/26 
Cincinnati  Financial  •/• 
Combined  Lntl  •/• 
American  Bankers  •/• 

1  26.5%     18.4%     35.9%  9.0% 

2  22.9       22.9       44.4  7.2 

3  18.1       18.3         1.5  12.1 

4  17.9       24.5        17.9  14.7 

5  17.9       18.6        69.3  4.2 

20           2.3%  -2.3% 
17           7.6  30.4 

8  12.6  28.7 

9  12.0  24.3 
5          13.3  29.4 

2            23.3%  -41.1% 
1            23.3  1.8 
8              8.7  64.9 
10              7.6  41.6 
5            13.8  136.9 

average 

high 
very  high 
average 
average 

Farmers  Group  •/• 
Old  Republic  lntl  •/• 
American  lntl  Group  •/• 
General  Re  •/• 
American  General  88/85 

6  17.7       16.7        14.9  18.9 

7  17.4       14.4        22.4  6.8 

8  16.9       16.9         5.1  7.7 

9  14.7       13.9         5.0  9.0 
10           14.6       13.5        21.1  10.0 

3  16.3  13.6 
2          16.3  28.6 

4  14.8  58.1 
7          12.6  40.1 
1          23.1  3.7 

7             11.1  15.3 
9              7.8  5.0 
13              1.9  76.6 
17           -10.6  394.2 
12              3.4  45.4 

very  high 

high 
very  low 

low 
very  low 

Safeco  88/86 
Sears,  Roebuck  25/41 
Kemper  79/35 
CNA  Financial  »/dd 
Transamerica  81/dp 

11  13.0       20.3        40.8  9.0 

12  12.0       11.6        82.2  3.1 

13  12.0       17.2         9.4  5.8 

14  11.9       19.1          1.6  7.0 

15  11.1        12.0       105.7  4.4 

14           9.9  16.7 
11           11.0  8.4 
10          11.5  13.5 
16           8.2  35.6 
19            6.1  -8.2 

6             11.8  93.6 
4             16.5  7.9 

15  -8.9  135.7 
3            21.1  34.5 

16  -9.6  50.0 

average 
high 
low 
average 
very  high 

Travelers  •/• 
Lincoln  National  •/• 
ITT  34/dp 
Continental  Corp  •/• 
Aetna  Life  &.  Cas  •/• 

16  10.9       11.5          1.3  3.0 

17  10.8       12.2         9.6  4.1 

18  9.0         5.7        42.2  2.8 

19  8.4       12.6        14.4  4.9 

20  7.4       16.6          7.9  3.9 

12           10.7  6.6 
6          13.0  19.8 
22          -9.2  8.4 
15            8.9  17.9 
18            6.1  14.5 

14            -2.3  48.2 
11              4.6  13.3 

19  -19.2  -20.1 
18          -18.8  292.2 

20  -28.0  153.0 

low 
low 
very  high 

low 
average 

Beneficial  Corp               44/  4 
Cigna  57/dd 

21  5.2         def      404.1  def 

22  1.9t       def         9.4  def 

21          -5.9            0.0 " 
13           10.2  4.4 

NM  P-D 
NM  P-D 

NM 
NM 

Medians 

12.5       15.5        16.4  6.3 

10.9  15.6 

4.0  43.5 

First  Executive  •/• 
ICH  •/• 

EF  Hutton  Group  25/» 
Integrated  Resources  38/39 
American  Family  •/• 

1  45.4%     15.4%       0.0%  4.5% 

2  36.8       45.7        88.9  11.3 

3  17.3        2.9       36.7  0.8 

4  15.7         1.1       118.2  4.1 

5  15.4       23.7        14.3  6.4 

5          29.5%  15.8% 
1           68.8  9.3 
7          23.5  9.2 
3          47.9  26.2 
11           17.3  40.2 

3             24.0%  7.4% 

1  45.5  63.5 
17           -17.4  -75.3 
12              7.5  -76.1 

2  25.1  59.5 

low 
average 
average 

low 
very  high 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit 
def  Deficit    NA:  Not  available.    NM:  Not  meaningful.    tFour-year  average.    JFour  year  growth    ttThree-year  average    itThree  year  growth. 
For  further  explanation,  see  page  61. 
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INSURANCE 

After  storm  and  stress,  clear 
sailing  lies  ahead— for  most. 


By  James  Ring  Adams 

If  neither  Congress  nor  state  regulators  intrude,  insur- 
ance firms  could  have  two  solid  years  ahead.  Income 
statements  are  beginning  to  show  profits,  the  all-important 
"combined  ratio"  (loss  and  expense  compared  with  premium 
dollars)  is  improving  and  new  capital  is  coming  in. 
The  badly  depleted  industry  responded  to  the  horrendous 


Most  improved 

Fireman's  Fund  may  be  plodding 
along  the  bottom  of  the  Yardsticks 
table  below,  but  it's  an  impressive 
turnaround  in  dozens  of  ways  com- 
puters can't  measure.  Inadequate  re- 
serves have  been  redressed  with  $1 
billion  of  new  funds,  part  contribut- 
ed by  former  owner  American  Ex- 
press, part  generated  when  the  unit 
was  spun  off  in  1985.  More  impor- 
tant, says  insurance  company  Chair- 
man William  McCormick,  a  one- 
time nuclear  engineer  who  orches- 

•                    -   -  - 

trated  the  firm's  turnaround  under 
the  guidance  of  his  boss,  holding 
company  head  John  Byrne,  "every- 
thing" about   its  operations  has 
changed.  Underwriting  is  sounder, 
policy  and  claims  processing  is 
much  more  accurate  and  employee 
morale  is  up.  The  measures  put  in 
place  by  McCormick  and  Byrne  now 
promise  healthy  rewards  for  share- 
holders not  just  in  1987  but  perhaps 
on  out  into  the  1990s.  Says  Byrne, 
"You  ain't  seen  nothing  yet." 

William  McCormick  of  Fireman's  Fund 

Bob  Holmgren 

Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

YL 

/o  or 

profit 

5-year 

5-year 

n 

earnings 

mpany 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

rchmark 

89/» 

6 

14.8% 

22.8% 

15.2% 

14.1% 

8 

23.3% 

17.2% 

6 

16.9% 

73.9% 

average 

28/22 

7 

14.3 

20.6 

44.4 

10.3 

19 

-1.8 

0.9 

9 

11.1 

54.2 

very  high 

)vident  Life  &  Acc 

•/• 

8 

14.0 

14.6 

0.0 

6.9 

13 

11.3 

17.4 

7 

14.6 

19.8 

very  high 

pital  Holding 

•/• 

9 

13.6 

20.8 

19.4 

10.0 

6 

28.4 

12.9 

11 

9.5 

67.6 

high 

lerican  Natl  Ins 

87/nm 

10 

13.5 

11.9 

0.8 

19.2 

17 

4.1 

5.3 

5 

17.5 

-7.9 

high 

erson-Pilot 

88/84 

11 

12.7 

9.9 

0.0 

11.1 

16 

4.2 

2.6 

8 

12.6 

-30.2 

average 

siness  Men's  Assur 

69/64 

12 

12.6 

def 

9.3 

def 

14 

9.5 

1.7 

13 

6.2 

P-D 

average 

)narch  Capital 

•/• 

13 

11.8 

19.5 

0.0 

5.8 

4 

38.7 

27.5 

10 

10.7 

68.4 

average 

e  Investors 

•/• 

14 

10.3 

10.8 

30.6 

4.0 

9 

21.9 

19.6 

4 

22.0 

6.7 

high 

Life 

•/• 

15 

9.3 

10.4 

39.7 

7.8 

15 

4.4 

14.2 

NM 

D-P 

NM 

uitable  of  Iowa 

58/* 

16 

7.7 

15.6 

8.6 

8.5 

18 

1.7 

-3.5 

15 

-2.4 

79.8 

very  low 

ishington  National 

•/• 

17 

7.6 

9.3 

4.2 

5.8 

20 

-2.4 

-19.0 

16 

-12.9 

148.5 

average 

irthwestern  Natl  Life 

•/• 

18 

7.2 

13.3 

18.0 

3.7 

2 

62.6 

-9.6 

14 

0.2 

170.5 

very  low 

nerican  Can 

46/na 

19 

4.7 

15.6 

39.0 

4.9 

21 

-3.3 

9.6 

NM 

63.6 

NM 

ufman  &  Broad 

54/49 

20 

4.4 

13.9 

124.6 

3.7 

12 

11.4 

33.6 

NM 

10.7 

NM 

vTUM  Corp 

•/• 

NA 

NA 

0.0 

5.8 

10 

17.9* 

13.5 

NA 

NA 

NA 

:dians 

13.1 

14.3 

15.2 

5.8 

17.3 

12.9 

10.1 

54.2 

■operty  and  casualty 

high 

ico 

•/• 

1 

34.4% 

41.4% 

30.7% 

15.4% 

6 

10.8% 

19.9% 

3 

26.0% 

59.1% 

liance  Group 

82/79 

2 

19.4tt 

3.1 

127.6 

1.3 

2 

14.4« 

20.4 

2 

39.4t* 

-80.7 

very  low 

iversal  Leaf 

27/29 

3 

19.1 

16.6 

30.5 

-3.5 

12 

0.5 

13.3 

4 

9.9 

1.9 

very  high 

rkshire  Hathaway 

45/41 

4 

17.4 

27.3 

6.9 

26.8 

1 

15.2 

138.9 

1 

46.3 

140.5 

very  high 

nover  Insurance 

•/• 

5 

11.4 

16.5 

0.0 

5.5 

5 

11.2 

27.3 

8 

-15.3 

170.9 

average 

io  Casualty 

•/88 

6 

11.1 

16.3 

0.0 

6.5 

9 

6.0 

22.8 

6 

-13.3 

96.2 

high 

rox 

22/na 

7 

10.8 

10.1 

32.6 

5.4 

11 

1.0 

5.1 

7 

-15.1 

69.9 

high 

ubb 

71/DD 

8 

10.5 

14.1 

24.2 

6.1 

4 

13.2 

20.4 

5 

-10.2 

27.4 

average 

Paul  Cos 

•/DP 

9 

7.3 

15.0 

12.5 

5.4 

8 

7.1 

21.1 

NM 

D-P 

NM 

F&G 

•/dd 

10 

6.1 

16.0 

0.0 

4.8 

7 

8.7 

26.5 

NM 

D-P 

NM 

ion  Capital 

•/dd 

11 

5.2 

def 

20.6 

def 

3 

13.4 

17.5 

NM 

D-D 

NM 

eman's  Fund 

•/dd 

NA 

12.8 

16.4 

4.9 

10 

4.9 

7.0 

NM 

D-P 

NM 

me  Group 

•/dd 

NA 

3.3 

25.6 

1.3 

13 

-0.9 

7.1 

NM 

D-P 

NM 

idians 

11.1 

15.0 

20.6 

5.4 

8.7 

20.4 

-15.1 

59.1 

lustry  medians 

12.6 

14.6 

17.2 

5.8 

11.1 

16.3 

3.4 

48.2 

-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.  DD:  Segment  deficit,  total  deficit  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit, 
def:  Deficit.  NA:  Not  available.  NM:  Not  meaningful.  tFour-year  average.  JFour-year  growth.  ttThree-year  average.  $$Three-year  growth. 
For.  further  explanation,  see  page  61. 


USES,  JANUARY  12,  1987 


155 


Corporate  Finance.  Rely  on  the 
resources  of  Germany's  leading  bank 


The  effective  use  of  today's  capital 
markets  demands  a  bank  with  global 
expertise  and  resources.  Your  bank  must 
have  the  ability  to  manage  and  place 
offerings,  whether  fixed  or  floating  rate 
Euro-bonds,  in  any  of  a  dozen  currencies. 
It  must  demonstrate  the  innovation  to  use 
warrants  or  options  to  provide  maximum 
flexibility.  It  must  have  the  resources  and 
contacts  to  execute  even  the  largest  swap 
transaction,  either  as  principal  or  inter- 
mediary. Finally  it  must  maintain  the 
worldwide  network  of  financial  partners 
needed  for  a  sound,  stable  secondary 
market. 

The  fact  is,  Deutsche  Bank  is  a  world 
leader  in  Euro-financing.  Last  year  we 
lead-managed  issues  valued  at  US 
$  7.5  billion.  Our  clients  know  they  can 
depend  on  us  to  produce  the  most 
effective  financing,  with  the  greatest 
assurance  of  immediate  placement. 
And  they  know  they  can  rely  on  our  con- 
servative, yet  highly  innovative  service  - 
because  standing  behind  Germany's 
leading  bank  are  40,000  seasoned 
banking  professionals. 


At  Deutsche  Bank  you  will  find  talented 
people  skilled  in  the  century-old  tradition 
of  "Universal  Banking"  -  the  effective 
combination  of  credit-based  commercial 
and  service-oriented  investment  banking. 
Count  on  their  ingenuity  to  help  you  iden- 
tify the  most  efficient  means  of  meeting 
your  financial  requirements. 

For  Euro-financing  -  as  well  as  other 
investment  and  commercial  banking 
services  -  consider  making  Germany's 
leading  bank  your  bank. 

Contact  Deutsche  Bank  at: 

Deutsche  Bank  AG 

New  York  Branch  (Commercial  Banking) 
9  West  57th  Street,  New  York,  N.Y  10019 
Tel.  No.:  (212)  940-8000 

Deutsche  Bank  Capital  Corporation 
(Investment  Banking) 
40  Wall  Street,  New  York,  N.Y.  10005 
Tel.  No.:  (212)  612-0600 

Deutsche  Credit  Corporation 
(Asset-Based  Financing,  Leasing) 
2333Waukegan  Road,  DeerfieldJL  60015 
Tel.  No.:  (312)  948-7272 


Deutsche  Bank 


LEISURE  AND 
RECREATION 

In  the  once-troubled  leisure 
and  recreation  industry, 
stock  prices  outperformed 
most  companies'  earnings 
for  a  change.  On  Wall  Street 
they  call  that  discounting 
the  future. 


By  Allan  Dodds  Frank 


Fears  of  foreign  travel  hurt  tourism  abroad,  but  chea] 
gasoline  prices  and  a  string  of  movie  hits  wound 
pulling  people  out  of  their  homes  and  into  theaters,  hotels  a 
gambling  casinos  anyway,  giving  the  leisure  and  recreati 
industry  some  of  the  best  overall  profits  it  had  seen  in  yea 
During  the  last  12  months,  earnings  per  share  for  the  grc 
were  up  7.7%,  compared  with  only  2.8%  for  all  of  U 
industry.  Revenues  climbed  10.4%,  more  than  double  the  , 
industry  median.  Those  trends  are  likely  to  continue  ii 
1987  as  well,  though  with  S&P's  leisure  and  entertainme 
indexes  up  30%  and  20%,  respectively,  in  1986,  the  big  ga: 
for  investors  probably  have  been  made  by  now. 

Much  of  the  action  focused  on  acquisitions  and  mer; 
rumors  that  swept  the  motion  picture  industry.  MCA  pi 
$387  million  to  acquire  a  New  Jersey  broadcast  proper 
WOR-TV,  and  $159  million  more  for  50%  of  the  Cinep: 
Odeon  theater  chain.  Cineplex  and  MCA's  Universal  Studi 
subsidiary  thereupon  announced  plans  to  put  up  $130  milli 
to  build  a  combination  studio  and  theme  park  in  Florida. 
At  Gulf  &  Western's  Paramount  Pictures  subsidiary,  t 


Most  improved 


Max  AguUcra-Hclhvcg 


"The  most  important  thing  we've  done  with  this  company 
is  to  stay  away  from  emotional  investments  in  overpriced 
media  assets."  So  says  Michael  Eisner,  chairman  of  The 
Walt  Disney  Co.,  and  during  the  year  that  strategy  paid  off 
handsomely  enough  to  make  his  company  the  most  im- 
proved of  any  in  the  industry  for  1986.  Instead  of  chasing 
after  high-priced  TV  stations  or  movie  theaters,  Eisner 
raised  $500  million  in  two  limited  partnerships  for  films 
and  invested  in  areas  of  proven  Disney  expertise,  such  as 
feature  films,  TV  syndication,  pay  cable,  videocassettes 
and  toy  licensing — all  areas  in  which  success  brings 
healthy  cash  flow  rewards.  During  1986  that  approach 
helped  Disney's  revenues  rise  about  50%  over  1984's,  to 
$18  per  share,  while  its  stock  price  all  but  quadrupled 
(adjusted  for  a  4-to-l  stock  split),  from  15  to  a  high  of  55  a 
share.  Earnings  rose  most  of  all,  going  from  68  cents  a 
share  in  1984  to  $1.82  in  1986.  Now  analysts  expect  to  see 
another  20%  gain,  to  about  $2.20  a  share,  during  the  year 
ahead.  Given  its  planning  gifts,  and  its  disdain  for  emo- 
tion, Disney  looks  like  a  strong  performer  for  years  to 
come,  so  much  so  that  even  at  its  current  lofty  price,  the 
stock  may  well  still  be  undervalued. 
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ry  instead  was  the  studio's  recovery  following  setbacks 
t  attended  the  1984  departure  of  Paramount 's  chief,  Barry 
ler,  who  left  for  Twentieth  Century-Fox.  During  1986 
amount's  new  head,  Frank  Mancuso,  produced  one  hit 
;r  another,  including  Top  Gun  and  Crocodile  Dundee,  thus 
aining  the  top  spot  for  Paramount  as  Hollywood's  biggest 
:  office  success  and  doubling  its  market  share,  to  20%. 
ney,  too,  hit  big,  tripling  its  box  office  share  to  10%. 
"he  gambling  industry  proved  similarly  buoyant.  The  so- 
ied  win  rate — the  industry's  measure  of  gross  revenues — 


rose  6.6%  over  1985  levels  in  Atlantic  City,  to  about  $2.25 
billion,  and  3%  in  Nevada,  to  $3.5  billion. 

A  question  for  1987 — where  is  the  saturation  point  in 
Atlantic  City?  Two  new  pleasure  domes  will  open  for  players 
this  year,  Showboat,  Inc.'s  Ocean  Showboat  by  spring  and 
Resorts  International's  Taj  Mahal  later  on.  Since  the  state  of 
New  Jersey  legalized  casino  gambling  in  1976,  the  effect  of 
new  casinos  as  they  opened  has  been  to  increase  the  number 
of  players.  It's  only  prudent  to  wonder  whether  the  Boardwalk 
is  now  getting  crowded.  ■ 


Leisure  and  recreation 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 

mpanv  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank       average  months 

earnings 
stability 

itertainment 

neral  Cinema  35/24 
ited  Artists  •/• 
imar-Telepictures  80/nm 
;A  71/78 
S  25/17 

1  35.3%    22.7%     68.4%  8.9% 

2  17.1         8.4      551.2  1.7 

3  13.7        def       39.5  def 

4  12.7       13.0         8.1  7.7 

5  10.4       30.7        85.0  4.5 

6  4.6%  4.8% 
3           16.5  11.4 

1           32.9  35.9 
5           9.1  22.7 

7  4.3  2.1 

1  33.8%  -25.9% 

2  28.1  -43.6 
NM  P-D 

3  1.7  52.8 

5          -24.7       500.0  + 

high 

high 

NM 
very  low 
average 

It  Disney  78/71 
If  &  Western  32/18 
ly  Manufacturing  68/50 
xner  Comm  •/• 

6  8.7       19.9        29.8  10.0 

7  7.9       11.7        74.6  6.4 

8  6.5        6.7      256.1  2.0 

9  2.6       47.8      119.0  8.8 

2          17.7  22.6 
9        -13.8  11.7 
4          13.3  14.0 
8          -3.3  25.6 

4         -12.1  41.1 
NM  2.7 
NM  D-P 
NM  D-P 

very  low 
NM 
NM 
NM 

dians 

10.4       13.0        74.6  6.4 

9.1  14.0 

-24.7  2.7 

ttels  and  gaming 

xriott  44/48 
insworld                    32/39  . 
ton  Hotels                  •/•  . 
liday  •177 
esars  World  •/• 

1  22.9%    21.1%   200.0%  3.9% 

2  20.7t     23.6       26.0  7.2 

3  18.9       15.3        40.9  14.4 

4  13.7       18.2       196.1  7.0 

5  9.8       17.8      123.1  5.9 

1           20.0%  21.3% 

5  5.4  29.0 

7  4.2  3.9 

8  2.6  -7.8 

6  4.2  5.1 

3  18.7%  17.1% 
2           33.4  74.1 

5              1.2  -13.2 

4  9.6  0.4 
NM  27.1 

very  high 
average 

very  low 
average 
NM 

[  E  Webb  34/11 
ly  Manufacturing  31/49 
sorts  Intl  •/• 
Tuda  Inns 

6  7.5       13.7        79.4  6.7 

7  6.5        6.7      256.1  2.0 

8  5.2        def      424.7  def 

9  Hef          3  9       118  9  17 

9          -6.5  -9.0 

2  13.3  14.0 

*♦                    D.D  — O.O 

3  10.8  8.6 

1           43.3  19.1 
NM  D-P 
NM  D-D 
NM  7.7 

high 
NM 
NM 
NM 

dl3I1  s 

5.4  5.1 

1.2  12.4 

^creation 

inswick  70/71 
nstar  52/80 
tboard  Marine  80/79 

1  28.0%    20.6%     19.7%  6.6% 

2  27.7       16.5      175.9  3.7 

3  11.2        2.9        22.6  1.1 

2  6.7%  9.3% 
1         139.1  28.0 

3  5.0  10.4 

3            47.4%  14.2% 

1  159.9*  127.6 

2  51.8  -62.1 

low 
very  high 
average 

dians 

27.7       16.5        22.6  3.7 

6.7  10.4 

51.8  14.2 

lotography 

jua  Industries  24/17 
tman  Kodak  78/65 
aroid  •/• 

1  20.0%    22.4%    140.3%  6.0% 

2  12.5         1.7        15.6  0.9 

3  3.6        9.8         0.0         •  5.8 

3          -6.4%  -8.8% 

1  1.3  7.3 

2  -2.6  24.2 

1  12.6**%  41.9% 
3          -19.4  -85.0 

2  -9.6  327.9 

low 
high 
low 

dians 

12.5         9.8        15.6  5.8 

-2.6  7.3 

-9.6  41.9 

iys  and  electronics 

leco  Industries  •/• 
sbro  •/• 
ttel  •/• 
liner  Parker  Toys  »/dd 

1  122.3%      3.2%    304.1%  0.6% 

2  33.4       21.4       22.3  7.7 

3  deft      11.2      175.7  2.2 
NA        0.5        50.1  0.1 

2          42.5%  -33.1% 
1          71.0  12.9 
5          -2.3  -4.1 
4            0.6  NA 

NM  D-P 
1            71.2%  1.7% 
NM  -69.4 
NM  NA 

NM 
high 
NM 
NM 

dians 

33.4         7.2      112.9  1.4 

21.6  -4.1 

NM  -33.9 

ustry  medians 

12.5       13.4        82.2  5.2 

5.2  10.4 

-10.9  7.7 

-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

»  90%  or  more    DD:  Segment  deficit,  total  deficit.    D-D:  Deficit  to  deficit    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NM:  Not 
neaningful    tFour-year  average.    $Four-year  growth    itThree  year  growth.    For  further  explanation,  see  page  61. 
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on  staying  power 
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John  Wooden  is  the  only  man 
ever  enshrined  in  the  bas- 
ketball Hall  of  Fame  as 
both  player  and  coach.  He 
retired  after  40  years  of  coach- 
ing, leaving  a  record  unparal- 
leled in  American  sport. 

During  his  27  years  as  coach  of 
UCLA,  his  teams  never  had  a  los- 
ing season.  In  his  last  12  years 
there,  they  won  ten  national 
championships,  seven  of  those  in 
succession,  and  still  hold  the 
world's  record  for  the  longest 
winning  streak  in  any  major 
sport  —  88  games  bridging  four 
seasons. 

Although  retired  now,  he  still 
conducts  coaching  clinics  and 
basketball  camps,  and  lectures 
widely. 


Like  most  coaches,  my  progra 
revolved  around  fundamental 
conditioning,  and  teamwork.  Bui 
differed  radically  in  several  respect 
I  never  tried  to  get  my  team  "up"  f< 
a  game  emotionally,  I  never  worrie 
about  how  our  opponents  wou 
play  us,  and  I  never  talked  aboi 
.winning. 

Peaks  create  valleys 

I  believe  that  for  every  artifici 
peak  you  create,  you  also  create  v2 
leys.  When  you  get  too  high  fc 
anything,  emotion  takes  over  ar 
consistency  of  performance  is  lo 
and  you  will  be  unduly  affecte 
when  adversity  comes.  I  emph; 
sized  constant  improvement  an 
steady  performance. 

I  have  often  said,  "The  mark  of 


Photo  eYousuf  Karsh,  /985 


champion  is  to  always  perform 
your  own  level  of  compe- 
We  were  able  to  do  that  by 
r  being  satisfied  with  the  past 
always  planning  for  what  was 
ime.  I  believe  that  failure  to  pre- 
is  preparing  to  fail.  This  con- 
t  focus  on  the  future  is  one 
m  we  continued  staying  near 
op  once  we  got  there. 

)evelop  yourself,  don't 
rorry  about  opponents 

>bably  scouted  opponents  less 
i  any  coach  in  the  country. 
>  than  most  high  school 
hes.  I  don't  need  to  know  that 
forward  likes  to  drive  the  out- 

You're  not  supposed  to  give 
xitside  to  any  forward  when- 

he  tries  it.  Sound  offensive 


and  defensive  principles  apply  to 
any  style  of  play. 

Rather  than  having  my  teams 
prepare  to  play  a  certain  team  each 
week,  I  prepared  to  play  anybody.  I 
didn't  want  my  players  worrying 
about  the  other  fellows.  I  wanted 
them  executing  the  sound  offen- 
sive and  defensive  principles  we 
taught  in  practice. 

There's  no  pillow  as  soft  as 
a  clear  conscience 

To  me,  success  isn't  outscoring 
someone,  it's  the  peace  of  mind 
that  comes  from  self-satisfaction  in 
knowing  you  did  your  best.  That's 
something  each  individual  must 
determine  for  himself.  You  can  fool 
others,  but  you  can't  fool  yourself. 

Many  people  are  surprised  to 
learn  that  in  27  years  at  UCLA,  I 
never  once  talked  about  winning. 
Instead  I  would  tell  my  players 
before  games,  "When  it's  over,  I 
want  your  head  up.  And  there's 
only  one  way  your  head  can  be  up, 
that's  for  you  to  know,  not  me, 
that  you  gave  the  best  effort  of 
which  you're  capable.  If  you  do 
that,  then  the  score  doesn't  really 
matter,  although  I  have  a  feeling 
that  if  you  do  do  that,  the  score 
will  be  to  your  liking."  I  honestly, 
deeply  believe  that  in  not  stressing 
winning  as  such,  we  won  more 
than  we  would  have  if  I'd  stressed 
outscoring  opponents. 


Why  do  so  many  people 
dread  adversity,  when  it  is 
only  through  adversity  that 
we  grow  stronger? 


There's  no  great  fun,  satisfaction  or 
joy  derived  from  doing  something 
that's  easy.  Failure  is  never  fatal,  but 
failure  to  change  might  be. 

Your  strength  as  an  individual 
depends  on,  and  will  be  in  direct 
proportion  to,  how  you  react  to 


both  praise  and  criticism.  If  you 
become  too  concerned  about 
either,  the  effect  on  you  is  certain  to 
be  adverse. 

The  main  ingredient 
of  stardom 

I  always  taught  players  that  the 
main  ingredient  of  stardom  is  the 
rest  of  the  team.  It's  amazing  how 
much  can  be  accomplished  if  no 
one  cares  who  gets  the  credit. 
That's  why  I  was  as  concerned  with 
a  player's  character  as  I  was  with  his 
ability. 

While  it  may  be  possible  to  reach 
the  top  of  one's  profession  on  sheer 
ability,  it  is  impossible  to  stay  there 
without  hard  work  and  character. 
One's  character  may  be  quite  differ- 
ent from  one's  reputation. 

Your  character  is  what  you  really 
are.  Your  reputation  is  only  what 
others  think  you  are.  I  made  a 
determined  effort  to  evaluate  char- 
acter. I  looked  for  young  men  who 
would  play  the  game  hard,  but 
clean,  and  who  would  always  be 
trying  to  improve  themselves  to 
help  the  team.  Then,  if  their  ability 
warranted  it,  the  championships 
would  take  care  of  themselves. 


Through  conversations  with  people 
recognized  as  perennial  leaders  in 
their  professions,  we  hope  to  provide 
insight  into  the  enduring  values  and 
attitudes  that  lead  to  long-term  suc- 
cess. Their  consistent  achievements 
in  a  constantly  changing  society  ex- 
emplify staying  power— the  hall- 
mark of  Panhandle  Eastern,  which 
made  significant  progress  during 
1986  in  restructuring  to  enhance 
shareholder  value.  To  reserve  a  1986 
Annual  Report,  available  in  March, 
write  Dept.  A,  P.O.  Box  1642, 
Houston,  Texas  77251-1642. 

PANHANDLE  EASTERN 
CORPORATION 


METALS 

It  takes  more  than  mettle  to  stay  alive  in 
this  business.  Keep  cutting  costs  . . . 
diversify  . . .  pray. 


By  John  Merwin 

Want  to  see  a  horror?  Look  at  the  next  page.  There  are 
36  metals  companies  listed.  Fewer  than  half  show  any 
return  on  equity  in  the  last  12  months. 

The  worst  cases  involve  "integrated"  steel  producers  that 
start  from  scratch  with  iron  ore  and  coking  coal.  Despite  two 
favorable  conditions  late  in  the  year — falling  steel  imports, 
plus  a  strike  at  USX — steelmakers  turned  in  sorry  perfor- 
mances. Even  with  19%  of  domestic  steel  production  strike- 
bound at  USX,  third-ranked  Bethlehem's  operating  losses 
reached  $48.7  million  in  the  third  quarter.  Second-ranked 
LTV  Steel  reported  an  operating  income  of  $26.6  million,  but 
only  because  of  the  illusory  accounting  practices  allowed 
under  a  Chapter  1 1  filing. 

Don't  look  for  anything  better  this  year.  Auto  production  is 
likely  to  turn  down,  and  capital  spending  continues  weak. 
Then  there's  the  loss  of  investment  tax  credits,  which  hurts 


many  end  users  of  steel.  How  much  worse  can  it  get?  Consid 
er  this:  Japan  is  laying  off  steelworkers. 

Specialty  steelmakers  are  a  different  story.  They  start  witl 
purchased  scrap  or  semifinished  steel  and  go  from  there.  Sorm 
profit  in  special  high-tech,  such  as  Cyclops'  production  of  je 
engine  alloys.  Others,  like  Nucor,  produce  a  wide  array  a 
products,  but  they  do  it  outside  the  steel  belt,  using  moden 
equipment  and  nonunion  labor. 

While  some  copper  producers  have  reduced  their  cost 
sharply  in  the  last  year  or  two,  the  business  remains  onl- 
marginally  profitable.  That's  because  copper  is  a  commodity 
its  price  tied  to  worldwide  capital  spending,  which  is  still  ii 
the  doldrums.  Thus  copper  remains  stuck  at  60  to  65  cent 
a  pound. 

Even  so,  independent  mining  companies,  such  as  Asaro 
and  Phelps  Dodge,  are  buying  properties,  in  contrast  to  the  oi 
companies,  many  of  which  have  jettisoned  the  copper  subsid 
iaries  they  bought  a  few  years  ago.  Why  are  independent 


Most  improved 


Naming  the  most  improved  company  in  metals  is  like 
picking  the  prettiest  hog  at  the  county  fair.  In  a  market 
overloaded  with  subsidized  foreign  competitors,  U.S.  met- 
al producers  can  do  little  to  control  supply  and  prices. 
What  they  can  do  is  slash  costs,  eke  out  a  living  and 
survive  in  hopes  of  better  days. 

No  company  is  facing  this  reality  better  than  Phelps 
Dodge,  America's  largest  copper  producer.  In  1980,  when 
copper  sold  as  high  as  $1.44  a  pound,  Phelps  Dodge  made 
$91  million.  Today,  with  65-cent  copper,  Phelps  Dodge  is 
solidly  in  the  black,  with  perhaps  as  much  as  $60  million 
in  profits  for  the  year.  Since  1981  the  firm  has  closed 
facilities,  bought  new  technology  and  taken  a  prolonged, 
bitter  strike  that  resulted  in  decertification  of  its  union. 
The  price:  losses  of  more  than  $400  million. 

World  copper  inventories  are  down  compared  with  two 
years  ago — a  good  sign.  Chairman  George  Munroe  says 
every  1-cent  rise  in  copper  prices  could  add  $10  million  to 
his  1987  bottom  line.  Admittedly,  "could"  isn't  "will." 
But  at  least  Phelps  Dodge  is  surviving  nicely,  poised  to 
cash  in. 


James  Kilkellv/Dal 


Phelps  Dodge  Chairman  George  Munroe 
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ng?  "Commitment  to  the  business,"  says  Asarco  Chair- 
Richard  de  J.  Osborne.  "Our  planning  is  for  today's 
;s,"  he  says,  "but  any  price  increase  would  have  a  dramat- 
fect  on  our  bottom  hne." 

mditions  in  aluminum,  compared  with  the  recent  past, 
?etter.  After  a  tumultuous  period  of  smelter  writeoffs, 
;es  and  labor  cost  reductions,  aluminum  producers  are 
;  to  making  money,  though  not  nearly  enough  to  justify 
•  huge  investments.  Disregarding  writeoffs,  industry  re- 
s  still  remain  pallid — 3%  to  8%  on  equity, 
aluminum  producers  are  branching  out.  To  complement 


its  Reynolds  Wrap  line,  Reynolds  recently  bought  Cut-Rite, 
the  biggest-selling  wax  paper.  Alcoa  has  just  paid  $330  mil- 
lion for  TRE  Corp.,  an  aerospace  manufacturer,  which  will 
move  Alcoa  into  new  metals.  Alcan,  meanwhile,  is  commit- 
ted to  expanding  its  chemical  operations.  The  sole  exception 
is  Kaiser,  which  will  continue  selling  off  its  diversified  opera- 
tions despite  the  $140  million  cash  infusion  and  restructuring 
announced  in  December. 

In  summary,  our  1987  early  line:  Integrated  steel,  ugh. 
Specialty  steel,  good  in  spots.  Copper,  strong  potential,  look- 
ing for  a  turn.  Aluminum,  best  pick  in  a  slow  field.  ■ 


Metals 
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1 

15.0% 
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21.8% 

2.2% 
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1 

-9.1% 

1.1% 

average 
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P-D 

high 

a 

84/dp 

3 

4.5 

def 

37.4 
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NM 

P-D 
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NM 

D-D 

NM 
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D-D 
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D-D 
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NM 

ians 
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23.9% 

5.6% 

1 

16.7% 

8.9% 

2 

9.4% 

11.5% 

average 

or 

•/• 

2 

15.7 

16.5 

9.7 

7.6 

2 

8.8 

4.8 

3 

5.9 
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s  Industries 
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•/• 

6 

9.1 

2.9 

16.5 

1.6 

17 

-5.8 

-3.3 

7 

-19.8 

-39.7 

average 

lake 

•/84 

7 

8.6 

8.4 

43.4 

3.9 

14 

-4.4 

-5.8 

1 

15.5 

-1.3 

very  low 

ops 

•/• 

8 

5.6 

9.8 

24.6 

1.5 

4 

7.5 

4.5 

NM 

-10.3 

NM 

cen 

28/DD 

9 

3.6 

def 

20.8 

def 

15 

-4.9 

-3.0 

NM 

P-D 

NM 

co-Pittsburgh 

37/56 

10 

2.4 

def 

45.7 

def 

10 

-0.7 

0.3 

NM 

P-D 

NM 

32/  2 

11 

0.6 

def 

84.7 

def 

3 

7.9 

-12.7 

NM 

P-D 

NM 

:ns 

69/nm 

12 

def 

2.6 

55.3 

0.7 

8 

1.6 

-6.8 

NM 

-36.2 

NM 

onal-Standard 

•/• 

13 

def 

2.2 

28.9 

0.7 

13 

-4.3 

-O.l 

NM 

84.6 

NM 

jerweld 

85/  0 

14 

def 

def 

61.4 

def 

19 

-6.9 

-31.3 

NM 

D-D 

NM 

one  Industries 

72/79 

15 

def 

def 

585.2 

def 

15 

-4.9 

-14.0 

NM 

D-D 

NM 

id  Steel  Inds 

•/• 

16 

def 

def 

75.2 

def 

12 

-2.0 

0.4 

NM 

D-D 

NM 

hwestern  Steel 

•/• 

17 

def 

2.0 

10.1 

0.8 

22 

-14.8 

36.5 

NM 

D-P 

NM 

CO 

85/« 

18 

def 

def 

166.6 

def 

21 

-9.8 

-28.9 

NM 

D-D 

NM 

65/dd 

def 

def 

2702.2 

def 

7 

4.5 

-5.6 

NM 

D-D 

NM 

lehem  Steel 

88/dp 

20 

def 

def 

200.5 

def 

18 

-6.5 

-8.5 

NM 

D-D 

NM 

eling-Pittsburgh 

•/dd 

21 

def 

def 

3903.0 

def 

20 

-7.0 

-5.5 

NM 

D-D 

NM 

37/dd 

22 

deft 

def 

NE 

def 

5 

6.9 

-10.9 

NM 

D-D 

NM 

ians 

0.2 

0.2 

44.6 

def 

-1.7 

-3.8 

NM 

P-D 

stry  medians 

def 

-2.5 

50.7 

def 

-3.7 

-3.0 

NM 
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X)%  or  more    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
ofit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tl'our-year  average, 
ir  further  explanation,  see  page  61. 
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NATURAL  GAS 

For  years  the  natural  gas  industry  has  been 
ruled  by  Murphy's  Law. 

Finally,  it  seems  to  be  writing  its  own  proverb: 
What  goes  down  must  come  up. 


By  Lisa  H.  Keefe 

For  the  natural  gas  industry  1986  was  relentlessly 
bleak.  Prices  fell  to  unimaginable  lows,  legal  headaches 
surfaced  everywhere  and  Washington  refused  to  make  sense 
of  an  impossibly  muddied  regulatory  environment.  Ironically, 
for  some  of  these  same  reasons,  1987  and  beyond  should  look 
brighter. 

Producers  were  especially  hard  hit  as  wellhead  prices 


dropped  by  half,  to  $1.25  per  thousand  cubic  feet,  befon 
recovering  slightly  toward  year-end.  Drilling  slowed,  with  tht 
result  that  producers  wound  up  replacing  less  than  35%  d 
what  was  consumed  during  the  year.  Yet  the  glut  remained] 
But  the  pendulum  will  swing  back  soon.  Currently  almosi 
half  of  all  natural  gas  sold  in  the  U.S.  changes  hands  on  th< 
spot  market.  Yet  as  utilities  and  other  large  consumers  realizi 
how  quickly  supplies  are  dwindling,  long-term  contracts  o 
two  years  or  more  will  almost  inevitably  regain  popularity 


Natural  gas 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earnings 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Producers  &  pipeliners 

Mitchell  Energy 

59/47 

1 

18.6% 

5.5% 

159.9% 

4.3% 

11 

1.4% 

-14.2% 

5 

-18.8% 

34.7% 

high 

Transco  Energy 

77/« 

2 

16.5 

def 

109.8 

0.2 

8 

5.4 

8.1 

3 

-1.5 

P-D 

very  low 

Sonat 

81/DD 

3 

14.6 

def 

83.3 

def 

7 

5.4 

-16.0- 

NM 

P-D 

NM 

Panhandle  Eastern 

86/74 

4 

14.1 

def 

117.3 

def 

2.1 

-16.2 

4 

-12.4 

P-D 

average 

Valero  Energy 

42/69 

4 

14  1 

def 

177.8 

def 

5 

5.8 

-22.0 

NM 

D-D 

NM 

Burlington  Northern 

45/25 

6 

12  7 

def 

81.2 

def 

1 

18.2 

-15.6 

2 

9.2 

P-D 
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37,78 

7 

12.5 

2.2 

404.0 

0.8 
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5.7 

-0.4 

1 

30.1U 
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very  high' 

Texas  Eastern 

76/« 

8 

12.1 

def 

94.1 

def 

4 

6.2 

-20.5 

7 

-22.8 

P-D 

average 

Tenneco 

23/27 

9 

11.2 

def 

115.8 

0.3 

10 

1.7 

0.0 

8 

-28.5 

P-D 

high 

CSX 

26/10 

10 

8.0 

def 

69.5 

def 
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10.1 

-11.5 

NM 

P-D 

NM 
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711  • 

11 

7.0 

def 
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11.9 

-20.2 

6 

-19.5 

P-D 

low 

Medians 

12.7 

def 
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5.7 

-15.6 

-19.5 

P-D 

•  90%  or  more  DD:  Segment  deficit,  total  deficit  PD:  Segment  profit,  total  deficit.  D-D:  Deficit  to  deficit  D  P:  Deficit  to  profit.  P-D:  Profit  to  deficit, 
def:  Deficit.    NM:  Not  meaningful.    tFour  year  average.    tFour-year  growth.    ttThreeyear  growth.    For  further  explanation,  see  page  61. 
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Most  improved 


lost  natural  gas  firms 
rere  happy  simply  to 
ave  muddled  through  the 
ear  now  ended,  but  only 
ne  was  able  to  fend  off  an 
nfriendly  raid,  end  a 
uee-year  dispute  with 
le  Algerian  government 
nd  still  have  time  to 
Dost  overall  shareholder 
alue  by  15%  for  its  inves- 
ts: Panhandle  Eastern 
orp.,  under  the  leader- 
lip  of  Chief  Executive 
ifficer  Robert  D.  Hun- 
lcker.  And,  says  he,  "We 
ere  able  to  achieve  our 
bjective  without  injuring 
le  capitalization  of  our 
Dmpany." 

A  hostile  takeover  bid  by  Wagner  &  Brown  in  June 
msed  Hunsucker  to  action.  First  step  was  to  settle  a  long- 
:stering  dispute  with  the  Algerians  over  a  failed  plan  to 
nport  liquefied  natural  gas  to  the  U.S.  (Forbes,  Sept.  23, 
985).  Aftertax  writeoffs  in  the  settlement  totaled  $460.4 


Panhandle  Chief  Executive  Robert  D.  Hunsucker 


million,  but  with  the 
company's  existence  no 
longer  threatened  by  the 
disputed  $14  billion  con- 
tract, Hunsucker  was  able 
to  look  beyond  immediate 
concerns  to  redeploying 
some  of  his  assets.  Thus, 
in  September  he  spun  off 
the  company's  successful 
Anadarko  Petroleum  ex- 
ploration subsidiary  to 
shareholders.  Without 
Anadarko,  Panhandle 
proved  much  less  attrac- 
tive to  Wagner  &  Brown, 
which  quietly  dropped  its 
bid.  Meanwhile,  the  com- 
bined value  of  the  two 
shares  has  climbed  15% 
from  the  prespinoff  price  of  Panhandle  alone. 

Panhandle's  financial  results  do  not  yet  reflect  the 
company's  successes,  but  that  will  change.  In  1987  Pan- 
handle should  be  in  a  much  better  position  to  survive 
downturns  and  pick  opportunities  in  a  volatile  market. 


Charles  Thatche 


ing  to  boost  prices  and  spur  exploration.  "This  winter 
ild  be  the  turning  point  in  the  customers'  perception," 
Morgan  Stanley  analyst  Thomas  Hassen. 
hile  declining  prices  hit  hardest  at  producers,  the  law 
e  down  hardest  on  pipelines.  Most  pipeline  companies 
red  1986  burdened  with  so-called  take-or-pay  liabilities. 
>e  arose  when  the  gas  market  softened  in  the  early  1980s 
the  pipelines  refused  to  accept  delivery  of  gas  they  could 
)nger  sell.  The  producers  sued  for  breach  of  contract,  and 


in  case  after  case  the  producers  have  been  winning. 

With  this  gun  to  their  heads,  pipeline  companies  in  1986 
proved  increasingly  amenable  to  settling  out  of  court,  asking 
in  return  that  the  Federal  Energy  Regulatory  Commission 
allow  them  to  pass  on  the  settlement  costs  to  their  custom- 
ers. So  far  Washington  has  failed  to  rule  one  way  or  the  other, 
but  if  the  requests  are  denied,  earnings  for  some  companies, 
notably  Transco  and  Tenneco,  could  suffer  badly. 

Such  regulatory  dawdling,  which  has  characterized  the 
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table  Resources  66/22 
x  64/pd 
-Illinois  G&E  51/13 
imonwealth  Energy  36/29 
:onsin  P&.L               25/  9 

1  21.5%     15.2%     45.2%  13.3% 

2  19.7        def      130.8  def 

3  16.4       13.6        76.7  10.2 

4  16.4       15.7        49.1  6.8 

5  16.4       14.6        81.3  9.8 

30  6.8%  -9.2% 
38           4.6  -19.1 
13           9.1  -0.6 

31  6.4  -5.1 
22            7.9  3.1 

7            12.8%  0.0% 
29              3.5  P-D 
19              7.9  -8.6 

4             15.1  1.2 
14             10.3  -5.4 

average 
very  low 

high 
average 
very  high 

sas  Power  &  Light  64/24 
iles  Energy  •/• 
States  Power             22/  7 
:rsified  Energies  84/» 
klyn  Union  Gas  •/• 

6  16.4       16.3        73.3  7.7 

7  16.4       17.4        63.8  5.2 

8  16.3       16.0        83.3  11.5 

9  16.2+       def       85.9  def 
10            15.8       10.1        72.6  4.4 

1           35.8  -9.7 
33           6.3  -8.8 
11            9.7  3.4 
6           11.4*  -2.4 
8           11.0  -2.1 

13             10.6  12.5 
9            11.1  -3.0 
6            13.3  13.3 
34            -4.7*  P-D 
25              6.0  -31.9 

very  high 
average 
very  high 
very  low 
very  high 

90%  or  more.    DD:  Segment  deficit,  total  deficit.    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P  Deficit  to  profit.    P-D:  Profit  to  deficit, 
■f:  Deficit.    NM:  Not  meaningful    t Four-year  average    t-Four-year  growth    ttThree-year  growth    For  further  explanation,  see  page  61 
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"Delivering  customized  service  at  the  local  level  has  helped  us  become  one 
of  the  world's  largest  insurance  intermediaries,"  explains  Gerald  W.  Cusack,  vice 
president,  Management  Information  Systems  at  Corroon  &  Black  Corporation's 
New  York  headquarters.  "The  beauty  of  Digital's  networking  and  computing 
strategy  is  that  it's  a  perfect  complement  to  our  business  strategy." 

According  to  Mr.  Cusack,  the  flexibility  of  Digital's  distributed  processing 
gives  Corroon  &  Black  brokers  a  distinct  competitive  advantage.  "Our  brokers 
have  the  tools  right  at  their  desks  for  cost-effectively  accessing  data  located 
anywhere  on  the  network.  They  can  take  any  standardized  insurance  program 

"With  Digital's  network, 
Corroon  &  Black  brokers 
deliver  personalized 
insurance  programs  from 
the  Big  Apple  to  Alaska." 

and  customize  it  on  the  spot.  This  quick  response  to  the  needs  of  big  and  small 
:lients  alike  helps  us  win  business  and  retain  it."  In  addition,  as  new  needs  arise, 
Digital's  integrated  approach  to  computing  continues  to  pay  off.  Says  Mr.  Cusack, 
'Since  any  new  Digital  software  will  run  on  all  Digital  hardware,  we  never  have  to 
abandon  a  single  computing  investment." 

To  get  your  competitive  advantage  now,  write: 
Digital  Equipment  Corporation,  200  Baker  Avenue, 
West  Concord,  MA  01742.  Or  call  your  local  sales  office. 


mmam 


D  Digital  Equipment  ( ,nrp.  n.ni.  mi  •<«<>  The  Digital  logo  is  a  track-mark  of  Digital  Equipment  Corporation. 


agency  for  many  years,  should  disappear  in  the  year  ahead  as 
the  Federal  Energy  Regulatory  Commission's  new  chairman, 
Martha  Hesse  (see  p.  283),  settles  into  her  job.  Chosen  by 
Ronald  Reagan  as  a  dedicated  free-market  advocate,  she  is 
expected  to  act  forcibly  to  lift  regulatory  and  administrative 
restraints  on  the  industry  wherever  possible. 

One  key  development  to  watch  for:  where  Hesse's  commis- 
sion will  stand  regarding  companies'  alleged  anticompetitive 


behavior.  The  commission  is  addressing  possible  violations  i 
the  marketing  of  gas;  other  antitrust  cases  regarding  transpd 
tation  have  been  filed  in  various  courts.  Both  pipelines  arj 
distributors  are  vulnerable  since  they  are  by  necessity  regula 
ed  monopolies.  One  case,  The  State  of  Illinois  v.  Pan/jandf 
Eastern  Pipe  Line  Corp.,  is  likely  to  prove  a  bellwether:  Tl) 
issue  being  debated  is  whether  federal  regulations  can  be  cite 
as  a  defense  for  monopolistic  practices.  ■ 
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Earnings  per  share 

%  in 
-segment- 
Company  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

Wisconsin  Electric           23/  9 
Illinois  Power  34/11 
Wisconsin  Public  Svc       36/  9 
Laclede  Gas  •/• 
Rochester  G&E  36/15 

11  15.8%     15.6%     66.6%  11.7% 

12  15.5       16.0        91.2  24.2 

13  15.4       14.4        59.1  8.8 

14  15.4       18.9       60.9  5.4 

15  15.2       13.6       92.6  13.4 

25            7.5%  0.1% 
29           7.1  -0.6 
21            8.3  -5.0 
10           9.9  -11.1 
20           8.3  -0.7 

5             14.7%  9.1% 
22             6.6  12.6 
12            10.6  0.0 
3            16.4  14.0 
8            11.6  -15.0 

very  high 
average 
very  higl 

high 
very  higl 

Niagara  Mohawk  Power    22/  9 
Pacific  G&E  40/22 
Baltimore  G&E               25/  9 
Montana  Power  23/20 
Public  Service  NM  44/11 

16  15.1       14.0       81.9  15.1 

17  14.5       14.7        84.2  13.6 

18  14.4       16.2        75.2  15.1 
18            14.4       18.2        74.7  19.7 
20            14.3       12.8        74.9  21.9 

17           8.8  -0.9 
14           9.1  -6.1 
27            7.2  4.1 
37            4.7  15.3 
2           17.7  3.0 

18              8.3  3.4 
15              9.2  -2.2 
11             10.7  18.1 
30              1.2  111.0 
33            -2.6  8.9 

high 
high 
very  higl 
very  low 
low 

Scana  28/10 
Orange  &  Rockland  26/12 
Cincinnati  G&E             36/  4 
Southwest  Gas  •/• 
CILCorp  40/19 

21  14.0       14.6        91.7  10.7 

22  13.9       14.0        70.1  8.4 

23  13.7       19.2       103.6  13.1 

24  13.5       12.6       114.5  4.4 

25  13.5       15.1       100.7  8.9 

4           12.6  -2.4 
26           7.4  -5.3 
18            8.4  0.5 

9            9.9  -19.4 
34            5.6  3.0 

21              6.9  3.9 
27              5.0  8.5 
23              6.4  24.5 
2             17.4  -27.0 
23              6.4  30.4 

high 
very  higl 
average 
very  higl 

high 

Central  111  Pub  Svc           24/  4 
Washington  Gas  Light  •/• 
Public  Svc  Enterprise  31/13 
Louisville  G&E              32/  0 
Public  Service  Colo  40/19 

26  13.4       13.1        78.5  12.4 

27  13.1        12.3        61.7  5.1 

28  12.9       14.7        84.8  12.2 

29  12.7       12.7       84.9  10.8 

30  12.5        8.8        90.4  5.6 

19            8.4  -8.7 
7           11.3  -2.2 
23            7.5  4.8 
12            9.5  -1.6 
15            8.8  -3.0 

26              5.2  17.6 
16              9.0  -6.4 
20              7.2  7.4 
28              4.9  -6.7 
31              0.9  -31.5 

average 
high 
high 
low 

very  lovv 

DPL  29/21 
Wicor  76/72 
Atlanta  Gas  Light  •/• 
Primark  •/• 
No  Indiana  Pub  Svc  49/14 

31  12.1         9.0       133.4  6.8 

32  11.7       11.9        75.4  3.0 

33  •         10.5       10.5        97.5  2.9 

34  9.7       12.2        68.9  3.1 

35  8.5        def      112.9  def 

16            8.8  -2.3 
3           14.0  -4.8 
5           11.6  -13.4 
32            6.4  -8.1 
24            7  5  —7.8 

35            -9.4  -33.8 
10            10.8  5.3 
17             9.0  -8.5 
1            34.2  3.1 
32            -0.8  P-D 

low 
average 

low 
very  higl 
very  lov* 

Eastern  Gas  &  Fuel  44/77 
Southern  Union  80/69 
Consumers  Power  46/27 
UGI  51/pd 
Nicor  */nm 

36  6.4       11.3        76.2  4.2 

37  5.7        def       59.7  def 

38  4.3        def      112.9  def 

39  3.8        def       52.7  def 

40  def        def       80.3  def 

40         -17.3  -45.2 
28           7.1  -2.9 
35            5.4  -14.6 
39            4.2  -17.9 

NM  D-P 
NM  D-D 
NM  D-D 
NM  P-D 
NM  D-D 

NM 
NM 
NM 
NM 
NM 

Medians 

14.2       13.6        79.4  8.1 

8.3  -3.0 

7.1  1.2 

Integrated 

Ark  la  •/• 

Consol  Natural  Gas  •/• 
Questar  •/• 
Enron  •/• 
National  Fuel  Gas  •/• 

1  16.6%     10.4%    130.0%  5.7% 

2  15.4       12.3        36.6  6.7 

3  15.2       10.7       48.3  8.0 

4  14.7         2.6       156.5  0.9 

5  14.4       13.0       58.9  4.8 

10            0.3%  -8.0% 

4  6.4  -16.5 
2           11.0  -14.7 
1          27.3  -16.3 

5  6.3  -6.7 

6            -6.9%  22.2% 

3  12.4  -5.4 
2            13.2  -10.4 

4  -2.5  -82.2 
1             13.4  -7.9 

average 
very  higl 

high 
very  low 

high 

Oneok  •/• 
Pacific  Lighting  59/71 
KN  Energy  •/• 
Enserch  45/38 
Columbia  Gas  System  »/dd 

6  14.0         8.4        92.0  4.7 

7  13.2        6.0       72.2  1.9 

8  12.7        1.5       64.3  1.2 

9  10.1        def       81.0  def 
10             8.5         4.8       113.8  2.3 

7  3.4  -29.8 
3           9.6  7.3 

8  3.2  -21.4" 
6           3.6  -13.4 

1.9  -10.9 

7  -8.1  -11.4 
5            -2.6  -39.6 

8  -12.6  -86.8 

NM  P-D 
NM  D-P 

average 
very  low 
average 
NM 
NM 

Medians 

14.2         7.2        76.6  3.5 

5.0  -14.1 

-4.8  -11.4 

Industry  medians 

14.0       11.3        81.9  4.8 

7.5  -6.5 

5.2  -8.5 

All-industry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

•  90%  or  more    DD:  Segment  deficit,  total  deficit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D  P:  Deficit  to  profit    P-D:  Profit  to  deficit, 
def:  Deficit    NM:  Not  meaningful.    tFour  year  average.    jFour-year  growth.    t+Three  year  growth.    For  further  explanation,  see  page  61. 
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EXPANDING  THE  LINKS: 
JAPAN  U.S.  RELATIONS 

AT  A  #; 


TURNING 
POINT 


By  Brian  Robins 

The  year  1987  is  critical  for  Japan, 
with  the  massive  currency  realignment 
that  occurred  last  year  forcing  a  fun- 
damental restructuring  of  its  economy. 
As  a  reuslt,  Japan,  long  cautious  about 
overseas  production,  has  been  left  with 
little  choice  if  its  industry  is  to  remain  in- 
ternationally competitive  and  if  it  is  to 
retain  access  to  its  major  markets. 

With  the  changing  economics  of  pro- 
duction, the  majority  of  its  new  invest- 
ment is  in  the  United  States.  Equally 
important  is  the  recycling  of  Japan's 
huge  capital  surplus,  with  Japanese  in- 
vestors playing  a  key  role  in  funding  the 
rising  U.S.  federal  deficit  and,  in  the 
process,  helping  to  hold  down  U.S.  in- 
terest rates,  which  in  turn  is  helping  to 
spur  new  investment. 

Trade  friction  dominated  the  agenda 
between  the  United  States  and  Japan 
for  much  of  1985  and  1986,  but  with 
the  yen  ratcheting  up  to  over  ¥  160  to 
the  dollar  by  late  last  year  compared 
with  over  ¥  240  a  year  earlier,  trade  fric- 
tion came  off  the  boil  slightly  as 
Japanese  corporations  began  to  imple- 
ment wholesale  changes  in  their  opera- 
tions in  a  bid  for  survival. 
(continued  on  page  8) 


ADVERTISEMENT  2 


Perhaps  many  of  you  saw  the  news 
photos  of  a  beautiful  hot  air  balloon 
soaring  above  the  Japanese  landscape. 
This  custom-made  balloon  was  a  replica 
of  the  famed  Kinkaku-ji,  the  Golden 
Pavilion  traditionally  celebrated  in 
Japanese  history,  and  it  was  carrying 
Americans  on  a  goodwill  trip 
throughout  Japan. 

At  each  stop  in  Tokyo,  Nagoya, 
Kyoto,  Osaka,  Tottori  and  Kisogoma, 
new  friends  were  made,  ideas  were  ex- 
changed and  experiences  were  shared. 
It  is  important  for  Americans  to  under- 
stand that  the  "Japanese  economic 
animal"  is  not  an  unfeeling,  brutally 
efficient  giant  made  up  of  enough 
superchips  to  bury  U.S.  industries  in  an 
avalanche  of  trade  surpluses,  just  as  it  is 
important  for  the  Japanese  to  under- 
stand that  the  "once  invincible  U.S. 
economic  superpower"  is  not  just  a 
complainer  without  the  means  or  the 
will  to  pull  itselt  up  by  the  bootstraps 
and  compete. 

Japan  and  the  United  States  are  coun- 
tries with  radically  different  political, 
economic,  social  and  cultural  histories. 
With  each  passing  year,  however,  Japan 
and  the  United  States  become  more  in- 
terdependent, their  relationship  deeper 
and  more  complex.  We  must  not  allow 
short-term  overreaction  to  undo  the 
work  of  patient,  painstaking  negotia- 
tion. Above  all,  the  lines  of  communica- 
tion must  always  be  kept  open.  I  thank 
Forbes  for  this  opportunity  to  do  my 
part  in  continuing  the  dialogue. 

I  have  made  no  secret  of  how  strong- 
ly I  feel  about  the  U.S. -Japan  relation- 
ship—the most  important  bilateral  rela- 
tionship in  the  world.  It  is  based  on 
mutual  trust  and  mutual  benefit,  so 
much  so  that  we  should  neither  ignor 
nor  gloss  over  the  tensions  between  us 
for  the  sake  of  superficial  harmony.  In 
this  space  last  year,  I  expressed  my  deep 
concern  over  the  serious  strains  that 
had  come  to  the  fore  of  this  relation- 
ship. Since  then,  I  believe  we  have 
taken  some  difficult  steps  to  address  the 
causes  of  those  strains. 

Faced  as  we  were  in  1 985  with  the 
largest  trade  imbalance  between  the 
United  States  and  Japan  in  history— $50 
billion— there  were  many  calls  for  the 
seemingly  easy  solution  of  market  clos- 
ing and  protectionism  The  Reagan  Ad- 
ministration rejected  this  because  it 
would  not  have  addressed  the  funda- 
mental causes  of  the  imbalance.  In- 
stead, in  cooperation  with  the  Japanese, 
we  took  steps  that  resulted  in  a  yen- 
dollar  exchange  rate  that  broadly 
reflects  economic  fundamentals.  We  did 
this  even  though  we  knew  positive 
results  would  take  time,  even  though 
we  knew  that,  because  of  J-curve  ef- 
fects, the  problem  would  get  worse 
before  it  got  better.  We  did  this  despite 
the  very  real  risks  of  inflation  in  the 
United  States  and  recession  in  Japan.  It 
has  been  a  long  and  painful  process. 
The  economic  difficulties  faced  by 


many  of  the  world's  nations  place 
obligations  on  both  Japan  and  the 
United  States  as  leaders  in  the  interna- 
tional free  trade  system.  The  Japanese 
must  do  certain  things  in  order  to 
preserve  and  expand  this  system,  and 
there  are  things  Americans  must  do  to 
put  our  own  house  in  order. 

Our  expectations  of  Japan  can  be 
summed  up  in  one  word:  access.  It  is 
only  right  that  American  businesses 
should  be  given  the  same  opportunities 
in  the  Japanese  market  that  we  give  the 
Japanese  in  ours.  Japan  must  open  its 
markets.  Its  record  surpluses,  not  only 
with  the  United  States,  but  with  the 
European  Economic  Community  and  the 
developing  nations  as  well,  are  politic- 
ally intolerable,  and  burden  the  interna- 
tional trade  system  with  their  weight. 
The  United  States  has  worked  with 
Japan  through  the  MOSS  (market- 


Top:  Malcolm  Forbes  with  Ambassador  Mike 
Mansfield  during  friendship  tour  of  Japan. 

Right:  Golden  Pavilion  Balloon. 

oriented,  sector-selective)  negotiations 
to  improve  market  access  in  telecom- 
munications, electronics  and  medical, 
pharmaceutical  and  forest  products. 
Transportation  equipment  was  added  to 
the  MOSS  process  in  1986.  Change 
does  not  always  come  easily  to  Japan, 
but  even  though  much  more  needs  to 
be  done,  real  progress  has  been  made 
in  the  face  of  intensive  lobbying  by 
special  interest. 

Japan  must  also  face  questions  of 
structural  adjustment  and  domestic  de- 
mand. Such  recommendations  as  those 
contained  in  the  Maekawa  Commission's 
1986  report  could  go  a  long  way  toward 
solving  these  problems.  Many  of  the 
changes  will  be  gradual,  but  Japan's 
overreliance  on  exports  for  economic 
growth  is  the  root  of  its  trade  problems 
with  the  rest  of  the  world.  In  the  past, 
Japan  has  lived  by  the  imperative  "ex- 
port or  die."  Lacking  natural  resources, 
it  had  to  export  certain  goods  to  pay  for 
things  the  United  States  tends  to  take 
for  granted— energy,  foodstuffs, 
minerals.  As  a  consequence,  Japan  nur- 
tured and  protected  its  export  industries 
until  they  became  strong  and  competitive 
worldwide.  These  industries  have  made 
Japan's  the  second  largest  economy  in 
the  world,  but  now  Japan  must  do  its 


share  to  maintain  the  international 
trade  system  from  which  it  has  benefited 
so  much.  For  example,  Japan  should 
reform  its  heavily  subsidized  and  pro- 
tected agricultural  sector,— although  the 
United  States  is  not  entirely  innocent 
either  in  this  regard. 

A  more  fundamental  approach  is  to 
stimulate  Japan's  domestic  demand, 
since  that  country's  future  economic 
growth  should  no  longer  be  export- 
driven.  The  Japanese  have  instituted  a 
3.6-trillion-yen  ($22  billion)  package  of 
comprehensive  economic  measures 
toward  this  end,  which,  if  fully  im- 
plemented, would  increase  Japanese  de- 
mand for  imports  and  permit  Japanese 
companies  to  prosper  by  producing 
goods  for  domestic  rather  than  overseas 
consumption. 

The  United  States  must  also  do  its 
share.  We  must  even  more  seriously  cut 


our  federal  budget  deficit,  improve 
government-industry  and  management- 
labor  relationships,  raise  productivity 
and  become  conscious  of  the  consumer, 
quality  and  price.  In  the  workplace, 
cooperation  and  compromise  are 
necessary. 

In  1985,  approximately  $133  billion 
went  to  pay  for  interest  on  the  national 
debt,  the  equivalent  of  14<t  per  tax 
dollar  went  toward  debt  financing. 
Simply  put,  with  our  massive  federal 
budget  deficit  and  low  savings  rate, 
Americans  consume  more  than  we  pro- 
duce, and  to  a  large  extent  our  trade 
deficit  mirrors  this.  Even  with  the  1987 
federal  budget  and  the  Reconciliation 
Bill,  the  deficit  is  projected  to  be  $1 54 
billion  in  1986.  Even  though  this  would 
meet  the  Gramm-Rudman-Hollings 
deficit-reduction  target,  painful  choices 
still  have  to  be  made  in  the  years  to 
come. 

The  American  spirit  has  been  over  the 
past  few  years.  The  time  has  come  to 
restore  this  belief  in  our  economic 
system  as  well.  Perhaps  the  single  most 
important  factor  in  turning  around  the 
U.S.  trade  position  is  what  I  like  to  call  a 
return  to  the  "old-time  religion" — 
higher  productivity,  more  quality  con- 
sciousness, competitive  pricing  and 


W)rk,  work,  work. 


If  your  visa  stamps  from 
icross  the  Pacific  are  starting  to 
ook  less  like  souvenirs  and  more 
ike  battle  scars,  try  flying  the 
riendly  skies  next  time. 

United  can't  make  the  dis- 
ances  less.  But  we  can  make 
hem  easier. 

Our  Royal  Pacific  Service 


will  look  after  you  all  the  way  to 
Tokyo,  Osaka,  Hong  Kong,  Bang- 
kok, Taipei,  Singapore,  Manila, 
Sydney,  Melbourne,  Seoul,  Shang- 
hai, Beijing,  and  Auckland. 
With  convenient  service  from 
over  150  U.S.  cities. 

In  fact,  United  flies  to  more 
cities  over  there  from  more  cities 


over  here  than  any  other  airline. 

And  all  the  while,  you  can 
rack  up  big  Mileage  Plus  points 
on  your  account. 

Who  says  you  can't  mix 
business  with 
pleasure? 


Canon  Calculators 

If  there's  one  thing  any  business  knows,  it's  that 
your  growth  and  performance  are  tied  to  how 
efficiently  you  operate.  That's  why  Canon  office 
and  personal  calculators  are  engineered  to  take 
years  of  constant  calculating  without  tiring  And 
unique  features,  like  the  ergonomic  design  of  our 
"Slant  Key"  calculators,  actually  make  calculating 
easier  on  you. 

Canon  offers  an  entire  line  of  high-performance 
calculators  Because  demanding  business  situ- 
ations demand  Canon  quality. 


CP1218-D  A  professional  model  with  a  large, 
easy-to-read  twelve-digit  display,  the  CP1218D 
offers  fully  punctuated  two  color  printout— for 
comfort,  keyboards  are  precisely  angled,  and 
keys  are  weighted  and  contoured  Also  four- 
function  memory  with  automatic  or  selective 
accumulations 
and  more. 


M-8  Heres  a  unique,  and  very  comfortable 
A  calculator  with  keys  slanted  to  match  th{ 
of  your  hand  You'll  feel  the  unique  benefit < 
work  before  you  even  reach  a 
total  Less  fatigue  and  a 
more  natural  feel1 


CP2030  Boasting  silent  opera- 
tion thanks  to  revolutionary  Bub 
ble- Jet  printing  technology,  the 
CP2030  performs  all  routine  calcula 
tions,  plus  financial,  scientific  and  sta- 
tistical calculations.  It's  even  easily 
programmable  to  tackle  specific  tasks. 


LS-52  A  solar  calculator  with  an  exi 
tionally  readable  LCD  display,  the  L) 
"Slant  Key"  keypad  looks  and  feels 
making  mistakes  harder  to  make. 


TP-8  One  of  our  well-known  Pocket 
Printers,  with  a  bright  blue  fluorescent  dis-  I 
play— easy  on  the  eyes.  The  TP-8  works  on 
either  AC  or  DC  power  and  features  per- 
centage, square  root  and  memory 
functions. 


Hands 


Every  business  depends  on  office  equipment  to  make  the  job  easier.  At  Canon,  the  i 
But  what  really  makes  Canon  products  so  "friendly"  is  what  you  can't 


Canon  Copiers 

Whether  you  copy  a  little  or  a  lot,  Canon 
makes  the  widest  range  of  copiers,  from 
compact  personal  copiers  to  high-vol- 
ume copying  systems.  What's  more, 
Canon  was  first  to  introduce  color  and 
automate  many  copying  pbs  so  that 
even  the  most  complex  procedures 
could  be  accomplished  with  a  touch. 
Canon  is  constantly  making  the  copier 
simpler  by  making  it  more  advanced. 
That's  why  for  the  office,  or  even  the 
home,  Canon  is  the  name  you  can  rely 
on  for  all  your  copying  needs. 


NP-8000  SERIES  Canons 
top-of-the-line  copiers  are 
also  the  fastest  at  70  copies 
per  minute  Together 
with  high-volume  per- 
formance and  Canon's 
most  advanced  auto- 
matic features,  these 
copiers  speed  you 
through  the  biggest 
jobs  With  the  least 
amount  of  effort. 


NP-2000  SERIES  These 
compact  copiers  bring 
Canon's  exclusive  Dual  Color 
Copying  System  to 
the  small  office  or 
business.  This  system 
is  so  simple,  it  lets  you 
change  colors  with  just  a 
touch.  And  a  variety  of  auto 
matic  features  make  these 
copiers  convenient  and  versatile. 


NP-4000  SERIES  With  Canon's  Dual  Color 
Copying  System,  now  you  can  change  colors,  or 
even  copy  in  two  colors  on  the  same  page,  with  one  simple 
touch.  These  powerful  performers  deliver  up  to  40  copies  per 
minute,  so  they're  perfect  for  busy  offices  And.  they  offer  more 
automatic  features  than  any  other  copiers  in  their  class. 


PC-24  You  get  a  lot  in  a  copier  so  little 
This  compact  copier  has  a  stack-sheet 
feeder  that  lets  you  stack  up  to  50 
sheets,  from  business  card  to  legal 
size.  Makes  copies  from  originals  as 
big  as  10"  x  14"  and  even  reduces  and 
enlarges. 


PC-3  Perfect  for  home,  office  or< 
where  in  between,  this  new  com 
personal  copier  is  portable  and  v 
only  25V2  pounds.  It  comes  in  4  c 
—red,  blue,  black  and  white.  And) 
copies  in  5— black,  brown,  greem 
and  blue. 


i  Typewriters 

las  a  typewriter  for  every  desk— even  for 
p,  with  our  completely  portable  Typestar 
ters.  From  the  president's  office  to  the  rec 
ount  on  Canon  typewriters  to  make  your 
)ok  their  best,  with  features  that  let  you 
id  adjust  text  with  astonishing  ease  and 
Choose  from  a  wide  selection  that  offer 
atures  and  one  very  important  thing  in 
n:  reliability 


AP300  Turn  your  thoughts  into  precise  presenta- 
tions with  the  AP300  You  get  a  large  display, 
advanced  editing  functions,  auto-center,  full  line- 
trammg,  numeric  punctuation,  column  layout  and 
much  more 


Typestar  7  An  amazingly  portable  machine  you 
can  use  on  the  bus,  in  the  den,  or  on  the  patio— 
portable,  but  packed  with  professional  features. 
Store  up  to  three  full  pages  in  memory,  and  more 
with  plug  in  RAM  cartridges.  Change  type  styles 
—even  plug  it  into  your  home  computer! 


AP500  An  extremely  advanced  electronic  model 
with  up  to  32K  memory  for  text  and  format  stor- 
age. Editing  functions  save  valuable  time.  And  it's 
upgradeable  to  match  your  office's  growing 
needs 


S-58  Automatic  functions,  including  carrier  return, 
underlining,  correction  memory  for  up  to  30  char- 
acters and  daisy  wheel  printing  make  this  an  ideal 
home  typewriter— but  there's  more  Because 
there's  a  calculator  built  in! 


ilogically  advanced  their  products  become,  the  simpler  they  are  to  use. 
;h.  It's  Canon's  commitment  to  reliability  that  just  doesn't  quit. 


i  Facsimile 

nesses  seem  to  function  at  one 
-fast.  That's  why  Canon  makes  a  full  line 
Tiile  transceivers  to  send  documents 
sre,  in  just  seconds,  over  ordinary  phone 
icsimiles  that  include  small  desktop 
as  well  as  ones  with  laser  power  to  send 
it  and  even  photographs. 
;  innovative  features  and  advanced  tech- 
are  making  business  communication 
and  faster.  Because  no  matter  how  fast 
;ses  communicate,  there'll 
be  someone  who'll  want 
faster 


FAX-610  Canon's  thermal  transfer 
printing  technology  produces  docu 
ments  on  easy-to-read  plain 
paper  Its  sharper,  clearer 
images  won't  fade  with  age 
so  you  can  file  them 
indefinitely 


.910  The  power  of  the  laser 
you  crisp,  clean.  400x400  dpi 
^solution  images  on  plain 
Lets  you  send  letter  jtk 
i  fine  print  and  graphics 
rdinary  phone  lines  at  12 
ids  per  page 


FAX-220  Gives  you  the  benefits  of  both  econ- 
omy and  versatility  It  has  17  seconds  per  page 
speed  Also  has  delayed  trans 
mission,  delayed  multipollmg  MAx. 
and  fine  image  mode  Plus  35 
location  auto-dialing  and 
auto-document  feed- 
ing and  cutting. 


FAX-110  A  combined  business  phone  and 
fax  that  fits  easily  on  to  you  desk  Can  send 
a  page  in  up  to  17  seconds  and  it  features 
automatic  document  feeding,  auto-dialing 
to  38  locations  And  has  hold,  muting  and 
monitor  speaker  features 


Canon  Credit  Makes  it  Easy  to  Buy  the  Best 

•  Easy  extended  payments  with  no  money  down 

•  No  annual  membership  tees 

•  Personal  or  corporate  membership 
See  your  participating  Canon  dealer  or  retailer 
lor  more  details  Available  only  in  u  S 


Canon 


Canon  U.S.A.,  Inc.,  Headquarters,  One  Canon  Plaza,  Lake  Success.  NY  11042 
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follow-through  service.  After  all, 
American  consumers  are  not  forced  to 
buy  foreign  products.  If  we  want  our 
markets  back,  we  will  have  to  win  back 
the  American  consumer,  who  is  looking 
for  the  best  possible  quality  at  the 
lowest  possible  price. 

Both  Japan  and  the  United  States 
must  make  adjustments  and  sacrifices. 
We  must  open  markets  and  keep  them 
open.  Economically  interdependent,  our 
countries  would  clearly  benefit  from  the 
smooth  movement  of  quality  commod- 
ities among  all  trading  partners— and  at 
a  minimal  cost  to  consumers.  We  must 
continue  to  keep  international  trade 
open  or  risk  the  deleterious  effects  of 
the  gradual  encroachment  of  protec- 
tionism and  its  stagnation. 

To  define  the  U.S. -Japan  relationship 
only  in  economic  terms,  however, 
would  be  a  terrible  injustice.  In  the  field 
of  defense,  the  Japanese  have  made 
remarkable  strides.  Their  support  for  the 
Strategic  Defense  Initiative  (SDI),  their 
more  than  $  1  -billion  annual  contribu- 
tion toward  the  upkeep  of  U.S.  military 
forces  stationed  on  Japanese  soil  and 
their  increased  defense  spending  testify 
to  their  solidarity  with  the  world's  in- 
dustrialized democracies.  The  United 
States  has  consulted  closely  with  Japan 
in  its  efforts  to  reach  an  equitable, 
verifiable  arms  agreement  with  the 
Soviet  Union,  and  we  appreciate  Japan's 
support  for  our  efforts  against  interna- 
tional terrorism. 

Japanese  and  American  scientists 
cooperate  on  a  broad  range  of  basic 
scientific  research:  medicine,  space 
science  and  oceanography.  The  U.S.- 
Japan Committee  on  Scientific  Coopera- 
tion marks  its  25th  anniversary  in  1986, 
the  first  major  bilateral  scientific  agree- 
ment between  the  United  States  and 
another  country. 

As  I  mentioned  at  the  beginning, 
people-to-people  exchanges  and  general 
goodwill  help  us  see  each  other  as  in- 
dividual human  beings,  not  as  stereo- 
types. The  Japan  Foundation,  the  Japan- 
America  Societies  both  here  and  in 
Japan,  the  University  of  Hawaii's  East- 
West  Center  and  the  Fulbright  Commis- 
sion, to  name  but  a  few,  have  been  at 
the  forefront  of  supporting  academic 
and  professional  exchanges. 

Ultimately,  the  U.S. -Japan  relationship 
is  only  as  strong  as  the  many  human 
bridges  that  link  our  two  countries 
together.  We  have  our  work  cut  out  for 
us,  but  as  long  as  we  work  together,  I 
am  confident  we  can  solve  our  problems. 


Mike  Mansfield 

United  States  Am, 
to  Japan 


ndor 


(continued  from  page  1) 

With  the  success  of  the  Democratic 
Party  in  last  November's  U.S.  mid-term 
elections,  Japan  is  battening  down  for  a 
new  round  of  trade  friction  this  year  as 
doubts  linger  about  what  impact  revalu- 
ation of  the  yen  will  have  on  reducing 
that  country's  massive  trade  surplus 
with  the  United  States. 

Based  on  an  exchange  rate  to  average 
V 1 53.50  to  the  dollar,  the  influential 
Bank  of  Tokyo  has  forecast  Japan's  ex- 
ports will  be  almost  unchanged  at 
$205.7  billion  in  the  1987  financial  year 
(to  March  1988),  although  imports  will 
rise  10  percent  to  $130.1  billion.  In 
terms  of  the  yen,  the  bank  reckons  that 
export  value  will  slip  just  2.5  percent, 
with  imports  edging  ahead  only  1.2  per- 
cent, after  the  8.2  percent  growth 
forecast  for  fiscal  1986 

Even  though  the  currency  realignment 
may  take  some  time  to  take  effect, 
there  has  been  a  significant  boost  to 
Japan's  new  direct  investment  in  the 
short  term,  and  the  major  recipient  is 
the  United  States.  As  a  result,  the  two 
economies  of  the  United  States  and 
Japan  are  becoming  much  more  closely 
intertwined  than  ever  before,  a  process 
that  will  be  consolidated  over  the  next 
few  years  as  the  big  round  of  new  plant 
investment  in  the  United  States  by 
Japanese  corporations  begins  production. 

Japan's  industry  is  helping  to  rebuild 
the  U.S.  economy  after  the  havoc 
wrought  by  the  overvalued  dollar  in 
"hollowing  out"  the  U.S.  manufactur- 
ing base.  At  the  same  time,  fears  are 
growing  in  Japan  that  the  high-priced 
yen  will  have  a  similar  impact  on  the 
Japanese  economy  if  it  were  to  continue 
for  any  sustained  period. 

The  hike  of  the  Japanese  yen  against 
the  dollar  has  also  given  those  U.S.  ex- 
porters serious  about  the  Japanese 
market  an  unrivaled  opportunity  to 
claim  one  of  the  most  lucrative  markets 
in  the  world.  This  chance  also  brings 
considerable  risks.  The  current  reorgani- 
zation of  the  Japanese  economy  wiil 
result  in  basic  changes  in  the  needs  of 
the  country's  industrial  sector,  as  its  role 
in  the  economy  undergoes  a  historic 
transition. 

Japan's  period  of  high  growth  in  the 
postwar  era  is  now  a  distant  memory, 
as  the  country  starts  to  come  to  grips 
with  sluggish  economic  growth  and  the 
attendant  difficulties  in  being  a  mature 
economy.  Rapid  economic  growth  is  a 
natural  salve  to  a  host  of  issues  that 
become  unavoidable  problems  when  an 
economy  matures.  The  single  most  im- 
portant issue  Japan  must  confront  over 
the  next  few  years  is  unemployment, 
which  threatens  to  place  intense 
pressure  on  its  cohesive  social  fabric, 
built  as  it  is  on  consensus. 


"At  present,  the  government  has  no 
policies  at  all  to  soften  the  impact  of 
the  necessary  adjustment,"  says  the 
chief  economist  at  the  Mitsubishi 
Research  Institute,  Mr.  Johsen  Takahash 
"How  to  create  new  demand  is  the 
basic  problem,  and  so  far  we  have  not 
been  successful  in  finding  an  answer," 
says  Naohiro  Amaya,  government  adviso 
and  former  senior  official  with  the 
powerful  Ministry  of  International  Trade 
and  Industry. 

PREPARE  FOR  THE  FUTURE 

In  an  attempt  to  provide  Japan  with  a 
blueprint  for  the  future,  Prime  Minister 
Yasuhiro  Nakasone  established  a  specia 
advisory  committee  headed  by  the 
former  governor  of  the  Bank  of  Japan, 
Mr.  Haruo  Maekawa.  Its  report,  dubbec 
the  Maekawa  Report,  in  some  ways 
stated  the  obvious:  Japan  must  shift  its 
economic  orientation  away  from  relying 
on  exports  for  growth  in  favor  of 
domestic  demand,  along  with  highlight- 
ing deregulation. 

^^■fe  "To  achieve  this 

jP^^^^^  requires  additiona 
fi  policies,"  says  the 

president  of  the 
influential  Indus- 
trial Bank  of 
Japan,  Kaneo 
Nakamura.  "The 
real  question  is 
how  to  arrive  at 
the  situation  raise 
in  the  Maekawa 
Report.  It  may 
j  take  ten  years." 
With  the  fall  in  exports  acting  as  a  dn 
on  the  economy,  domestic  demand  has 
remained  buoyant,  underpinning  Japan' 
growth  during  1986.  It,  too,  may  slow 
during  1987,  as  the  impact  of  the  reces- 
sion gripping  Japan's  export  sector 
spreads  across  the  economy. 

Much  to  the  chagrin  of  Washington, 
the  Japanese  Government  has  been 
cautious  in  taking  any  positive  steps  to 
boost  growth,  with  the  Ministry  of 
Finance  hostile  to  the  prospect  of  an  in- 
crease in  government  spending  as  it 
seeks  to  turn  back  Japan's  high  level  of 
government  debt.  At  the  corporate 
level,  Japan's  massive  export  binge  of 
1983-1985  resulted  in  a  big  injection  of 
liquidity  into  the  Japanese  economy, 
which  has  been  recycled  into  U.S. 
Government  debt.  That  has  been 
followed  by  a  huge  wave  of  offshore  in- 
vestment by  Japanese  companies,  mostl 
in  America.  Japan's  auto  companies 
alone  are  investing  upwards  of  $5 
biliion  on  new  plant  and  equipment  in 
the  United  States,  direct  investment  tha 
has  caused  a  growing  number  of  other 
groups,  such  as  auto  parts  suppliers  to 
follow  suit. 


FAMOUS  Uin  DIALOGS 


"Daiwa's  expertise  will 
give  you  easier  access 
to  the  Japanese  capital 
market,  Bonaparte!" 


"Where  were  you  when 
I  was  trying  to  get  into 
the  Russian  one?" 


We  may  not  have  been  around  in  1812  to  help 
Napoleon,  but  ever  since  the  Tokyo  Stock 
Exchange  opened  its  doors  to  foreign 
companies,  we  have  been  the  largest  single 
contributor  in  helping  them  to  list  their  shares. 
Daiwa  Securities  is  the  most  active  broker  in 
foreign  equities  on  the  Tokyo  Stock  Exchange 
-  in  1985  we  handled  nearly  30%  of  the  total 
trading  of  foreign  stocks,  overshadowing  all 
other  securities  houses.  We  have  unrivalled 
market  authority,  as  evidenced  by  the  fact  that 
the  shares  we  have  helped  to  list,  have  turned 
out  to  be  those  most  heavily  traded.  In  August 
Eastman  Kodak  was  listed  on  the  TSE. 


In  September  Chrysler  and  the  Canadian 
Imperial  Bank  of  Commerce  joined  the  club. 
And  in  October  and  November  Du  Pont  and 
PepsiCo,  Inc.  followed  suit  -  all  with  a  little 
help  from  Daiwa.  So  if  you  have  a  yen  to  get 
into  the  Japanese  capital  market,  it  is  good 
strategy  to  consult  us. 
Napoleon  would  agree. 


Ask  Daiwa 


V  DAIWA 

Daiwa  Securities  Co.  Ltd. 


liwa  Securities  America  Inc.:  One  World  Financial  Center-Tower  A,  200  Liberty  Street,  New  York,  N.Y.  10281  Tel:  (212)  945-0100  Telex:  420971 
i  Angeles  Office:  333  South  Grand  Avenue,  Suite  3636,  Los  Angeles,  California  90071  Tel:  (213)  628-0201  Telex:  0674470 
cago  Office:  Two  North  La  Salle  Street,  Suite  625,  Chicago,  Illinois  60602  Tel:  (312)  845-9666  Telex:  314935 

ler  Overseas  Offices:  Tokyo  (Head  Office),  Amsterdam,  Bahrain,  Beijing,  Brussels,  Frankfurt,  Geneva,  Hong  Kong,  London,  Lugano,  Melbourne,  Milan, 
is,  Sao  Paulo,  Seoul,  Shanghai,  Singapore,  Sydney,  Toronto,  Zurich 
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U.S.  INVESTMENT  PUSH 

Japanese  companies  are  cautious 
about  an  adverse  reaction  in  the  United 
States  from  their  big  investment  push, 
and  U.S.  business  leaders  are  watching 
the  progress  closely.  "The  ultimate  test 
is  net  U.S.  jobs,"  says  Harold  Poling, 
president  of  Ford  Motor  Co.  "If  Un- 
assembled vehicles— which  contain  50 
percent  or  more  Japanese  content- 
are  simply  added  to  100  percent 
Japanese-content  vehicles  shipped  from 
Japan,  the  result  will  be  a  net  loss  of 
U  S  jobs.  The  U.S. -Japan  auto  trade 
deficit  will  continue  to  climb  and 
swamp  all  other  progress  in  opening  up 
Japanese  markets  to  U.S.  products. 

"If,  on  the  other  hand,  Japanese  pro- 
ducers utilize  U.S.  parts  manufacturers, 
increase  U.S.  content  and  reduce  the 
number  of  vehicles  shipped  from  Japan, 
there  will  be  a  benefit  to  the  U.S. 
economy." 

Change  is  slow,  but  it  is  occurring. 
Most  big  Japanese  auto  groups  setting 
up  operations  in  the  United  States  have 
held  lengthy  discussions  with  U.S.  auto 
parts  groups  on  the  possibility  of  parts 
supply,  and  a  gradual  change  of  attitude 
is  noticeable. 

"For  example,  we  asked  for  a  part, 
but  they  [parts  suppliers]  said  we  supply 
a  slightly  different  part  to  Ford,  General 
Motors,  Chrysler,  and  so  you  must  use 
this  part.  If  we  change  the  design  a 
little,  the  cost  will  increase.  Of  course 
we  know  this,  but  they  ask  us  to  use 
the  same  compo- 
nent," says  Ichiro 
Maeda,  senior 
managing  director 
of  Mazda  Motor 
Corp.  "Maybe  they 
don't  want  to  make 
the  capital  invest- 
ment, but  our  car  is 
different  from  U.S. 
manufacturers',  so  our  parts  are  also 
slightly  different.  But  our  doors  are 
open.  We  got  together  all  the  candidates 
of  parts  suppliers  and  explained  in  detail 
our  philosophy  and  thinking.  At  first, 
they  made  it  a  different  way,  but  they 
now  understand  our  thinking.  They  are 
very  much  more  cooperative  than 
before." 

Although  these  short-term  difficulties 
will  continue,  fears  are  rising  in  Japan 
that  the  big  push  of  manufacturing  off- 
shore will  contract  its  manufacturing 
base.  However,  whether  this  will  rival 
the  hollowing  out  of  the  U.S.  manufac- 
turing sector  seen  over  the  past  six 
years  is  still  open  to  conjecture. 

In  an  internal  forecast,  the  Industrial 
Bank  of  Japan  projects  that  by  1990, 
Japan's  secondary  industry  will  account 
for  45.7  percent  of  output  compared 
with  54.5  percent  in  1980.  The  biggest 
share  of  the  economy  will  be  held  by 
the  tertiary  sector,  which  will  account 
for  50.4  percent  of  output,  up  from 
40.4  percent  in  1980.  Japan's  steel  in- 
dustry, for  example,  is  in  the  process  of 
a  wholesale  reorganization  of  capacity 
in  a  bid  to  stem  losses  running  at  $2.5 


billion,  although  no  quick  improvement 
is  in  sight. 

The  difficulty  for  many  of  Japan's  old 
smokestack  industries  is  in  avoiding  the 
fate  of  their  U.S.  counterparts.  For  many 
companies,  the  U.S.  experience  of  the 
past  five  years  is  being  studied. 

"One  threat  we 
are  now  facing," 
says  Yoshifumi 
Kumagai,  the 
chairman  of 
Sumitomo  Metal  In- 
dustries, one  of  the 
world's  largest  in- 
tegrated steel  pro- 
ducers, "is  that  if 
Japan's  steel  industry  does  not  take 
drastic  measures,  it  will  be  faced  with 
exactly  the  same  situation  the  U.S.  in- 
dustry now  faces.  Japan's  steel  industry 
must  learn  from  the  experiences  of  the 
U.S.  steel  industry  and  decide  what  to 
do  next." 

With  much  of  Japan's  basic  industry 
in  difficulties  following  the  revaluation 
of  the  yen  against  the  dollar,  the  impact 
this  will  have  on  its  economic  machine 
remains  to  be  seen.  "U.S.  buyers  have 
become  accustomed  to  purchases  of 
Japanese  goods  and,  therefore,  the 
yen's  appreciation  against  the  dollar  will 
take  longer  to  narrow  the  bilateral  trade 
deficit  than  would  be  indicated  from 
the  50  percent  appreciation  of  the 
yen,"  say  John  McGillicuddy,  chairman 
and  CEO  of  Manufacturers  Hanover 
Trust  Co. 

"The  appreciation  of  the  yen  against 
the  dollar  has  restored  to  some  signifi- 
cant degree  the  competitiveness  of 
American  suppliers  in  the  U.S.  market 
vis-a-vis  Japanese  suppliers  serving  the 
U.S.  market.  The  ability  to  compete  in 
Japan  is  only  partly  affected  by  the  cur- 
rency valuations,"  says  Robert  Galvin, 
chairman  of  Motorola  Corp. 

IS  THE  HIGH  YEN  HAVING 
ANY  AFFECT? 

Japanese  companies,  however,  are 
reluctant  to  pass  on  the  effect  of  the 
yen  revaluation  as  they  pursue  their 
classic  strategy  of  boosting  market  share 
at  almost  any  cost. 

"In  our  particular  business,"  says  Ed 
Spencer,  chairman  and  CEO  of  Honey- 
well, "the  competitors  who  are  trying  to 
get  into  our  markets  are  more  intent  on 
growing  market  share  than  in  making 
profits,  and  the  exchange  differentia!  is 
not  being  passed  on  in  the  marketplace." 

But  is  a  higher  exchange  rate  enough? 
According  to  RCA's  T.F.  Bradshaw,  "The 
real  reasons  for  Japanese  dominance  in 
many  areas  ate  superior  management 
developed  during  the  postwar  hardship 
years,  available  capital  at  relatively  low 
cost  because  of  the  high  savings  rate 
and  other  structural  advantages,  lower 
wages  rates,  a  degree  of  cooperation  j 
between  government  and  industry  that 
we  have  been  unable  to  attain  in  the 
United  States,  a  disciplined  work  force 
that  has  concentrated  on  quality  so  that 
quality  is  now  built  in  and,  in  the  past, 


extreme  imbalance  between  the  yen 
and  the  dollar." 

For  most  manufacturers,  the  Japanes 
emphasis  on  market  share  and  con- 
tinued increases  in  production  are  the 
keys  so  that,  even  with  the  currency 
realignment,  prices  do  not  quickly 
reflect  the  change.  "These  tactics  are 
possible  because  Japanese  shareholder: 
have  little  influence  on  the  managemer 
of  their  companies,"  says  Alfred  Brittair 
chairman  of  Bankers  Trust  Co.  "Manage 
do  not  have  to  worry  about  short-term 
fluctuations  in  the  market  capitalizatior 
of  their  companies  and  can  attempt  to 
maximize  long-term  profits  and  capital 
appreciation.  The  very  high  leverage 
ratios  allowed  for  both  Japanese 
manufacturers  and  the  banks  also 
enable  the  Japanese  to  invest  and  raise 
production  capacity  in  order  to  increase 
market  share."  Despite  repeated 
pressure,  the  issue  of  lack  of  access  to 
the  Japanese  market  is  real  for  most  U! 
manufacturers.  "We  find  the  Japanese 
to  be  effective  competitors  in  the  U.S. 
marketplace,  where  few  restraints  exist, 
says  Douglas  D.  Danforth,  chairman  of 
Westinghouse  Electric  Corporation. 
"However  the  situation  is  different  in 
Japan.  American  firms  are  not  extendec 
the  opportunity  to  compete  reciprocally 
and  openly  in  major  segments  of  the 
Japanese  marketplace.  Working  from  a 
protected  domestic  market  gives  the 
Japanese  an  unfair  competitive  advan- 
tage on  a  worldwide  basis."  Lee  lacocce 
chairman  of  the  board  and  chief  execu 
tive  officer  of  Chrysler  Corporation,  says 
"Fairness  and  self-interest  are  the  only 
criteria  I  want  to  use  to  judge  Japanese 
American  trade  relations.  They  are  the 
only  two  we  need."  While  admiring  the 
tenacity  and  the  production  efficiency  c 
their  Japanese  competitors,  many  U.S. 
companies  bitterly  criticize  the  lack  of 
access  to  the  Japanese  market,  partic- 
ularly since  the  U.S.  market  is  so  open 
and  such  a  clear  source  of  profit  for 
Japanese  companies. 

"To  some  degree,  I  understand  this 
criticism  and  think  they  are  justified," 
says  Hitachi,  Ltd's  president  Katsushige 
Mita.  "There  are  difficulties  in  the 
Japanese  market  such  as  language  and 
culture.  Mita  also  hastens  to  point  out 
the  number  of  overseas  companies 
doing  well  in  the  Japanese  market,  such 
as  Gillette  and  Schick,  which  dominate 
their  market  sector.  Other  businesses 
competing  effectively  in  Japan  include 
US'fast  food  chains,  computer  com- 
panies like  Hewlet-Packard  and  Digital 


namic  Tracking  Suspension  System.  No 

i  has  a  more  advanced  suspension  system, 
der  cornering  loads  of  0.4g  or  above,  the  rear 
eels  actually  help  steer  you  through  turns, 
vides  more  agile,  more  precise  handling. 


Serious  Driving  Environment.  Reclining  bucket  seats 
are  orthopedically  contoured  for  comfort.  Side  bolsters 
add  lateral  support.  Controls  are  clustered  for  easy  access. 
Steering  wheel  is  thickly  wrapped.  Close-ratio  5-speed 
falls  naturally  to  hand.  Center  console  is  standard. 


For  a  free,  28-page  Mazda  RX-7 
catalog,  complete  the  coupon 
above  or  call  this  toll-free 
number:  800-521-1055. 


THE  1987  MAZDA  RX7 

THE  SPORTS  CAR  FOR 
DRIVING  ENTHUSIASTS  WHO 
ARE  ALSO  ENTHUSIASTIC 
ABOUT  VALUE. 


MOTOR  TREND  MAGAZINE 
I     -9-8     ■  6 


THE  NEW-GENERATION  MAZDA  RX-7 


Manufacturer's  suggested  retail  price  Actual  price  set  by  dealer  Taxes,  license,  freight,  options  (alloy  wheels 
shown)  and  other  dealer  charges  extra.  Price  may  change  without  notice.  Availability  of  vehicles  with  specific 
features  may  vary.  Import  Car  of  the  Year  award  was  presented  to  the  RX-7  series  based  on  testing  of  selected 
competitive  vehicles  including  the  RX  7  Turbo  as  reported  in  the  March,  1986,  issue  of  Motor  Trend 
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Equipment  Corp.  and  cancer/medical 
insurance  companies.  They  succeed 
because  of  their  marketing  flair,  catering 
to  consumer  requirements  and  the 
changing  tastes  of  consumers,  says 
Mita.  "In  the  US,  there  are  few 
manufacturers,  but  the  market  is  large. 
In  Japan,  the  market  is  small  and  there 
are  many  manufacturers,  so  the  com- 
petition is  severe.  For  example,  in  the  US 
there  are  two  manufacturers  of  heavy 
electrical  equipment.  In  Japan,  there  are 
Hitachi,  Toshiba,  Mitsubishi  and  many 
others  competing  severely  for  a  small, 
limited  market." 

THE  NEW  WORLD  OF  FINANCE 

The  one  area  that  has  been  opened  up, 
and  where  U.S.  groups  are  now  able  to 
compete  on  a  much  more  equal  footing, 
is  finance  and  banking.  "In  the  financial 
services  sector,  relative  exchange  rates 
have  only  a  modest  impact  on  competi- 
tiveness," says  S.  Parker  Gilbert,  chair- 
man of  Morgan  Stanley  and  Co.  "Of 
much  greater  importance  are  the  steps 
Japan  has  taken  to  liberalize  its  financial 
markets  and  to  provide  foreign  firms 
access  to  its  domestic  markets  This  has 
enhanced  our  overall  competitive  posi- 
tion. And  it  is  in  the  finance  sector 
where  the  American  and  Japanese 
economies  have  quickly  become  inter- 
twined, to  an  extent  that  will  be  almost 
impossible  to  break." 

For  much  of  1986,  Japan's  capital 
outflow  ran  at  over  $8  billion  a  month, 


with  most  of  that  flowing  into  U.S. 
Government  securities.  For  Japan's  five 
largest  insurance  companies,  for  ex- 
ample, by  the  end  of  September  1986, 
their  holdings  of  U.S.  securities  totaled 
¥  3.87  million  ($24.18  billion),  up  from 
¥  2.87  million  just  six  months  earlier, 
according  to  the  Nihon  Keizai  Shimbun. 
The  surge  in  the  importance  of  Japanese 
investors  and  Tokyo  itself  in  interna- 
tional financial  flows  was  underscored 
by  the  rapid  expansion  of  Euroyen  rais- 
ings during  1986,  and  the  scene  was 
set  for  future  growth  with  the  opening 
of  the  Tokyo  offshore  market  early  in 
December. 

Underscoring  the  growing  importance 
of  Japan  as  an  international  financial 
force  was  the  decision  by  Sumitomo 
Bank  to  buy  a  12.5  percent  holding  in 
Goldman,  Sachs  &  Co.  for  $500  million, 
along  with  the  purchase  of  U.S.  primary 
dealer  Aubrey  G.  Lanston  by  J.  Henry 
Schroder  Bank  and  Trust  Company  for 
$234  million,  with  the  support  of  the  In- 
dustrial bank  of  Japan.  IBJ  in  fact  only 
made  substantial  participation  in  J. 
Henry  Schroder  Bank  and  Trust  in 
December  1985.  At  the  same  time, 
Japanese  banks  and  securities  com- 
panies have  emerged  as  among  the 


biggest  in  the  world  as  they  steadily  ex 
pand  from  their  extensive  domestic 
operations  to  globally. 

The  role  of  Japanese  investors  in 
financing  the  expanding  U.S.  Budget 
deficit  has  been  perhaps  the  single  mosl 
important  reason  for  the  sudden 
catapult  into  preeminence  of  Japan's 
banks  and  securities  houses  over  the 
past  18  months.  Reflecting  the  changes 
under  way  within  both  Japan's  banking 
sector  and  global  financial  markets, 
such  Japanese  banks  as  Mitsui  and 
Mitsubishi  have  undertaken  reorganiza- 
tions to  cope  with  the  mounting 
complexity. 

U.S.  ACQUISITION  IS  THE  KEY 

Although  its  high-profile  cousins  have 
gained  most  of  the  attention,  it  is  the 
bank  with  an  AAA  rating  from  both 
Moodys  and  Standard  &  Poors— Indus- 
trial Bank  of  Japan— that  has  moved 
most  conceitedly  into  the  North 
American  market  over  the  past  year. 
This  has  occurred  first  through  its 
acquisition  of  an  eventual  controlling  in- 
terest in  J.  Henry  Schroder  Bank  and 
Trust  Company,  and  more  recently  with 
the  decision  to  support  Schroder  to  buy 
the  primary  dealer,  Aubrey  G.  Lanston, 
stealing  a  march  on  Japan's  big 
securities  groups  such  as  Nomura, 
Daiwa,  Nikko  and  Yamaichi,  which  are 
awaiting  the  outcome  of  formal  applica- 
tions to  give  them  direct  access  to  this 
important  market. 


To  Navigate  in  the 

^V  jife^  R°ugh  Waters  of 
^J^l^nr^  International  Financing, 

Re'y on  Tokai  Bank 


Overseas  Network:  43  Offices 
Total  Assets:  US$  114  Billion 


Head  OHIce:  21-24,  Nlshlki  3-chome,  Naka-ku.  Nagoya,  Japan  Tel.:  052-21 1-1111  Telex  J59612 
International  Banking  Group:  6-1 .  Otemachl  2-chome,  Chiyoda-ku.  Tokyo.  Japan  Tel  03-242-21 1 1  Telex:  J29234 
North  Amerlce  Network  Branches  1  Agency:  New  York.  Los  Angeles.  Chicago 
Representative  Ottlcea:  Toronio.Oallas.  Allanla,  Lexmgion  Subsidiaries:  Tokai  Bank  ol  California.  Tokai  Bank  Canada 
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Pointing  the  way  to  more 
efficient  financing  on  the 
world  capital  markets. 

Straight  off,  Yamaichi  can  give  you 
a  number  of  excellent  reasons  to 
finance  overseas.  Among  them,  the 
recent  growth  of  overseas  markets, 
deregulation  and  the  powerful  new 
financial  techniques. 

More  often  than  not,  in  the  current 
environment  of  changing  foreign 
exchange  rates  and  the  need  for 
alternative  forms  of  financing,  the 
best  strategy  calls  for  fund-raising 
in  multiple  currencies  on  more 
than  one  market. 

As  a  fully  integrated  financial  insti- 
tution, managing  US$116  billion  in 
customer  assets,  Yamaichi  is  in  the 
forefront  of  the  capital-market  revo- 
lution. We're  a  primary  leader  in 
foreign-currency  "Shogun"  bonds 
in  Japan.  Our  Euromarket  activities, 
particularly  in  Euroyen  bonds,  and 
equity-related  and  swap-driven 
issues  are  first  rate. 

Yamaichi  can  work  to  your  advan- 
tage in  all  major  capital  centers  of 
the  world— including  Japan.  As  the 
foremost  Japanese  house  in  M&A 
and  venture  capital  investment, 
Yamaichi  can  also  help  you  acquire 
leading-edge  technology  and  a 
ready-made  foothold  in  the 
Japanese  market. 

Contact  Yamaichi  today  for  a 
possible  new  direction  in 
fund-raising. 


YAMAICHI 

YAMAICHI  SECURITIES  CO.,  LTD. 


Head  Office: 


ice:  Tokyo,  Japan  Tel  03-276-3181  Telex:  J22505  Yamaichi  International  (America),  Inc.:  Tel:  New  York  212-912-6400  Telex:  233738,  232357 
Los  Angeles  Branch:  Tel:  213-626-0401  Telex:  TWX910-321-3890  Chicago  Branch:  Tel:  312-930-9133  Telex:  4330169 
Montreal,  London,  Amsterdam,  Frankfurt/Main,  Zurich,  Geneva,  Paris,  Bahrain,  Hong  Kong,  Singapore,  Sydney,  Seoul,  Beijing,  Melbourne 
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"What  is  happening  is  deregulation, 
internationalization  and  securitization," 
says  IBJ's  Nakamura.  "If  you  observe 
what  is  happening  and  going  to  happen 
in  the  financial  sector,  the  first  response 
of  the  banks  is  to  adjust  to  the  change 
so  we  can  adjust  to  the  needs  of  clients 
That  is  why  we  have  been  shifting  our 
own  operations  so  we  can  respond  to 
clients'  requests  globally."  The  bank's 
first  big  push  into  the  United  States 
came  with  the  purchase  of  equity  in  J. 
Henry  Schroder  Bank  and  Trust  Com- 
pany, which  was  raised  to  75.1  percent 
in  July  1986.  Subsequently,  in  a  bid  to 
strengthen  Schroder's  sales  and  trading 
activities,  the  decision  was  taken  to  sup- 
port the  purchase  of  Aubrey  G.  Lanston, 
which  has  specialized  in  the  U.S. 
Government  and  Federal  Agency 
securities. 

With  the  purchase  of  Schroder  in 
New  York,  IBJ  strengthened  its  links 
with  European  clients  and  smaller-sized 
companies.  Now,  with  Aubrey  G. 
Lanston,  its  subsidiary  has  significantly 
broadened  the  potential  client  base, 
and  the  basis  for  future  strong  growth 
has  been  laid. 

Mitsubishi  Bank  has  extensive  opera- 
tions in  California  through  its  Bank  of 
California  and  Mitsubishi  Bank  of 
California.  These  two  wholly  owned 
subsidiaries  play  a  key  role  in  Mitsubishi 
Bank's  strategy  of  establishing  opera- 
tions around  the  Pacific  Rim,  which  now 
extends  from  China  throughout  Asia, 
Australia  and  North  America. 

Mitsubishi  Bank  also  has  four 
branches  in  the  United  States  in  New 
York,  Los  Angeles,  Chicago  and 
Houston.  For  commercial  banking,  the 
bank  initially  began  pursuing  Japanese- 
related  business,  and  has  gradually  ex- 
panded its  operations  to  include  most 
of  America's  biggest  corporations,  says 
Y.  Gomi,  chief  manager,  International 
Planning  division. 

Wholesale  banking  is  where  the  re- 
cent growth  has  been,  and  this  is  the 
area  in  which  the  bank  has  been  con- 
solidating its  strengths.  First,  through  a 
corporate  reorganization,  two  new  divi- 
sions have  been  created:  a  capital 
markets  division  and  a  merchant  bank- 
ing group.  The  new  merchant  bank  divi- 
sion covers  most  of  these  operations,  in- 
cluding mergers  and  acquisitions, 
although  it  excludes  securities,  and  it 
also  advises  companies  investing 
offshore. 

Mitsui  Bank,  on  the  other  hand,  com- 
pleted a  major  overhaul  last  year  in  an 
attempt  to  cope  better  with  the  rapid 
changes  now  affecting  the  international 

financial  system.  "Even  before  the 
reorganization  of  the  bank,  we  were 
quite  keen  to  expand  our  international 


banking  business,  especially  the  U.S.A., 
the  Euromarkets  and  also  business  with 
countries  located  in  Southeast  Asia. 
With  the  reorganization,  we  created 
numerous  divisions,  and  each  division  is 
responsible  for  its  own  marketing,"  says 
Teisuke  Kitayama, 
deputy  general 
manager  of  the 
bank's  Strategic 
Planning  division. 

"For  example, 
one  division  takes 
care  of  Mitsui 
Group  companies, 
and  another  is 
responsible  for  transactions  with,  say, 
Sony  Corp  and  its  subsidiaries,  including 
overseas  subsidiaries,  so  that  all 
business  is  handled  by  that  division, 
even  loan  transactions  between  the 
New  York  branch  office  and  the  New 
York  subsidiary.  The  loan  application  is 
surrendered  to  the  Tokyo  division  so 
that  it  can  judge  the  importance  of  the 
given  transaction  by  assessing  the  quali- 
ty, particularly  the  importance  of  trans- 
actions with  a  customer  on  a  global 
basis. 

"Also,  the  head  of  each  division  has 
unlimited  authority  to  make  loans.  So, 
we  can  decide  much  quicker  than 
before.  For  example,  all  business  in  that 
market  [America]  is  reported  to  the  divi- 
sional head  in  New  York,  who  has  the 
absolute  authority  to  make  the  deci- 
sion." Under  the  former  management 
system,  the  normal  loan  limit  for  a 
branch  manager  ranged  from  about 
one  hundred  million  yen  to  around 
several  hundred  million  yen,  depending 
on  the  size  of  the  branch,  and  any  loan 
exceeding  the  limit  would  be  approved 
in  the  Tokyo  head  office. 

The  new  system  provides  that  each 
regional  headquarter  has  the  unlimited 
authority  for  loans  exceeding  the  limit  in 
order  to  respond  quickly  to  the 
customer  on  the  spot,  although  banking 
prudence  commands  that  those  loans 
exceeding  some  determined  criteria  be 
reported  to  the  Tokyo  head  office  after- 
wards. This  added  flexibility  is  hoped  to 
be  a  boon  for  coping  with  the  rapidly 
changing  business  environment. 

"Domestically,  circumstances  sur- 
rounding banking  have  become  more 
and  more  severe," 
says  Eikichi  Arai, 
senior  managing 
director  of  Tokai 
Bank,  "mostly 
caused  by  deregula- 
tion mainly  regula- 
tion of  interest 
rates.  That  means 
costs  are  going  up 
sharply,  and  that  burden  cannot  be 
shifted  totally  to  the  client.  So  we  have 
to  seek  profits  elsewhere.  The  expan- 
sion of  our  business  internationally  is 
one  of  the  ways." 

Tokai  Bank  has  enjoyed  a  smooth  ex- 
pansion of  its  lending  in  the  United 
States,  although  like  most  banks,  dif- 
ficulties do  arise.  "Our  lending  in  the 


United  States  is  expanding  smoothly," 
Arai  says.  "So  far  with  big  corporations, 
not  so  much  in  the  middle  market."  To 
move  further  into  the  middle  market, 
"we  must  be  careful  with  our  credit 
analysis.  Even  U.S.  banks  cannot  judge 
the  real  creditworthiness  of  those  com- 
panies that  belong  to  the  middle 
market,  so  we  have  to  pay  more  atten- 
tion to  it." 

With  Japanese  corporations  gradually! 
shifting  away  from  their  traditional 
reliance  on  bank  finance  and  instead 
tapping  markets  themselves  or  seeking 
alternative  forms  of  funding,  Tokai 
Bank,  along  with  most  of  Japan's  big 
commercial  banks,  is  feeling  the  winds 
of  change.  In  particular,  the  ban  on 
Japanese  banks  from  undertaking  any 
securities  underwriting  is  emerging  as  a 
key  constraint  to  being  able  to  expand 
their  activities  in  line  with  the  increas- 
ingly sophisticated  demands  of  clients. 

"Recently,"  Arai  says,  "a  slight 
change  took  place.  Now,  banks  can 
engage  in  securities  dealing  with  regard 
to  government  and  municipal  bonds, 
and  we  also  can  sell  these  bonds  to  our) 
clients.  But  it  is  not  fundamentally 
securities  business.  Even  foreign  banks 
are  allowed  to  engage  in  the  securities 
sector  in  Japan,  in  the  form  of  joint  ven 
tures,  50  percent  owned  by  foreign 
banks.  We  hope  it  is  a  sign  or  symptom 
of  such  an  open  door  to  the  banks.  If  itj 
does  start,  it  will  take  time,  and  will  be 
very  gradual  since  it  could  bring  about 
some  confusion  in  the  market." 

FUNDING  THE  DEFICIT 

The  big  push  into  the  U.S.  market  has 
not  been  left  to  Japanese  banks,  with 
the  large  securities  houses  playing  a 
crucial  role  in  U.S.  Treasury  auctions.  IrH 
creasingly,  too,  for  U.S.  investment 
banks,  trying  to  judge  the  attitude  of 
Japanese  investors  toward  a  forthcom- 
ing auction  holds  the  key  to  short-term 
trading  strategies. 

Daiwa  Securities  has  turned  this  to  its 
distinct  advantage  in  New  York.  It  has 
rapidly  expanded  over  the  past  year  so 
that  its  domestic  U.S.  operations  now 
rival  its  traditional  business  of  handling 
Japanese  clients  in  the  U.S.  market, 
according  to 
Koichi  Kimura, 
managing  director/ 
international  of 
Daiwa  Securities. 

"We  have  been 
very  successful  over 
the  past  year," 
Kimura  says.  "The 
expansion  of  the 
New  York  operation  began  last  year, 
and  we  have  recruited  very  experienced 
staff  and  put  an  American  at  the  top. 


A  little  bit  beyond  steel  making. 


Sumitomo  Metals  long  ago 
established  an  enviable  reputa- 
tion as  an  innovative  developer 
and  integrated  manufacturer  of 
high  quality  steels,  supplier  to 
an  extraordinarily  wide  range  of 
industries.  Today,  however, 
Sumitomo  Metals  and  its  more 
than  80  affiliated  companies  are 
venturing  beyond  steel  produc- 
tion, exploring  many  challenging 
and  exciting  new  fields. 

In  electronics,  for  example, 
we're  manufacturing  silicon 


wafers,  which  are  in  turn  used 
to  make  integrated  circuits, 
the  building  blocks  of  today's 
sophisticated  computers.  In 
energy,  we're  developing  new 
ways  to  utilize  the  vast  amounts 
of  energy  that  coal  can  provide. 
And  in  special  metals,  we're 
manufacturing  titanium  and  tita- 
nium alloys,  materials  prized  for 
their  light  weight,  high  strength 
and  superior  resistance  to 
corrosion. 

But  don't  misunderstand. 


Sumitomo  is  not  abandoning 
the  steel  business.  No,  far  from 
it.  Steel  production  is  our  bread 
and  butter,  and  we're  finding  that 
our  search  for  new  ways  to  make 
it  stronger,  lighter  and  more 
inexpensive  has  become  more 
challenging  and  more  exciting 
than  ever  before. 

So  in  the  future,  when  you 
see  the  Sumitomo  Metals  name 
on  a  product  other  than  steel, 
you'll  understand.  We've  gone 
a  little  bit  beyond  steel  making. 


4»  SUMITOMO  METALS 


SUMITOMO  METAL  INDUSTRIES,  LTD.      Tokyo  &  Osaka.  Japan 
Sumitomo  Metal  America,  Inc.  Head  Office:  420  Lexington  Ave..  New  York.  N  Y.  10170,  U.S.A.  Phone.  (212)  949-4760  Offices  in  Los  Angeles,  Chicago.  Houston. 
MAIN  PRODUCTS.  Tubes  &  pipe,  flat  rolled  products,  bars,  shapes  &  wire  rods,  rolling  stock  parts,  steel  castings  &  forgings,  and  a  wide  range  of  steel  products  and  new  materials. 
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We  have  established  a  treasury  depart- 
ment, a  corporate  finance  department, 
a  mortgage  finance  department  and  so 
on,  mainly  handling  purely  U.S.  institu- 
tional accounts.  Demand  by  Japanese 
institutions  for  Treasury  paper  is 
strong,"  Kimura  continues,  "and  we 
have  a  market  here  for  Treasury  dealing, 
which  determines  the  attitude  of  the 
trend  of  the  U.S.  Treasury  market.  One 
of  our  strengths  is  the  position  of  Daiwa 
in  Japan.  As  a  result,  we  can  offer 
special  information  and  advice  to  U.S. 
institutions." 

As  well  as  the  sharp  growth  in  North 
America-  Daiwa  has  doubled  its  New 
York  office  to  320  employees  over  the 
past  year— it  has  also  established  a 
merger  and  acquisition  department  at 
its  head  office  in  Tokyo,  to  take  advan- 
tage of  any  reorganization  of  Japan's 
manufacturing  sector  that  may  stem 
from  the  revaluation  of  the  yen.  This 
division's  activities  so  far  have  been 
spotty  Kimura  says,  although  the 
outlook  is  promising. 

"Right  now  it  is 
dormant,"  says  Yuji 
Shirakawa,  man 

aging  director  of 
Nikko  Securities, 
"but  soon  you  will 
see  many  M&As, 
particularly  if  the 
current  level  of  low 
economic  growth 
lasts.  I  don't  think  hostile  takeover  bids 
will  emerge  in  Japan.  What  I  can  say  is 
that  as  of  today,  the  authorities  do  not 
permit  us  to  be  actively  involved  on  the 
M&A  side— it  is  slightly  restrictive. 
Therefore,  we  are  quietly  expanding  the 
level  of  staff,  particularly  abroad.  But 
these  rules  shoud  shortly  be  changed." 

Nikko  has  also  experienced  a  rapid  ex- 
pansion of  its  New  York  arm,  which 
now  employs  around  200  staff.  This 
level  would  be  expanded  if  a  primary 
dealers  license  was  obtained.  While 
pushing  hard  to  expand  internationally, 
Yamaichi  Securities  is  just  as  conscious 
of  the  need  for  further  changes  to  the 
Japanese  market.  "We  need  a  Japanese- 
style  big  bang," 
says  Yamaichi's 
managing  director 
Katsuhisa 
Yamada. 

As  a  result  of 
onerous  restrictions 
covering  bond 
issues  by  Japanese 
companies  within 
Japan,  companies  have  increasingly 
turned  to  overseas  markets  for  the 
funds  they  are  seeking.  "Now,  more 
than  55  percent  of  all  bond  flotations 
are  done  overseas,"  Yamada  says. 
"Such  a  trend  is  getting  stronger  every 
year."  As  a  result,  Japan's  security  in- 
dustry is  moving  to  encourage  the 
Ministry  of  Finance  to  change  some  of 
its  controls  in  a  bid  to  entice  corporate 
borrowers  back  to  the  Japanese  market. 

With  the  internationalization  of 
capital  markets,  Yamaichi  is  constantly 


broadening  the  services  it  is  offering  to 
clients,  which  now  includes  offering 
financial  advice  to  foreign  companies 
and  establishing  a  syndication  depart- 
ment to  promote  underwritings  and 
prepare  for  the  ongoing  variety  of  dif- 
ferent paper  coming  onto  the  market. 

"Also,  we  are  putting  emphasis  on 
mergers  and  acquisitions,"  Yamada 
says.  "Fortunately  we  started  this  kind 
of  activity  rather  early— about  ten  years 
ago.  Even  though  it  is  not  big  now,  we 
believe  we  are  running  faster  than  our 
competitors.  The  M&A  business  will  be 
much  bigger  in  the  Japanese  market, 
especially  this  year.  I  expect  the  big 
development  of  this  kind  of  business, 
not  only  domestically,  but  in  the  foreign 
market  as  well.  Due  to  the  strong  yen  it 
is  easier  for  Japanese  companies  to  buy 
or  participate  in  foreign  companies." 

"Our  institutional  investors  should 
keep  buying  mainly  U.S.  treasury 
bonds,"  Nikko's  Shirakawa  says.  "We 
pursue  these  activities  in  a  proper  way, 
and  as  an  ordinary  service  to  our  clients. 
It  is  also  useful  for  the  Reagan  ad- 
ministration in  forming  the  budget,  so  I 
hope  the  American  side  should  unders- 
tand our  ideas  and  support  us.  I  don't 
think  it  is  the  consensus  of  the 
American  side  to  oppose  the  participa- 
tion of  Japanese  securities  houses  as 
primary  dealers.  I,  we,  may  be  wrong 
on  this,  but  I  don't  think  so." 

Japanese  investors  have  played,  and 
will  continue  to  play,  an  important  role 
in  funding  the  U.S.  budget  deficit,  but 
questions  linger  as  to  how  long  they 
will  continue  to  soak  up  U.S.  securities 
at  the  rate  seen  over  the  past  two  years. 
More  particularly,  will  there  be  a  point 
at  which  all,  or  part,  of  the  securities 
held  will  be  sold  off? 

Japanese  institutional  investors  have 
stepped  up  their  purchases  of  U.S. 
securities  over  the  past  year,  as  the 
authorities  have  removed  barrier  after 
barrier,  giving  them  a  freer  hand  in 
moving  offshore.  Much  of  the  Japanese 
Government's  motivation  appears  to 
have  been  aimed  at  keeping  some 
downward  pressure  on  the  yen,  since  it 
rose  inexorably  against  the  dollar. 
Overall,  Japanese  demand  has  been 
fueled  by  the  rapid  emergence  of  in- 
dustrial companies  as  players  in  the  U.S. 
market.  With  profits  swollen  from  the 
export  binge  that  began  in  1983,  and 
with  subdued  domestic  capital  invest- 
ment, corporate  treasuries  in  Japan  have 
been  pushing  for  strong,  short-term 
trading  profits.  These  investment 
activities,  called  "zaiteku,"  threaten  to 


change  the  face  of  manufacturing  in 
Japan 

"In  the  first  half  of  this  financial 
year,"  says  Daiwa's  Kimura,  "relatively 
short-term  investors  trading  on  cor- 
porate accounts  were  larger  than  long- 
term  investors.  But  last  year,  long-term 
investors  were  bigger  than  short-term 
investors.  The  short-term  corporate  in- 
vestment came  into  the  Treasury  Bill 
market  later  than  the  institutions  did. 
They  came  in  because,  to  earn  profits  in 
the  Tokyo  bond  market  is  not  easy,  and 
on  the  Tokyo  Stock  Exchange  it  also  is 
not  easy,  so  they  turned  to  the  U.S. 
market." 

"ZAITEKU"  TO  THE  FORE 

"Capital  investment  is  still  very  slow 
and,  in  some  industries,  conventional 
activities  are  not  an  easy  way  to  make 
money,  so  'zaiteku,'  or  financial  tech- 
niques, is  more  important  for  survival 
until  they  see  a  future  improvement, 
and  the  need  for  new  capital  spending. 
Until  then,  they  will  pursue  'zaiteku.'  " 

There  is  little  doubt  in  IBJ's 
Nakamura's  mind  that  'zaiteku'  is  not 
good  for  Japan's  manufacturing  sector. 
"When  you  look  at  so-called  'zaiteku,' 
they  are  looking  for  high  risk,  high  rate 
of  return.  It  is  not  a  very  stable  form  of 
investment.  Also,  with  manufacturing 
being  a  going  concern,  you  need  to 
have  the  development  of  new  products, 
and  value-added  products,  research  and 
development  for  the  application  of  elec- 
tronics and  computer  technology  They 
have  many  demands  for  funds.  It  is  a 
question  of  management."  Even  so, 
Nakamura  does  not  anticipate  any  sud- 
den change  of  mind  of  Japanese  in- 
vestors active  in  the  U.S.  market. 

"The  capital  outflow  from  Japan  is 
essentially  into  U.S.  Government  secur- 
ities. We  won't  have  a  substantial 
change.  The  major  reason  is  that  there 
is  no  suitable  alternative.  In  the  long 
run,  if  stimulation  of'domestic  demand 
in  Japan  moves  as  planned  and  domes- 
tic investments  were  to  be  realized,  cer- 
tainly there  would  be  an  influence  on 
the  U.S.  securities  market.  But  that  may 
take  some  time. 

"This  may  be  the  difference  between 
Japanese  and  European  attitudes" 
Nakamura  continues.  "With  the  Euro- 
pean Economic  Community,  it  can  see 
alternative  markets  to  the  U.S.  or  EEC 
countries.  In  Japan,  we  do  not  have  that 
kind  of  alternative.  The  capital  always 
looks  for  a  place  where  investment  is 
very  safe.  So  for  Japanese  investors, 
New  York  is  the  safest  place. 

With  the  massive  flow  of  funds  into 
the  U.S.  market,  however,  investors 
have  incurred  significant  capital  losses, 
with  the  progressive  revaluation  of  the 
yen  against  the  dollar,  which  has  pro- 
pelled many  of  the  larger  institutional 


•  Mitsui  was  the  first  Japanese  bank  to  tailor  its  international  organization  to 
correspond  precisely  with  the  realities  of  today's  international  markets.  

•  Mitsui  decision-making  is  done  at  local  level,  with  ultimate  authority  placed 


firmly  in  regional  headquarters. 

•  Mitsui  can  therefore  assure  customers  of  the 
fastest  reaction  to  opportunity. 

•  For  the  full  range  of  services  in  international 
banking,  securities  business,  merchant  banking 
and  consulting,  contact  Mitsui  -  first  and  fast. 
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Mitsui  is  best  organized  to  respond  fastest  to  customer  demands  in 
the  era  of  global  business  and  finance. 
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Hitachi's  advances  in  transportation  include  the  joint  development  with  Japan  National 
Railways  of  a  linear  motor  train  with  a  potential  speed  of  bOOkmlh,  a  smoother, 
quieter  linear  motor  train,  large-capacity  thyristor  and  monorail  car. 


rransportation  is  not  merely  moving  goods  and 
Deople  efficiently  from  place  to  place.  It  must  be  done 
safely,  comfortably  and  in  a  system ized  way 


\s  the  world's  urban  areas  continue  to  blos- 
;om,  so  does  global  interest  in  high  volume 
ailway  systems  that  are  reliable,  safe  and 
:omfortable,  and  not  threatening  to  the 
environment. 

-litachi's  scientists  and  engineers  are  mak- 
ig  great  strides  toward  systems  that  afford- 
ibly  meet  all  of  these  goals.  We  are  now 
BSting  trains  propelled  by  a  newly  develop- 
ed compact,  powerful  linear  motor.  This  unit 
>roduces  a  smooth,  quiet  ride  around  tight 
:urves  and  up  steep  inclines.  It  results  in  far 
5ss  lurching  and  swaying  and  virtual  elimi- 
lation  of  the  screeching  heard  in  conven- 
onal  trains.  Also,  the  small  size  of  the  linear 
notor  train  will  permit,  at  great  savings,  the 
:onstruction  of  subway  tunnels  with  only 
ialf  the  cross  section  of  conventional 
jnnels. 

Hitachi  is  producing  key  electronics 
levices  such  as  large-capacity  thyristors 
greatly  reducing  energy  needs)  and  large- 


scale  integrated  circuit  chips  for  automatic 
train  control  and  operation  systems.  We're 
also  developing  hardware  and  software  for 
an  integrated  computerized  system  that  will 
manage  everything  from  ticketing  to  train 
scheduling  and  movement.  And  we're  build- 
ing ultra-lightweight  trains,  monorail 
cars,  and  bullet  trains. 

We  link  technology  to  human  needs.  We 
believe  that  Hitachi's  advanced  technologies 
will  result  in  systems  that  serve  people's 
needs  in  myriad  ways  —  greater  conve- 
nience and  comfort;  lower  cost  and  environ- 
mental impact.  Our  goal  in  transportation  — 
and  communications,  energy  and  medicine 
as  well  -  is  to  create  and  produce  systems 
that  will  improve  the  quality  of  life  the  world 
around. 


0  HITACHI 

Hitachi,  Ltd.  Tokyo,  Japan 
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investors  to  keep  buying  U.S.  securities 
in  a  bid  to  average  down  their  losses. 
The  size  of  these  losses  has  only  been 
partly  ameliorated  by  the  interest  rate 
differential,  which  has  underpinned 
much  of  the  institutional  interest. 

AUTOS  PUSH  AHEAD 

With  the  continued  high  level  of  in- 
direct investment  in  the  United  States, 
Japan's  mounting  direct  investment  in 
the  United  States  will  have  the  most 
tangible  impact  on  reducing  the  chronic 
trade  imbalance.  Nowhere  is  that  invest- 
ment more  notable  than  in  the  auto 
sector,  where,  over  the  past  few  years, 
most  of  Japan's  big  auto  groups,  from 
Toyota  and  Nissan  to  Suzuki  Motor  Co. 
and  Isuzu  Motors,  are  moving  to 
establish  U.S.  assembly  plants. 

When  these  plants  come  on-stream, 
Japanese  automakers  will  have  the 
capacity  to  supply  up  to  4  million  units 
a  year  to  the  U.S.  market,  if  direct  ex- 
ports are  included.  Most  analysts  reckon 
this  is  too  high,  that  there  will  be  a  fall 
in  direct  auto  exports  from  Japan  to  the 
United  States.  As  well,  direct  assembly 
will  presage  an  era  of  even  tougher 
competition  in  the  U.S.  market,  with  un- 
predictable consequences  for  all  U.S. 
producers. 

For  Mazda  Motor  Corporation,  1987 
marks  a  critical  year.  Its  new  auto 
assembly  plant  at  Flat  Rock,  Michigan  is 
due  to  come  on-stream  in  the  Fall,  with 
full  output  of  240,000  units  a  year  to 
be  achieved  the  next  year.  As  the  com- 
pany's largest  investment  ever,  it  marks 
a  bold  expansioin,  and  it  represents  the 
general  push  by  Japan's  auto  groups  to 
establish  U.S.  operations. 

"If  we  compare  the  two,  U.S.  costs 
must  be  less  than  Japanese  costs,"  says 
Ichiro  Maeda.  "If  we  export  Japanese 
cars  to  the  United  States  and  if  they 
make  the  same  size  of  car  in  the  United 
States,  then  it  must  be  cheaper  in  the 
United  States. 

"I've  not  calculated  it  yet,  but  before 
the  yen  revaluation,  it  was  said  that  U.S. 
costs  $1,000-$  1,200  more  than 
Japanese  costs.  I  think  this  difference 
has  been  compensated  for  by  the  in- 
crease of  the  yen." 

With  the  Flat  Rock  plant  coming  on- 
stream,  Mazda  will  be  relying  on  its  tie- 
up  with  Ford  Motor  Co.  to  ensure  no 
marketing  difficulties.  "Our  U.S.  plant 
has  a  volume  of  around  240,000  units," 
Maeda  says,  "but  our  sales  network  is 
not  strong  enough  to  market  this 


volume.  So,  we'd  like  to  ask  Ford  to  sell 
our  product  through  its  network.  A  little 
more  than  half  will  be  sold  through 
Ford.  We  are  now  trying  to  increase  our 
number  of  dealers  in  the  United  States, 
and  increase  the  so-called  exclusive 
dealers,  which  are  around  25  percent  of 
the  total." 

The  startup  at  Flat  Rock  poses  unique 
problems  for  Mazda,  but  by  working 
closely  at  the  community  level  along 
with  adjusting  its  Japanese  manufactur- 
ing systems,  the  company  is  confident  it 
can  overcome  most  difficulties.  "We'd 
like  to  amalgamate  (American  and 
Japanese)  customs  to  get  the  best  com- 
bination of  human  beings  and 
machines.  That  is  the  most  effective 
way  to  achieve  our  goal,"  Maeda  says. 
"Usually,  if  Japanese  move  overseas, 
they  concentrate  in  one  area.  But  we 
have  asked  them  to  separate  and  make 
contact  with  their  neighbors'  way  of  liv- 
ing and  culture." 

One  company  actively  learning  from 
the  U.S.  market,  and  using  what  it  has 
learned  to  continue  revitalizing  its 
Japanese  operations,  is  the  food  com- 
pany, Kikkoman  Corporation.  Best 
known  for  producing  soy  sauce,  Kik- 
koman's  progressive  expansion  into 
new  areas  means  its  traditional  soy 
sauce  manufacturing  is  contributing  to 
only  a  part  of  the  company's  sales, 
although  that  proportion  remains 
dominant. 

"It's  interesting," 
says  Kikkoman's 
managing  director, 
Yuzaburo  Mogi. 

"Americans  and 
others  invent  new 
applications  for  soy 
sauce  that  we  hadn't 
thought  of  before. 
This  is  a  kind  of 
'internationalization'  of  food  culture." 

With  changing  tastes  in  Japan,  Kik- 
koman Corporation  has  played  an  active 
role  in  establishing  a  joint  venture  with 
Del  Monte,  for  example,  to  produce  ket- 
chup and  juices  in  Japan.  Kikkoman  has 
a  Coca  Cola  franchise,  and  it  has  in- 
troduced a  range  of  traditional  sauces, 
such  as  Lea  &  Perrins  Worchestershire 
Sauce  and  Ragu  Spaghetti  Sauce  to  the 
Japanese  market. 

"We  believe  selling  soy  sauce  in  the 
international  market  is  a  means  of  pro- 
moting the  Japanese  food  culture  in 
foreign  countries.  At  the  same  time,  we 
try  to  introduce  the  food  cultures  of 
other  countries  to  Japan,"  Mogi  says. 

Kikkoman  has  operated  a  soy  sauce 
production  plant  in  Wisconsin  for  14 
years.  With  the  steady  growth  of  sales 
in  the  U.S.  market,  which  is  growing  at 
over  10  percent  a  year,  is  now  looking 
at  the  possibility  of  setting  up  another 
plant  to  take  advantage  of  the  strong 
level  of  growth.  To  overcome  the  effect 
of  the  high  yen  on  exports,  Kikkoman  is 
looking  at  expanding  overseas  produc- 
tion. "I'm  considering  expanding  capa- 
city at  our  existing  factories  overseas," 
Mogi  says.  "Our  Wisconsin  plant  has  a 


capacity  of  30,000  kiloliters  a  year,  and 
we  can  expand  that  a  little  more.  We 
might  try  to  set  up  a  second  plant  in  the 
United  States  but  we  haven't  decided 
yet." 

NAVIGATING  THE  SEA  OF  CHANGE 

Although  Kikkoman  has  not  been  hit 
hard  by  the  currency  realignment,  such 
other  medium-sized  industry  groups,  as 
Brother  Industries  are  having  a  much 
tougher  time.  From  the  production  of 
sewing  machines,  its  activities  have 
gradually  broadened  to  include  elec- 
tronic typewriters  and  machine  tools. 
The  company,  though,  is  caught  up  in  ai 
vortex  of  rapidly  changing  business 
conditions. 

"It  is  as  if  Brother 
Industries  is  a  ship 
being  hit  by  many 
waves,  hitting  the 
front  and  the  rear 
of  the  ship,"  says 
Yoshihiro  Yasui, 
^^^^m^^B  senior  managing 
J|    B^jT  ^1  director  "The  front 
K    m  W  m/M  of  the  ship  is  being 
hit  by  waves  of  trade  friction,  a  tidal 
wave  of  'endaka,'  technical  innovation 
and  the  needs  of  consumers.  The  waves 
hitting  the  rear  of  the  ship  are  com- 
petition from  abroad,  mainly  from  Asian 
NICs. 

"In  order  to  survive  competition  from 
overseas,  we  are  shifting  production  to 
other  countries,  purchasing  parts  from 
abroad  and  assembling  products  over- 
seas. We  need  to  change  ourselves  in 
order  to  survive.  From  my  experience, 
the  biggest  and  most  dangerous  wave  is 
that  which  comes  from  the  rear." 

"We're  concentrating  efforts  to 
achieve  greater  value  added  by  speciali- 
zation—concentration on  developing 
computer  interface  technology,  sensors 
—and  also  to  meet  greater  demand  by 
users  for  computerization  of  products." 
Taking  to  heart  repeated  calls  to  boost 
imports,  the  company  established  a  maill 
order  division  based  on  imported  prod- 
ucts, Brother  Sales  Ltd.,  which  has  turnei 
out  to  be  highly  successful  as  well  as  a 
profitable  adjunct  to  existing 
operations. 

For  Toshiba  Corporation,  its  sizable 
domestic  sales  provide  it  with  a  natural 
bulwark  to  cope  with  the  worst  dif- 
ficulties of  the  currency  shift.  However, 
competition  remains  intense. 

"The  proportion  of  sales  in  the  United 
States  total  1 0  percent  of  total  sales,"  says) 
Sakae  Shimizu, 
senior  executive 
vice  president.  "Of 
Toshiba's  total 
sales,  30  percent 
are  for  export,  so 
the  United  States 
accounts  for  one 
^  third." 
IHI  A  ^K^M     Wary  of  exports 
becoming  too  large  a  share  of  total 
sales,  Toshiba  nonetheless  is  gradually 
moving  to  boost  export  sales  to  around 
40  percent  of  the  total  over  the  next 


Which  international  investment 
bank  serves  you  best  in 
yen  finance? 


The  Industrial  Bank  of 
Japan.  It's  only  logical. 
All  around  the  world, 
wherever  you  find  the  D3J 
Group  you  find  expertise 
in  yen  finance.  As  a  leader 
(some  say  the  leader)  in  the 
Japanese  capital  market, 
no  one  is  more  qualified 
or  better  able  to  meet  your 
yen-related  financing  needs 
the  way  we  do. 
Precisely  because  IBJ 
delivers  a  full  spectrum  of 
investment  banking  services 
worldwide,  you'll  find  that 
the  international  capital 
markets  are  just  a  little  bit 
closer  and  a  lot  more  acces- 
sible than  you  probably  ever 
imagined. 

Experience  and  depth 

A  major  Euro-yen  bond  under- 
writer. IBJ  is  also  Japan's 
foremost  lead-commissioned 
bank  for  samurai  bonds,  as  well 
as  a  top  lead-arranger  for  private 
placements  and  a  primary  source 
of  yen  and  Euro-yen  loans. 

Talk  about  connections 

Close  associations  with  over  90% 
of  Japan's  top  200  companies  — 
the  largest  coverage  among 


Japanese  banks.  You  can  rely  on 
IBJ  for  comprehensive  joint- 
venture  and  M&A  consulting 
services. 

What's  better  than  a  AAA  rating? 

IBJ  is  one  of  only  a  handful  of 
private  financial  institutions 
worldwide  to  qualify  for  the 
triple-A  endorsements  of  both 
Standard  &  Poor's  and  Moody's 
Investor's  Service. 


Leadership  in  Japan.  Investment  Banking  Worldwide 


INDUSTRIAL  BANK  OF  JAPAN 


Head  Office:  3-3,  Marunouchl  1-chome,  Chlyodaku,  Tokyo  Phone:  (03)  214-1111  Telex:  J22325 

IBJ's  Network  In  U.S.A.:  New  York  Branch,  Los  Angeles  Agency,  San  Francisco  Representative  Ottlce,  Houston  Representative  Olllce,  Chicago  Representative  Office, 
Atlanta  Representative  Office,  Washington  Representative  Office,  The  Industrial  Bank  of  Japan  Trust  Company,  J.  Henry  Schroder  Bank  &  Trust  Company 
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few  years.  It  is  being  similarly  cautious 
with  overseas  production,  which  is  likely 
to  double  to  10  percent  over  the  next 
few  years.  The  United  States,  however, 
is  clearly  the  company's  most  significant 
market,  and  the  one  to  which  it  is 
devoting  the  most  attention.  It  has  a 
large  joint  venture  with  Westinghouse 
Electric  to  produce  color  picture  tubes,  a 
tie-up  with  the  University  of  Arizona 
covering  medical  equipment,  a  semicon- 
ductor project  with  General  Electric  and 
Siemens,  as  well  as  a  joint  development 
project  with  LSI  Logic  Corp 

"One  company  cannot  meet  all  of  the 
needs  of  every  market,  so  it  is  necessary 
to  cooperate  with  other  companies  or 
organizations  to  develop  advanced 
technology,"  according  to  Shimizu. 
Toshiba  has  a  variety  of  joint  ventures, 
from  joint  research  to  sales  tie-ups.  It 
prefers  moving  internationally  with  local 
partners,  who  bring  their  knowledge  of 
the  local  market  or  other  attributes  that, 


when  combined  with  Toshiba's  techno- 
logical prowess,  usually  ensures  mutual 
success.  Internationally,  Toshiba  has 
10,000  employees,  and  in  the  United 
States  3,400,  of  which  only  a  minority  is 
Japanese. 

As  a  short-term  solution  to  the  prob- 
lem of  the  high  yen,  Toshiba  is  moving 
to  increase  production  at  its  overseas 
plants  and,  with  some  of  its  operations, 
it  intends  boosting  overseas  production. 

"We  are  now  making  the  effort  to 
market  innovative  products  superior  to 
others  by  emphasizing  R  and  D  activities. 

What  Hitachi, 
Ltd.  is  doing  is  not 
reacting  to  the  high 
yen,  but  attacking 
the  reasons  for  the 
high  yen,"  says  Pres- 
ident Katsushige 
Mita.  "Why  is  the 
yen  rising?  Because 
of  the  trade  imbal- 
ance. Hitachi  realized  that  this  situation 
can't  continue,  so  we  sought  a  funda- 
mental solution.  For  products  based  on 
export  markets,  it  was  decided  to  manu- 
facture in  the  final  market.  For  example, 
we  established  a  car  parts  plant  in  the 
United  States  and  are  working  on  a 


computer  products  factory.  We  plan  to 
work  on  expanding  production  abroad. 

"About  26-27  percent  of  products  are 
exported,"  Mita  says.  "Of  this,  less  than 
20  percent  are  assembled  or  produced 
overseas.  It  depends  on  the  product.  For 
example,  small  electrical  appliances  can 
be  manufactured  overseas.  But  with 
heavy  electrical  machinery,  it  must  be 
looked  at  in  terms  of  the  world  market. 
Establishing  new  plants  overseas  for 
every  project  won  is  not  feasible." 

According  to  Mita,  "Our  basic  phil- 
osophy is  to  correct  the  trade  imbalance 
that  led  to  the  revaluation  of  the  yen, 
so  we  want  to  build  plants  overseas,  to 
build  products  that  are  now  exported. 
We  have  this  basic  philosophy  not  only 
in  the  United  States,  but  also  Europe 
and  Southeast  Asia. 

"For  example,  with  VTRs,  we  have  a 
plant  in  West  Germany,  and  have 
doubled  its  capacity.  In  the  United 
Kingdom,  we  have  a  television  manu- 
facturing plant  and  we  have  now  added 
VTRs.  With  VTRs,  80  percent  of  prod- 
ucts sold  in  Europe  are  made  in  the 
European  Economic  Community." 

As  well  as  shifting  production  off- 
shore, Hitachi  is  aggressively  pursuing  a 
policy  of  overseas  procurement,  target- 
ing purchases  of  $1.05  billion  this  finan- 
cial year,  with  U.S.  companies  providing 
over  40  percent  of  the  total.  Next  finan- 
cial year,  the  aim  is  to  boost  that  to 
over  $1.1  billion,  again  with  U.S.  sup- 
pliers playing  the  dominant  role. 


Taste,  quality  and  your  preference  make 
Kikkoman  the  largest  selling  soy  sauce  in 
the  world. 

Time  and  dedication  equally  establish 
Kikkoman  as  a  leading  world  corporation. 

At  Kikkoman,  natural  brewing  is  the  vital 
ingredient  that  delivers  superior  taste  and 
aroma.  And  only  naturally  brewed  soy 
sauce  enhances  food's  own  flavor,  rather 
than  cover  it  up. 

For  fish,  meat,  vegetables,  any  of  your 
favorite  dishes.  See  how  a  touch  of 
Kikkoman  will  add  the  crowning  glory  to 
any  meal. 


World  Renowned 
Quality 
Since  1630. 


/</KKoman 


Kikkoman  Corporation 

339  Noda.  Noda  City.  Chiba  278.  Japan 


In  Horseheads,  New  York, 
Toshiba  is  taking  another  step 
in  the  right  direction. 


In  1985  Toshiba,  one  of  the  world's  leading  electric  and  electronics 
manufacturers,  joined  with  the  Westinghouse  Electric  Corporation  to  create 
a  joint  venture  company  called  the  Toshiba  Westinghouse  Electronics  Corpo- 
ration. 

In  November  1986  this  new  company  started  manufacturing  color  dis- 
play tubes  and  color  picture  tubes  in  the  little  town  of  Horseheads,  New  York. 

The  tubes,  which  are  among  the  most  advanced  in  the  world,  are 
used  not  only  in  TV  sets,  but  also  in  computer  and  other  display  terminals 
in  offices,  factories,  homes  and  hospitals. 

This  project  follows  hard  on  the  heels  of  other  manufacturing  projects 
Toshiba  has  already  set  up— electric  motors  in  Houston,  Texas,  semiconduc- 
tors in  Sunnyvale,  California,  and  color  televisions  and  microwave  ovens  in 
Lebanon,  Tennessee.  It  is,  for  Toshiba,  another  step  in  the  right  direction. 


In  Touch  with  Tomorrow 

TOSHIBA 
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Nikko  Securities,  one  of 
the  first  Japanese  houses  to 
establish  a  presence  in  the 
United  States,  has  become 
a  foremost  provider  of 
international  financial 
services  to  major  American 
corporations.  Chief  financial 
officers  depend  on  Nikko 
expertise  in  such  diverse 
areas  as  Eurosecurities  offer- 
ings, Tokyo  Stock  Exchange 
listings,  investment  manage- 
ment, and  international 
bond  and  equity  trading. 

Nikko.  The  first  and  fore- 
most choice  in  international 
finance. 


NIKKO 


The  Nikko  Securities  Co. 

International,  Inc. 


140  Broadway,  New  York,  NY  10005,  U.S.A.    Tel:  212-747-9800    Telex:  232861 
Other  offices:  San  Francisco,  Los  Angeles,  Chicago 

TOKYO    TORONTO    LONDON    ZURICH    GENEVA  FRANKFURT 
LUXEMBOURG    PARIS    COPENHAGEN    BAHRAIN    HONG  KONG 
SINGAPORE    SYDNEY    SEOUL    BEIJING  QINGDAO 


"In  the  long  run,  we  think  the  main 
function  of  our  headquarters  is  research 
and  development— to  produce  new 

products  with  man- 
ufacturing abroad 
for  delivery  to  the 
final  market."  That 
view,  expressed  by 
office  machinery 
group  Ricoh  Com- 
pany's executive 
managing  director, 
Hisashi  Kubo, 
will,  if  it  is  achieved,  see  future  wholesale 
changes  in  Japan's  manufacturing  base. 

"Until  a  few  years  ago,  we  thought  of 
Japan  as  the  production  base.  We  now 
see  it  is  necessary  to  locate  plants 
abroad,  in  the  final  market.  We  may 
also  see  the  import  of  products  from 
the  United  States  to  Japan  in  the 
future."  Research  and  development  is 
already  a  key  activity  of  Ricoh,  as  it 
keeps  abreast  both  of  changes  in  the 
market  and  ongoing  technical  develop- 
ments. "We  have  20  percent  of  total 
employees  involved  in  R&D,"  Kubo  says, 
"almost  2,000  people.  Last  year,  for  ex- 
ample, R&D  expenditures  to  total  sales 
was  7  percent.  Compared  to  our  com- 
petitors, we  think  our  expenditure  is 
fairly  high." 

The  difficulty  for  Ricoh  and  other  of- 
fice automation  companies  is  to  assess 
how  the  market  will  develop.  Kubo  sees 
the  day  when  many  of  the  stand-alone 
items  of  office  equipment— copiers,  fax 
machines,  and  so  on— will  be  merged 
into  one  multisystem  unit,  operating 
with  intelligent  functions. 

"For  instance,  word  processors  and 
PCs,"  Kubo  says.  "These  are  different 
machines  with  separate  functions,  but 
these  days,  word  processor  and  PC 
functions  are  becoming  much  closer, 
and  one  machine  can  have  broad  func- 
tions. All  data  processing  using  a  main- 
frame will  be  one  large  processing 
system,  becoming  a  large  network.  On 
the  other  hand,  stand-alone  machines 
(fax,  and  so  forth)  may  be  collected  into 
one  multifunction  system  with  in- 
telligent functions.  This  may  make  it 
possible  to  make  one  network.  As  a 
next  step,  the  mainframe  network  and 
other  networks  may  be  collected 
together." 

Of  all  of  Japan's  industrial  groups, 
perhaps  it  is  the  trading  houses,  or 
'sogo  shosha,'  that  face  the  greatest 
challenge  to  cope  with  the  rapid 
changes  sweeping  Japan's  business 
world.  Marubeni  Corporation  has 
reacted  to  the  new  pressures  by  moving 
to  take  advantage  of  the  prospect  of 


When  we  invented  high-speed 
facsimile  technology,  we  knew  there 
was  a  need  to  transmit  a  document 
quickly  and  accurately. 

We  just  didn't  know  how  great 
the  need. 

Each  year,  too  many  children  don't 
return  home  from  their  piano  lesson.  A 
weekend  fishing  trip.  The  mini-market 
around  the  corner. 

Whether  abducted  by  an  estranged 
parent,  or  even  a  total  stranger,  that's 
when  the  nightmare  begins. 

Parents  say  the  hardest  part  isn't  the 
hysterical  phone  call  to  the  police.  Or 
passing  the  empty  bedroom  at  the  end  of 
the  hallway.  Or  looking  at  the  bicycle 
leaned  against  the  wall  in  the  garage. 

The  hardest  part,  is  the  waiting. 

That's  why  we're  proud  to  assist  an 
organization  like  Child  Find  of  America  in 
transmitting  information  on  missing 
children  via  facsimile  machine. 

If  we  can  shorten  that  wait  for  even 
one  parent,  by  even  one  second,  we  will 
have  put  our  technology  to  the  best  use 
there  is. 
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If  you  have  any  information  concerning  (he  whereabouts  of  this  child,  please  call  Child  Find  of  America  toll  free  at  1-800-l-AM  LOST.  Ricoh  Corporation,  5  Dedrick  Place,  West  Caldwell,  New  Jersey,  07006 
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boosting  imports  into  Japan  by  sending 
a  number  of  buying  missions  to  both 
the  United  States  and  the  European 
Economic  Community  to  assess  new 
opportunities. 

As  enormous  dealers  in  information, 
Japan's  bigger  trading  companies  are 
pushing  hard  into  the  field  of  communi- 
cations, which  forms  a  natural  adjunct 
to  their  existing  activities.  For  Marubeni, 
which  has  extensive  ongoing  investments 
in  this  area,  one  of  the  most  important 
is  a  tie-up  with  McDonnel  Douglas 
along  with  Fuji  Bank  and  related  com- 
panies, for  network  information  services. 
This  new  company,  established  in 
November  1986,  was  formed  out  of  the 
merger  of  Marubeni's  existing  interests 
in  timesharing  and  data  processing. 

"As  you  know,  the  integration  of 
computer  technology  and  communica- 
tions is  highlighted  these  days,"  says 
Toshimichi 
Tanaka,  senior 
managing  director 
of  Marubeni.  "In 
our  transactions, 
we  use  a  lot  of  data 
communication  and 
VAN  network,  so  I 
think  this  area  is 
really  new  genera- 
tion infrastructure."  Another  area 
receiving  close  attention  from  Marubeni 
for  future  expansion  is  securities  and 
financing. 

"Because  of  the  deregulation  of  the 
financial  system  and  the  interna- 
tionalization of  money  markets,  there  is 
the  chance  we  can  play  a  large  role  us- 
ing our  international  experience  and 
confidence  in  international  markets  of 
other  countries,  and  investors,"  Tanaka 
says.  Based  on  that  idea,  we'd  like  to 
play  the  role  in  areas  peripheral  to 
securities  trading,  in  lending  and  also 
advances  generally  in  the  finance  area." 

LEARNING  FROM  THE  UNITED  STATES 

Japan's  big  trading  houses  are  not 
alone  in  seeking  new  areas  of  business 
to  offset  the  changing  business  environ- 
ment. Many  include  Japan's  leading  cor- 
porations, especially  its  steel  companies. 
Squeezed  by  the  sharply  higher  value  of 
the  yen  against  the  dollar,  Japan's  steel 
companies  are  wracking  up  record 
losses,  with  little  short-term  hope  for 
improvement. 

Will  Japan's  steel  companies  go  the 
same  way  as  their  U.S.  counterparts, 
whose  chronic  unprofitability  has  led  to 
negligible  new  capital  investment,  con- 
tributing further  to  the  industry's  woes? 

"Because  the  problems  facing  the 


Japanese  industry  are  very  similar  to  the 
problems  that  faced  the  U.S.  steel  in- 
dustry," says  Yoshifumi  Kumagai,  chair- 
man of  Sumitomo  Metal  Industries, 
"the  American  industry  has  to  take  ex- 
actly the  same  steps  as  the  Japanese  in- 
dustry; for  example,  personnel  cuts, 
wages  must  be  held  down,  manufactur- 
ing facilities  must  be  streamlined  or 
rationalized,  and  more  R&D  must  be 
undertaken,  especially  in  the  area  of 
new  technology.  But  most  important, 
they  must  not  wait.  Americans  missed 
the  timing;  they  started  too  late." 

The  U.S.  industry  responded  to  the 
basic  difficulties  in  making  steel  by  buy- 
ing companies  in  other  fields,  such  as 
USX's  (previously  US  Steel)  purchase  of 
Marathon  Petroleum.  "But  for  the 
Japanese  steel  industry,  it  cannot  afford 
to  abandon  steel  and  go  into  another 
area,"  Kumagai  says.  "It  has  no  other 
options.  It  must  stick  with  the  steel  in- 
dustry. The  U.S.  steel  industry  is  fun- 
damental to  the  basic  industry  of  the 
United  States,  and  as  such,  it  plays  an 
important  role  in  the  U.S.  economy.  If 
the  U.S.  industry  receives  such  a  damag- 
ing blow  so  that  it  cannot  revive,  this 
will  lead  to  protectionism  in  all  other 
areas  of  U.S.  industry,  which  is  also  not 
good  for  Japan  or  any  other  country. 
Therefore,  the  Japanese  steel  industry  is 
prepared  to  hold  back  where  it  must 
hold  back;  in  other  words,  support  the 
revival  of  the  U.S.  steel  industry. 

"There  are  two  major  lessons  learned 
from  the  experience  of  the  U.S.  steel  in- 
dustry, Kumagai  continued.  "First  of  all, 
it  is  a  mistake  to  leave  factories  or 
plants  in  disrepair  for  a  long  time.  Steel 
manufacturing  plants  are  very  expensive 
and  require  a  great  deal  of  funds  to 
upgrade  them,  and  cannot  be  done  suc- 
cessfully in  one  go.  It  has  to  be  constant 
repair,  constant  maintenance,  constant 
rationalization. 

"The  other  area  in  which  the  United 
States  made  a  mistake,  I  believe,  is  its 
wage  policy.  Frankly,  it  is  a  total 
mistake,  because  it  uses  a  sliding  scale 
system,  and  the  steel  industry  workers 
receive  the  second-highest  wages  after 
oil  industry  workers.  That  is  simply 
ridiculous  in  the  present  situation.  Japan 
is  now  at  the  point  where  it  must 
drastically  rethink  its  wage  policy  system 
as  well.'' 

To  cope  with  the  ongoing  difficulties 
in  steel  making  in  Japan,  its  big  blast 
furnace  groups  are  pushing  hard  into 
new  material  sectors  in  a  bid  to  over- 
come the  worst  of  their  problems.  It  will 
take  several  years  before  the  merits  of 
this  push  are  realized. 
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Takenaka  in  U.S. 

Nikko  Hotel,  San  Francisco 

"Since  many  Japanese  corporations 
are  going  to  the  United  States  to 
establish  plants,"  says  Fujio 
Nishikawa,  planning  manager  of 
Takenaka  Komuten  Co.  Ltd.,  "many  are 
our  long-standing  customers  and  they 
want  us  to  build  for  them.  Since  we 
have  long-term  links,  we  know  their 
needs,  so  we  can  give  them  conceptual 
designs.  The  factory  design  and  con- 
struction is  done  locally."  In  addition, 
taking  advantage  of  the  high  yen  and 
low  interest  rates  in  Japan,  Japanese 
companies,  including  Takenaka 
Komuten,  are  developing  new  projects 
in  the  United  States.  In  Tanenaka 
Komuten's  case,  it  is  developing  the  Sar 
Francisco  Nikko  Hotel,  which  will  be 
operated  by  Japan  Air  Lines  Develop- 
ment Co.,  Ltd.,  but  developed  and  held 
by  Takenaka. 

The  company  is  increasingly  active 
with  the  rising  number  of  foreign  firms 
establishing  offices  and  factories  in 
Japan.  Nishikawa  cites  a  typical  case. 
"In  IBM's  case,  the  first  construction  wef 
did  was  through  bidding.  With  the 
second  project,  we  negotiated  without 
going  through  the  bidding  process. 
Then,  for  the  next  project,  we  carried 
out  not  only  building  works,  but  also 
mechanical  and  electrical  works.  For  the 
fourth  project,  we  conducted  sight 
selection  and  provided  design  and  con 
struction.  Maybe  IBM  is  becoming 
Japanized,"  Nishikawa  says,  "but  we 
think  they  evaluate  our  capacity  in  these 
fields." 

As  one  of  Japan's  oldest  companies, 
Takenaka  has  forged  long-standing  links 
with  many  Japanese  companies,  and 
because  it  knows  their  needs,  it  can 
work  very  closely  with  any  new  project 
design.  Its  commitment  to  quality  is  well 
known  in  construction  circles,  and  it  is 
gradually  moving  to  expand  its  opera- 
tions in  the  United  States.  Initially,  most 
of  its  work  has  been  for  its  traditional 
Japanese  clients,  but  it  is  moving  to 
broaden  its  base,  as  evidenced  by  the 
decision  to  proceed  with  the  hotel 
development  project  in  San  Francisco. 

"Our  customers  are  internationalized, 
so  we  must  be  too,"  Nishikawa  says. 
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No  matter  where  you  are  in  the  U.S., 
we  make  it  easy  to  get  to  Hong  Kong, 
Tokyo,  Seoul,  Manila,  Taipei,  Osaka, 
Shanghai,  Guam  or  Okinawa. 

We  offer  you  hassle-free,  one-airline 
service  to  Asia  from  over  200  cities. 
With  nonstops  from  New  York,  Chicago, 
Seattle,  San  Francisco,  Los  Angeles  and 
Honolulu. 

And  we'll  fly  you  to  Asia  in  nothing 


thwrsl  Airlines.  Inc. 


short  of  wide-cabin  747  comfort. 

With  40  years  of  transpacific  experience, 
we  make  distant  lands  seem  a  lot  closer. 

Call  your  travel  agent  or  call  Northwest 
at  (800)  447-4747  for  international 
reservations.  *  ^ 

Look  to  us. 

♦NORTHWEST 
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America's  Leading  Executives  Comment  on 
the  Japan-US  Relationship 


The  recycling  of  Japan's  massive  trade 
surplus  into  new  investments  in  the 
United  States  has  brought  with  it  mixed 
feelings  in  both  Japan  and  the  US— in 
Japan,  fears  of  a  US  backlash,  while  in 
the  US,  concerns  over  the  net  effect  the 
new  investment  will  have. 

One  US  company  president  critical  of 
the  new  Japanese  investment  is  Zenith 
Electronics  Corporation's  chairman  and 
president,  Jerry  Perlman.  Asked  if  he 
thought  that  the  new  round  of 
Japanese  investment  in  the  US  is 
beneficial,  he  responds,  "No,  at  least 
not  from  the  perspective  of  the  con- 
sumer electronics  industry.  Japanese  in- 
vestment in  the  US  in  our  industry  is 
largely  in  snap-together  warehouse 
plants,  which  allows  the  Japanese  to  cir- 
cumvent US  laws.  Major  investments  in 
research  and  engineering  remain  in 
Japan,  and  more  recently,  in  Singapore, 
Malaysia  and  Mexico.  In  general,  the  ef- 
fect of  Japanese  investment  in  the  US 
threatens  more  existing  US  jobs  than  it 
creates." 

Others  are  not  as  critical.  "There  are 
several  positive  aspects  to  direct  Japanese 
investment  in  the  US,"  says  John  A.  Fitz- 
gerald, communications  consultant  at 
Merrill  Lynch.  "It  has  helped  create  jobs 
and,  as  a  result,  income  for  Americans. 
American  management  has  benefited  by 
seeing  Japanese  management  techniques 
in  action,  and  the  US  has  benefited  from 
the  capital  inflows  which  Japanese  pur- 
chases of  US  securities  have  generated." 

AT&T  chairman  James  Olsen  says,  "A 
case  can  be  made  that  Japanese  invest- 
ment in  the  US  benefits  the  economy 
because  it  decreases  the  trade  deficit  by 
substituting  in-country  manufactured 
goods  for  imports,  providing  US 
employment,  increasing  the  US  tax 
base,  and  making  interest  rates  lower 
than  they  would  otherwise  be.  In  addi- 
tion to  these  shortrun  impacts,  signifi- 
cant foreign  capital  investment  tends  to 
increase  mutual  dependency  in  the  long 
run.  Such  an  increase  should,  therefore, 
foster  further  economic  and  political 
cooperation  among  our  two  countries. 
Thus,  while  there  may  be  concern  in 


some  quarters  over  the  rapid  growth  in 
Japanese  investment  in  the  US,  I  believe 
that  the  result  thus  far  has  been 
positive." 

The  biggest  issue  for  most  US 
manufacturers  is  that,  even  with  the  yen 
revaluation  against  the  dollar,  this  has 
been  only  partly  reflected  in  US  prices. 
"We  would  expect  the  appreciation  of 
the  yen  to  be  reflected  in  the  US 
marketplace  prices  in  the  future  and 
would  expect  it  to  be  helpful,"  says 
David  Kearns,  chairman  of  Xerox 
Corporation.  "But  so  far,  we  have 
not  seen  the  appreciation  of  the  yen  af- 
fect US  prices.  "The  sharp  appreciation 
of  the  yen  has  been  a  big  help  in  restor- 
ing competition  with  rival  Japanese  sup- 
pliers, but  it  has  not  completely  solved 
the  problem,"  says  David  Packard,  chair- 
man of  Hewlett-Packard. 

For  a  number  of  US  groups,  the 
higher  yen  has  proved  to  be  a  mixed 
blessing.  "The  appreciation  of  the  yen 
has  placed  price  pressures  on  US 
manufactured  goods  that  contain  some 
Japanese  sub-assemblies,  and  as  a 
result,  it  will  be  more  difficult  to  com- 
pete against  some  goods  from  the 
Japan  offshore  countries,"  says  Tandy 
Corporation's  John  Roach,  president 
and  chief  executive  officer. 

The  yen  realignment  has  been  good 
news  for  United  Airlines,  however,  "The 
yen  realignment  has  helped  United 
Airlines  quite  a  bit,"  says  Richard  Ferris, 
chairman.  "Tickets  bought  in  yen  have 
been  at  fixed  prices,  so  we  have  seen 
the  tickets  translate  into  more  dollars.  It 
has  increased  our  revenues  by  about 
one  percent  this  year." 

But  longer  term  problems  remain. 
"The  appreciation  of  the  yen  will  not 
solve  the  US  competitiveness  probems," 
says  Patrick  Smith,  chief  executive  of- 
ficer, Federal  Express.  "Considerably 
cheaper  capital,  lower  expectancies  for 
investment  returns,  and  in  general, 
more  committed  managers  and  em- 
ployees will  result  in  a  continuation  of 
past  trends,  with  Japanese  productivity 
improvements  exceeding  US  industrial 
performance." 


"The  yen  appreciation  certainly  im- 
proves our  competitive  position  in  some 
products  that  we  export  to  Japan. 
However,  since  we  manufacture  some 
products  in  Japan  for  worldwide  sales, 
these  products  are  less  competitive. 
Overall,  the  net  effect  is  a  non-material 
impact  on  NCR's  earnings." 

"In  the  future,  there  would  be  a  ma- 
jor trend  away  from  the  purchase  of 
shorter-term  US  government  securities 
to  longer-term  government  and  non- 
government securities,  and  even  more 
direct  investment,"  says  James  D.  Robin- 
son III,  chairman  of  American  Express 
Co.  Unless  there  is  a  material  decline  in 
the  US  budget  deficit,  which  exacer- 
bates the  trade  deficit,  there  must  be 
substantial  inflows  of  foreign  capital. 
Much  of  this  has  come  from  Japan,  and 
much  of  it,  in  the  future,  will  necessarily 
come  from  Japan." 

For  many  US  manufacturers,  the 
critical  issue  is  the  impact  the  sustained 
currency  imbalance  has  had  on  weaken- 
ing the  US  manufacturing  base.  "For 
several  years,"  says  Harold  Poling,  presi- 
dent of  Ford  Motor  Company,  "our 
Japanese  competitors  enjoyed  an  under- 
valued yen  and  an  overvalued  dollar. 
They  used  this  advantage  in  the  early 
1980s  to  build  market  share  and  invest 
in  new  products  and  facilities,  while  we 
in  the  US  struggled." 

"I  do  not  think  the  Japanese  are  com- 
pletely fair  competitors  in  the  US 
marketplace,"  argues  Hewlett-Packard's 
David  Packard.  "They  use  part-time 
workers  in  their  production  facilities  and 
these  people  receive  about  one-half  of 
the  union  wage  in  Japan.  Furthermore, 
their  market  is  nowhere  near  as  open  to 
American  companies  as  the  US  market 
is  to  Japanese  companies." 

"In  general,  Japanese  competitors 
have  been  fair  in  the  US  market,"  says 
NCR's  vice  president,  Pacific  Group, 
G.P.Williamson.  "There  have  been  in- 
stances of  intellectual  property  viola- 
tions that  have  received  a  great  deal  of 
media  attention.  However,  we  doubt 
that  the  incident  rate  is  higher  than  our 
domestic  occurrences." 
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OIL 

As  it  has  so  often  in  the  past,  the  fate  of 
the  U.S.  oil  industry  once  again  hangs  on 
the  ministers  of  13  bickering  petroleum 
exporting  countries.  Last  year,  disputes 
within  the  Organization  of  Petroleum 
Exporting  Countries  helped  make  the  oil 
business  a  disaster  for  many  of  the 
companies  on  this  list.  Will  this  year  be 
any  better?  Don't  count  on  it. 


By  Toni  Mack 

In  a  harrowing  year  for  the  oil  industry,  the  only  good 
news  was  that  Saudi  Arabia's  King  Fahd  fired  his  oil  minis- 
ter— the  one  who  flooded  the  world  with  Saudi  oil  and  drove 
down  prices  to  $8  per  barrel  last  July — and  called  for  an  $18  oil 
price.  Then  the  king  said  he  wouldn't  cut  oil  production  to 
achieve  rhat  goal.  Now  he  says  he  will.  Is  it  any  wonder  OPEC 
is  in  disarray? 

Since  most  oil  companies  can't  find  and  produce  new  oil 
profitably  at  current  levels,  which  hover  around  $16  per 
barrel,  firms  have  almost  stopped  exploratory  drilling  in  the 
U.S.  The  number  of  working  U.S.  rigs  fell  from  1,915  a  year 
ago  to  663  last  July,  the  fewest  since  1940,  when  such  records 
began  to  be  kept. 

The  rig  count  has  recovered  somewhat  in  the  last  few 
months,  but  Hughes  Tool  Co.  Vice  President  Isaac  Kerridge 
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Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
Company  sales/ptofits 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank       average  months 

latest 
5-year  12 
rank        average  months 

earningsi 
stability 

International  oils 

Exxon  88/« 
Amoco  89/» 
Chevron  •/• 
Phillips  Petroleum  84/« 

1  18.2%     19.6%      14.1%  7.5% 

2  17.7         8.4        30.0  4.7 

3  13.1         9.0        47.9  4.9 

4  13.1        14.6      327.2  2.8 

8          -4.1%  -12.8% 
5          -0.5  -21.8- 
4          -0.2  -28.3 
3            1.8  -28.1 

2             0.9%  33.6% 
1              3.3  -50.6 
5            -9.2  1.5 
4            -7.2  6.0 

very  low 
average 
average 
average 

Occidental  Petroleum  43/84 
EI  du  Pont  45/63 
Mobil  82/« 
•/• 

5  11.9         2.6       153.3  1.2 

6  11.3       12.7        24.9  5.7 

7  11.0       11.6        63.1  3.3 

8  9.6         7.2        51.6  2.7 

2           2.8  1.3 
1          14.7  -18.1 

6  -2.3  —11.1 

7  -3.5  -30.8 

8          -23.3  -79.0 
3             0.2  72.3 

6  -16.9  81.4 

7  -22.4  178.2 

average 
very  low 

high 
average 

Medians 

12.5       10.3        49.8  4.0 

-0.4  -20.0 

-8.2  19.8 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available    NE:  Negative  equity    NM:  Not  meaningful    tFour-year  average    ttThree-year  average.    i+Three-  ' 

year  growth    For  further  explanation,  see  page  61. 

sees  the  number  rising  to  an  average  of  no  more  than  aboi 
850  in  the  year  ahead.  That  almost  guarantees  an  eventu 
supply  squeeze,  and  consequent  domestic  shortages,  whe 
the  world  oil  market  tightens.  "It's  going  to  come  as  a  shoe 
when  the  oil  crisis  replays  itself,"  says  Thomas  Cruikshaa 
chief  executive  of  Halliburton  Co.,  an  oil  services  compan 
"But  it's  going  to  happen." 

Refining  and  marketing  profits  are  dropping,  too.  Last  ye; 
refined  product  prices  fell  more  slowly  than  did  crude  o 
prices,  yielding  operating  profit  margins  as  high  as  $3.87 
barrel,  vs.  an  average  $1.08  during  1985.  Yet  for  all  tha 
there's  still  too  much  refining  capacity  to  keep  margins  higl 
That  in  turn  means  one  thing:  In  1987  refining  and  marketir 
profits  have  nowhere  to  go  but  down. 

Though  producing  companies  can  live  off  their  reserves  < 
least  for  a  time,  oil  service  companies  have  no  such  luxur 
Result?  In  the  first  nine  months  of  1985,  the  top  13  servic 
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Most  improved 


^n  improving  compa- 
ly  in  an  industry  that's 
ailing  apart?  Try 
Zhevron  Corp.  While 
irms  like  Exxon 
lelped  lift  their  share 
irices  by  buying  back 
tock,  Chevron  saw  its 
hare  value  rise  by  28% 
luring  1986,  to  $48  re- 
entry, as  a  result  of 
ilain  old  hard-nosed 
lusiness  management, 
rhe  challenge:  how  to 
;et  out  from  under  the 
xushing  burden  of 
"hevron's  $13.3  bil- 
ion  acquisition  of  Gulf 
)il  in  1984,  a  deal  that 
ooked  good  at  the  time 
lut  threatened  to  be- 
ome  a  nightmare  as 
he  bottom  dropped 
>ut  of  the  oil  market, 
rhe  fact  that  Chevron, 
inder  Chairman  and 
Zhief  Executive  Offi- 
er  George  Keller,  was 
lonetheless  able  to  give  shareholders  a  modest  but  still 
espectable  9%  return  on  equity  easily  merits  the  firm's 
lesignation  as  the  most  improved  in  its  industry  in  1986. 

Like  just  about  every  oil  company,  Chevron  has,  of 
ourse,  suffered  from  collapsing  petroleum  prices.  During 
986  the  company  cut  its  work  force  by  15%,  to  52,000 
mployees,  closed  two  refineries,  wrote  down  $363  mil- 


George  Keller  of  Cbeiron  Corp. 


lion  in  marginal  assets, 
chopped  capital  spend- 
ing by  30%  and  scaled 
back  sharply  its  explor- 
atory drilling. 

But  Keller's  real 
achievement  began  a 
year  earlier  when  he 
began  rapidly  disposing 
of  assets  acquired  in 
the  Gulf  takeover.  Out 
the  door  went  Chev- 
ron's 60%  interest  in 
Gulf-Canada  to  Mon- 
treal's Bronfman  fam- 
ily for  $2.1  billion  pre- 
tax. Other  smaller 
sales  followed  in  close 
order  until  Keller  had 
raised  enough  cash  to 
reduce  debt  from  a 
bloated  $15.5  billion 
just  after  the  purchase 
to  about  $8.5  billion 
currently.  "We  were 
fortunate,"  he  says. 
"We  sold  nothing  at  a 
distress  price."  Will 
Chevron  be  able  to  continue  improving  in  1987?  Maybe, 
but  further  efficiencies  can't  do  it  all.  With  its  payroll 
already  shrunk  considerably,  the  best  bet  for  strengthening 
earnings  in  1987  probably  lies  in  firming  oil  prices — and 
that  is  out  of  Keller's  hands  entirely.  Chevron's  4.9%  net 
profit  margin  is  well  above  the  international  oil  compa- 
nies' average  of  4%. 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
apany  sales/profits 

latest       debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

tier  oil  and  gas 

idard  Oil  81/« 
ly  Corp  •/• 
chell  Energy  31/47 
thland  30/24 
port-McMoRan  27/25 

1  23.5%      def       56.6%  def 

2  21.0       34.1%    117.8  4.3% 

3  18.6        5.5      159.9  4.3 

4  16.7       14.8       38.2  2.4 

5  15.7        2.7        89.2  2.9 

18           0.8%  -15.4% 
26          -1.0  -14.5 
15            1.4  -14.2 
1           22.9  -22.7 
12            2.4  -15.4 

17           -24.0%  P-D 
1             30.2  80.6% 

16           -18.8  34.7 
3             13.2  4.5 

10            -9.8  -83.8 

average 
average 

high 
very  high 
average 

-phy  Oil  •/• 
ical  87/86 
co  54/46 
)co  78/55 
nzoil  86/68 

6  15.3        3.0       23.1  1.9 

7  15.2        2.0      324.4  def 

8  15.1       15.4       29.3  4.6 

9  14.7       20.6        82.2  5.8 
10           14.2        def      165.5  def 

25            0.3  -27.5 
17            1.0  -22.3 
10            4.5  -6.5 
20            0.6  -10.4 
30          -2.5  -15.3 

11           -12.4  -62.8 
8            -8.0  -93.1 
4             9.3  10.8 
7            -3.0  -3.9 

15          -18.2  P-D 

high 
average 
average 
very  low 
very  high 

90%  or  more    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit    PD:  Segment  profit,  total  deficit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to 
rofit.    P-D:  Profit  to  deficit    def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour-year  average.    ttThree-year  average.  -HThree- 
;ar  growth    For  further  explanation,  see  page  61. 

SES,  JANUARY  12,  1987 


199 


companies  lost  a  total  of  $125  million  after  writedowns;  in 
the  same  period  of  1986,  they  lost  $2.4  billion. 

The  waves  of  red  ink  have  brought  on  round  after  round  of 
consolidations  and  more  writedowns.  Witness,  for  instance, 
the  merger  of  Hughes  Tool  and  Baker  International,  or  the 
action  by  Halliburton  to  get  out  of  such  worrisome  businesses 
as  building  offshore  platforms  in  the  U.S.  and  Far  East.  Halli- 
burton has  cut  its  staff  by  25%  from  1985  levels  and  paid  long- 


term  debt  down  to  a  mere  10%  of  total  capitalization. 

"We're  not  threatened  with  extinction,"  Halliburton' 
Cruikshank  says,  "but  some  of  the  traditional  companies 
those  with  heavy  debt  burdens,  may  be  missing  from  tbj 
scene  by  the. time  business  picks  up."  In  fact,  the  same  grid 
prediction  could  turn  out  to  come  true  for  some  of  the  weakd 
oil  companies  if  the  currently  depressed  market  lasts  for  morj 
than  the  next  year  or  so.  ■ 
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Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

—segment — 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earnings 

V.  11 1 11  yti  11  y 

sales/profits 

rank 

average 

months 

eauitv 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

Valero  Energy 

56/30 

11 

14.1% 

def 

177.8% 

def 

7 

5.8% 

-22.0% 

NM 

D-D 

NM 

Sun  Company 

88/« 

12 

13.4 

13.8% 

32.3 

6.4% 

21 

0.5 

-16.5 

9 

-8.8% 

202.3% 

low 

Quaker  State  Oil 

78/79 

13 

12.7 

15.9 

34.5 

5.5 

13 

2.3 

-2.5 

5 

2.9 

66.4 

very  low 

Coastal  Corp 

54/17 

14 

12.5 

2.2 

404.0 

0.8 

8 

5.7 

-0.4 

2 

30.lt* 

-82.9 

very  high 

Atlantic  Richfield 

82/t 

If 

12.3 

143. 1 

4.3 

31 

—2.7 

—27.6 

NM 

D-P 

NM 

Louisiana  Land 

•/• 

16 

11.6 

def 

58.4 

def 

16 

1.4 

-23.8 

19 

-30.8 

P-D 

high 

Tenneco 

27/48 

17 

11.2 

def 

115.8 

0.3 

14 

1.7 

0.0 

18 

-28.5 

P-D 

high 

Getty  Petroleum 

•/• 

18 

11.0 

36.6 

152.4 

1.6 

2 

22.1 

77.1 

NM 

500.0  + 

NM 

Union  Pacific 

48/24 

19 

10.8 

def 

52.9 

def 

4 

10.1 

-8.7 

6 

-2.7 

P-D 

very  low 

Pacific  Resources 

•/• 

20 

10.0 

17.6 

50.7 

3.1 

3 

12.0 

-34.9 

NM 

65.6 

NM 

Kerr-McGee 

75/63 

21 

9.6 

def 

39.2 

def 

27 

-1.5 

-14.8 

14 

-14.9 

P-D 

average 

Cabot 

49/56 

22 

9.6 

13.1 

85.5 

5.6 

19 

0.7 

-6.9 

NM 

D-P 

NM 

American  Petrofina 

83/dd 

23 

8.1 

def 

81.5 

def 

24 

0.4 

-5.9 

NM 

P-D 

NM 

Penn  Central 

24/54 

24 

7.9 

5.7 

10.6 

4.2 

23 

0.4 

-5.1 

NM 

-16.1 

NM 

National  Distillers 

29/39 

25 

7.6 

7.6 

48.8 

3.8 

9 

4.8 

6.1 

12 

-12.4 

59.9 

average 

DeKalb 

19/DD 

26 

6.6 

def 

49.7 

def 

22 

0.5 

-25.9 

13 

-12.6 

P-D 

average 

Tesoro  Petroleum 

•/dd 

27 

5.7 

def 

44.7 

def 

32 

-5.4 

-35.8 

NM 

D-D 

NM 

Ashland  Oil 

61/60 

28 

4.3 

18.5 

81.8 

3.0 

29 

-1.7 

-11.4 

NM 

49.3 

NM 

Amerada  Hess 

•/dd 

29 

4.1 

def 

71.0 

def 

28 

-1.5 

-33.9 

NM 

P-D 

NM 

Crown  Central  Pet 

80/87 

30 

1.2 

def 

57.3 

def 

11 

2.6 

-14.8 

NM 

P-D 

NM 

USX 

52/« 

31 

0.6 

def 

84.7 

def 

5 

7.9 

-12.7 

NM 

P-D 

NM 

Diamond  Shamrock 

76/DD 

32 

0.2 

def 

90.7 

def 

6 

7.1 

-26.8 

NM 

D-D 

NM 

National  Intergroup 

na/na 

33 

def 

def 

70.0 

def 

33 

-10.7 

312.1 

NM 

D-D 

NM 

Tosco 

•/• 

34 

deftt 

def 

NE 

def 

34 

-11.8 

-42.0 

NM 

D-D 

NM 

Charter 

•/• 

35 

deft 

def 

NE 

def 

35 

-16.2 

-54.8 

NM 

D-D 

NM 

Medians 

11.0 

2.0 

70.0 

0.3 

0.8 

-14.8 

-28.5 

P-D 

Oilfield  services 

Schlumberger 

64/» 

1 

23.3% 

def 

11.7% 

def 

5 

3.3% 

-10.7% 

1 

-15.4% 

P-D 

low 

Baker  International 

75/85 

2 

13.4 

def 

52.8 

def 

6 

0.6 

-18.2 

NM 

P-D 

NM 

Halliburton 

72/70 

3 

12.1 

def 

11.1 

def 

14 

-9.7 

-21.1 

3 

-37.2 

P-D 

high 

LB  Foster 

51/DP 

4 

11.5 

def 

510.9 

def 

12 

-6.9 

37.0 

NM 

P-D 

NM 

Zapata 

59/pd 

5 

10.8 

def 

190.8 

def 

16 

-11.9 

-34.2 

NM 

P-D 

NM 

McDermott  Intl 

27/DD 

6 

7.4 

18.3% 

63.3 

6.6% 

10 

-5.3 

1.0 

2 

-19.5 

D-P 

low 

NL  Industries 

60/dp 

7 

5.7 

def 

56.6 

def 

15 

-11.4 

-42.4 

NM 

D-D 

NM 

Cameron  Iron  Works 

74/48 

8 

5.1 

def 

48.6 

def 

13 

-8.7 

4.5 

NM 

P-D 

NM 

Dresser  Industries 

31/dd 

9 

4.7 

def 

23.0 

def 

8 

-2.0 

-5.1 

NM 

P-D 

NM 

Hughes  Tool 

•/• 

10 

4.3 

def 

75.2 

def 

9 

-3.4 

-29.7 

NM 

P-D 

NM 

UGI 

20/DD 

11 

3.8 

def 

52.7 

def 

4 

5.4 

-14.6 

NM 

P-D 

NM 

Western  Co  No  Amer 

•/DD 

12 

3.3 

def 

285.7 

def 

7 

-1.1 

-46.9. 

NM 

D-D 

NM 

Global  Marine 

•/dd 

13 

def 

def 

1651.6 

def 

3 

9.4 

-36.7 

NM 

D-D 

NM 

Gearhart  Industries 

•/• 

14 

def 

def 

128.9 

def 

1 

20.6 

-21.9 

NM 

P-D 

NM 

Smith  International 

•/dd 

15 

def 

def 

220.6 

def 

11 

-6.7 

-30.7 

NM 

D-D 

NM 

Masco  Industries 

22/  2 

NA 

13.5 

417.1 

1.9 

2 

9.9 

9.9 

NA 

-42.7% 

NA 

Medians 

5.1 

def 

69.3 

def 

-2.7 

-19.7 

NM 

P-D 

Industry  medians 

10.9 

-0.8 

63.1 

def 

0.5 

-15.4 

-34.0 

P-D 

Ail-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit  PD:  Segment  profit,  total  deficit  D-D:  Deficit  to  deficit.  D-P:  Deficit  to 
profit.    P-D:  Profit  to  deficit,    def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful    tFour-year  average.    t+Three-year  average.  ttThree- 

year  growth.    For  further  explanation,  see  page  61. 
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REAKTHROUGH: 

i  FAIL-SAFE  SYSTEM  FOR 
ETTING  YOUR  MESSAGE  ACROSS. 

ir  years,  businesses  have  been  saving  money 
sending  data  between  computers  and  terminals 
i  communications  networks.  But  what  if  a  line 
»es  down,  or  a  communications  processor 
ils?  Important  information  can  be  lost  in  a  sea 
electronics. 

Our  solution:  The  built-in  fail-safe  features  of 
mnetf  one  of  the  world's  largest  data 
immunications  networks.  If  a  line  goes  down, 
any  component  of  the  network  malfunctions, 
mnet  will  instantly  resend  or  reroute  the 
formation.  Correction  and  protection  features 
duce  the  probability  of  transmission  error 
one  in  more  than  four  billion  bits — the 
[uivalent  of  a  100-words-per-minute 
cretary  typing  a  lifetime  without  an  error.  That's 
liability  users  depend  on  to  deliver  data 
tact  anywhere,  anytime. 
We're  creating  breakthroughs  that  make  a 
{Terence  in  the  way  things  work  and  the  way 
;ople  live. 


ORMATION  SYSTEMS  MILITARY  &  COMMERCIAL  AIRCRAFT  SPACECRAFTS  MISSILES  HEALTHCARE  SYSTEMS  HELICOPTERS  FINANCING 
86  McDonnell  Douglas  Corporation 


PACKAGING 

Metal  and  plastic  continued  their  onslaught, 
but  don't  count  out  glass  just  yet.  There's 
plenty  of  money  to  be  made  as  the  curtain 
slowly  falls. 


By  Stuart  Flack 

With  plastic  and  metal  containers  and  packages  every- 
where, the  glass  bottle  seems  a  relic  of  another  age,  and 
in  a  sense  it  is.  But  even  though  glass  will  continue  to  lose 
market  share,  that  isn't  necessarily  fatal.  Companies  are 
putting  more  emphasis  than  ever  on  boosting  efficiency  and 
shutting  down  excess  capacity.  That,  in  turn,  spells  good 
news  for  investors  in  glass  stocks.  On  balance,  the  margins  of 
such  firms  are  likely  to  remain  healthy,  and  the  odds  are  good 


that  glass  stocks  will  continue  to  be  good  buys  in  the  packaj 
ing  sector. 

Glass  container  shipments  have  been  steadily  falling  bi 
about  3.5%  annually  since  1980,  and  1986  was  the  year  tha 
the  industry  finally  and  fully  adapted  itself  to  that  trend.  Bi 
scrapping  11  plants  in  the  last  two  years,  the  industry  cu 
costs  sharply  and  wound  up  operating  90%  of  the  capacitl 
that  survived.  Meanwhile,  glassmakers  signed  a  new  laba 
contract  that  locks  in  yearly  wage  increases  of  only  aroum 
2%  through  1990. 


Most  improved 


Nobody  has  capitalized  on  the  recent  trends  in  the  packag-  Winfield  plans  to  keep  it  up  until  glass  reaches  around 

ing  business  better  than  Brockway  Inc.  Cutting  capacity,  50%  of  total  sales. 

paring  costs  and  diversifying  into  markets  in  plastics  and  But,  he  counsels,  "Never  lose  faith  in  the  glass  contain- 

cans  have  made  Brockway  the  most  improved  company  in  er."  After  all,  who  in  his  right  mind  would  want  to  break 


the  industry  for  1986. 

Back  in  1979  Brockway 's  chairman  and 
chief  executive  officer,  John  A.  Winfield, 
started  streamlining  his  core  business. 
Since  then,  he  has  closed  three  glass  manu- 
facturing plants,  cutting  capacity  by  14%. 
He  has  modernized  his  remaining  factories, 
boosting  productivity  at  an  annual  rate  of 
5%  since  1980. 

Brockway's  13.1%  return  on  equity 
stands  well  above  its  five-year  average  of 
5.1%  and  right  at  the  industry  median.  The 
company's  earnings  are  up  72%  from  1985 
and  should  continue  to  rise.  Winfield  will 
look  for  further  acquisitions  in  cans  and 
plastics  in  1987. 

"In  1979  we  realized  that  glass  was  on  the 
decline,  and  if  we  wanted  growth,  we'd  have 
to  look  elsewhere,"  says  Winfield.  From 
near- total  dependence  on  glass  in  1980, 
Brockway  today  derives  only  64%  of  its 
revenues  from  glass,  with  1 7%  coming  from 
plastics,  14%  from  cans  and  5%  from  a 
sideline  investment  in  a  commuter  airline. 


open  a  can  of  Scotch? 
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should  come  as  no  surprise,  then,  that  return  on  share- 
ler  equity  at  Owens-Illinois  and  Brockway  (the  nation's 
iber  one  and  two  glass  container  producers)  was  well 
re  their  five-year  averages.  Ball  Corp.'s  increase  in  profit- 
ty  this  year  also  came  mainly  from  glass. 
5  glass  demand  dwindles,  plastics  continue  to  find  new 
kets.  Demand  in  this  fastest-growing  sector  of  the  packag- 
industry  was  solid  in  1986,  and  production  costs  stayed 
Dorsey  Corp.,  a  onetime  glassmaker  now  completely 
rsified  into  plastics,  exceeded  its  five-year  average  return 
quity  even  though  its  much  vaunted  Petainer  (a  plastic 
:rage  can)  fell  flat  in  a  test  market  with  Coke  this  year.  So 
h  for  the  death  of  the  aluminum  can. 
lipments  of  cans  increased  around  4%,  taking  market 
e  from  glass  in  the  beer  segment  for  the  fourth  year  in  a 
July's  increase  in  the  price  of  aluminum  was  offset  by  a 
in  December,  which  should  keep  cans  competitive. 


In  the  food  can  market  Heinz,  Campbell  Soup,  Del  Monte 
and  RJR  Nabisco  continued  filling  more  and  more  of  their  can 
needs  by  going  to  outside  suppliers.  But  there  may  be  trouble 
brewing  in  this  once-steady  segment,  which  accounts  for 
around  27%  of  all  can  shipments.  "Frozen  foods  are  gaining 
popularity,"  says  Merrill  Lynch  analyst  Richard  Palm.  "The 
single-serving  food  containers  that  consumers  want  today 
have  to  be  made  of  plastic.  You  can't  put  a  can  in  the 
microwave." 

There  was  plenty  of  maneuvering  for  position  this  year 
between  glass  and  plastics,  but  the  big  maneuver  was  Triangle 
Industries'  $570  million  acquisition  of  American  Can's  pack- 
aging business.  This  makes  Triangle  the  largest  packaging 
company  in  the  U.S.,  with  domestic  sales  of  around  $2.5 
billion  in  cans,  $500  million  in  plastics  and  $350  million  in 
glass.  Triangle  is  now  a  powerful,  though  highly  leveraged, 
presence.  ■ 


Packaging 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
lpany  sales/profits 

latest      debt  as  net 
5-year     12           %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

rson  Smurfit  61/na 
;s  River  Corp  Va  na/na 
Howard  Paper  na/na 
3  Laboratories  35/36 
jco  Products  78/58 

1  25.6%     17.6%    186.8%  2.4% 

2  21.7       13.2        84.5  3.8 

3  21.6       14.7       29.7  10.9 

4  19.4       21.1        81.7  4.3 

5  17.2       17.8        17.2  5.6 

6  13.4%  41.3% 

1  51.3  22.0 

2  31.8  8.4 
4           17.1  40.4 

7  12.3  13.7 

8              7.5%  8.0% 
2            22.4  -13.6 
5            13.2  1.7 
11              2.8  31.2 
7             8.0  9.6 

low 

high 
very  high 
very  low 
average 

ry  International  •/• 
Corp  74/78 
vay  29/31 
ral  Paper  Board  37/39 
m  Camp  32/11 

6  17.1        15.2        38.6  4.6 

7  17.0       17.6        24.0  5.4 

8  15.5       11.8         7.3  5.3 

9  12.6         9.1       145.7  2.8 
10           12.5        8.2        50.9  5.5 

9            9.7  15.2 
11            9.3  -0.9 

8           10.5  10.2 
10            9.6  25.2 
17            4.3  4.7 

3  14.1  -2.4 

4  13.5  15.0 
10              3.8  3.7 
16           -15.9  41.8 
14            -6.9  -5.2 

very  high 
very  high 

low 
very  low 

low 

nison  Mfg  54/48 
ngle  Industries  88/« 
is  66/57 
vn  Cork  &  Seal  •/• 
;ey  68/66 

11  12.5         5.7        53.5  1.8 

12  11.9       65.6      382.3  2.2 

13  11.4        12.7        48.9  3.0 

14  11.2       14.4         6.0  4.9 

15  8.7       13.8       30.6  2.2 

13            6.2  4.1 
3          26.7  88.3 

18  3.3  7.2 
20            0.2  11.3 

19  2.0  -1.0 

15           -15.5  -54.6 
NM  16.9 
6              9.4  12.4 
9             5.1  16.6 
NM  27.2 

very  low 

NM 
average 

low 

NM 

ns-Illinois  83/83 
?view  Fibre  55/20 
d  32/12 
mational  Paper           46/  5 
e  Cascade  32/22 

16  8.2       11.9        28.5  5.1 

17  7.8       13.2        67.4  6.1 

18  7.2        8.6       46.5  3.0 

19  7.0         6.1        32.9  4.6 

20  5.2        5.8        75.0  2.4 

23          -2.0  -0.9 

14  5.6  0.7 

21  -0.7  7.2 

22  -1.8  4.3 

15  5.4  -1.0 

12  1.3  19.5 
1             68.6  73.7 

NM  -14.6 
18           -24.1  D-P 

13  -5.8  57.9 

very  low 

high 

NM 
average 

low 

kway  Inc  (NY)  •/• 
hor  Hocking  24/37 
Glass  Mfg  •/• 
lor  Glass  •/• 
iple-Inland  55/52 

21  5.1        13.1        36.9  2.8 

22  1.1         def       44.5  def 

23  def        def       30.9  0.1 
NA     201.7      181.6  3.5 
NA        8.6       27.6  6.1 

12            7.7  4.3 

24  -5.6  2.5 

25  -12.4  0.4 
5           16.2*  NA 

16            4.5  -1.2 

17           -19.7  72.1 
NM  D-D 
NM  D-D 
NA  NA 
NA  -16.6 

low 
NM 
NM 
NA 
NA 

stry  medians 

11.9       13.1        44.5  3.8 

6.2  6.0 

1.3  9.6 

ndustry  medians 

12.6       13.0        46.0  3.9 

7.1  3.9 

-0.9  2.8 

90%  or  more.    D-D:  Deficit  to  deficit    D-P:  Deficit  to  profit,    def:  Deficit.    NA:  Not  available    NM:  Not  meaningful    tFour-year  growth.    For  further  explanation, 
e  page  61. 
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PAPER 

Foreign  suppliers  were  held  in  check,  and  widening  margins 
caused  stock  prices  to  shoot  upward. 
But  how  much  longer  can  the  party  go  on? 


By  Kathleen  K.  Wiegner 


The  stocks  in  this  industry  handily  outperformed  the 
market  in  1986,  but  not  primarily  because  of  improving 
sales  or  new  market  conquests.  As  with  so  many  other  com- 
panies in  business  these  days,  earnings  gains  in  the  paper 
industry  came  largely  from  cutting  costs,  scrapping  unprofit- 
able product  lines  and  intensifying  efforts  in  markets  where  a 
dominant  position  was  already  established.  The  falling  dollar 
also  helped.  While  earnings  fell  short  of  past  records,  together 
these  factors  sharply  lifted  earnings  for  most  paper  producers 
over  depressed  1985  levels.  Stock  averages  were  up  30%,  as 
against  the  Standard  &  Poor's  500  average,  which  rose  by  only 
18%  during  the  year. 

After  the  price  collapse  of  1985,  triggered  in  part  by  foreign 
competition,  prices  in  1986  recovered  while  wood  and  energy 
costs  declined.  One  exception:  certain  coated  stocks,  demand 
for  which  continued  weak.  Magazines  and  catalogs  are  big 
users  of  these  papers.  When  their  business  was  booming  in 


the  late  1970s  and  early  1980s,  many  suppliers  added  ne 
capacity — too  much,  it  turned  out.  Now  magazine  advertisi; 
is  off,  and  weaker  mail-order  sales  have  translated  into  few 
catalogs.  The  result  has  been  bad  news  for  companies  li 
Consolidated  Papers,  Inc.,  a  leading  producer  of  coated  pape 
whose  earnings  declined  an  estimated  12%. 

By  and  large  most  companies  found  it  cheaper  to  acquire . 
existing  business  than  to  build  a  new  mill.  The  paper  make 
in  short,  like  so  many  other  suppliers  of  manufacturing  ai 
construction  equipment,  are  trying  to  adjust  to  an  econon 
that  no  longer  promises  much  growth  in  demand  for  the 
products. 

Thus,  in  November,  International  Paper  Co.  completed 
$1.1  billion  acquisition  of  Hammermill  Paper  Co.,  maki; 
International  the  largest  producer  of  uncoated  free  sheet 
the  U.S.  In  June  Fort  Howard  Paper  Co.,  already  one  of  t 
largest  U.S.  makers  of  paper  products  for  food  and  drii 
service,  completed  its  acquisition  of  Lily-Tulip,  Inc.,  anoth 
leading  producer  of  paper  plates  and  cups,  fames  River  C 


Paper 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earning 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stabilif 

Ictfcrson  Smurfit 

38/na 

25.6% 

17.6% 

186.8% 

2.4% 

5 

13.4% 

41.3% 

7 

7.5% 

8.0% 

low 

lames  River  Corp  Va 

na/na 

2 

21.7 

13.2 

84.5 

3.8 

1 

51.3 

22.0 

2 

22.4 

-13.6 

high 

Fort  Howard  Paper 

na/na 

3 

21.6 

14.7 

29.7 

10.9 

2 

31.8 

8.4 

4 

13.2 

1.7 

very  hig 

Consolidated  Papers 

•/• 

4 

18.8 

19.3 

1.0 

14.4 

11 

7.4 

-8.4 

3 

14.7 

-8.8 

average 

Bowater 

•/• 

5 

18.5 

10.9 

105.5 

5.6 

20 

3.6 

-0.1 

12 

^.0 

-40.1 

very  lov 

Pentair 

68/57 

6 

17.8 

10.0 

117.3 

2.4 

4 

23.9 

2.1 

6 

8.5 

-37.6 

average 

Media  General 

28/31 

7 

15.7 

11.2 

64.1 

5.6 

6 

12.6 

8.5 

10 

4.8 

1.9 

average 

Kimberly-Clark 

20/30 

8 

15.1 

14.8 

27.1 

6.1 

9 

9.0 

7.6 

9 

6.1 

-3.1 

average 

Federal  Paper  Board 

52/54 

9 

12.6 

9.1 

145.7 

2.8 

7 

9.6 

25.2 

19 

-15.9 

41.8 

very  lov 

Union  Camp 

49/80 

10 

12.5 

8.2 

50.9 

5.5 

17 

4.3 

4.7 

15 

-6.9 

-5.2 

low 

Westvaco 

87/* 

11 

11.9 

10.7 

47.7 

6.0 

19 

4.1 

5.2 

11 

1.9 

2.7 

very  lov 

Gt  Northern  Nekoosa 

•/• 

12 

10.4 

5.8 

36.6 

3.0 

12 

7.4 

3.4 

18 

-10.0 

^.3 

low 

•  90%  or  more.  DP:  Segment  deficit,  total  profit, 
explanation,  sec  page  61. 


D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit,    def:  Deficit    NA:  Not  available    NM:  Not  meaningful.    For  further 
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r.ed  up  most  of  Crown  Zellerbach's  paper  operations,  then 
I  the  distribution  part  of  the  business  to  Mead  Corp. 
mecticut-based  Champion  International  Corp.  sold  its 
kaging  operations  to  Stone  Container,  making  that  firm  a 
ler  in  the  manufacture  of  unbleached  containerboard  and 
;ral  other  product  lines. 

/hat  about  this  year?  Though  currently  held  at  bay  by  a 
iker  dollar,  foreign  competition  is  hardly  likely  to  go  away, 
ddition  to  traditional  rivals  from  Canada  and  Europe,  U.S. 
is  now  also  contend  with  competition  from  Brazil  and  a 
aber  of  Third  World  countries;  they  have  become  tough 
Is  as  a  result  of  their  abundant  sources  of  low-cost 
)d  pulp. 

dding  capacity  right  now  may  not  be  wise  for  U.S.  produc- 
But  they  need  to  keep  mindful  of  the  capacity  building  up 
side  the  U.S.  lest  a  surprise  increase  in  demand  bring  in  a 
ign  invasion  of  such  magnitude  as  to  turn  the  paper 
ket  into  the  latest  version  of  Silicon  Valley  at  the  hands  of 
in.  ■ 


Most  improved 


When  T.  Marshall  Hahn  Jr. was  named  chief  executive  of 
Georgia-Pacific  after  a  management  shakeup  in  1982,  the 
company's  balance  sheet  had  83  cents  of  debt  for  every  $1 
of  equity,  a  heavier  such  burden  than  any  other  major 
paper  company.  Worse,  return  to  shareholders  on  that 
equity  was  2%,  one  of  the  lowest  paybacks  to  investors  of 
any  top  competitor.  Today  Georgia-Pacific  boasts  a  more 
manageable  49%  debt-to-equi- 
ty ratio,  earnings  are  rising 
and — at  a  recent  $38 — the 
stock  stands  close  to  its  ten- 
year  high.  For  that  dramatic 
turnaround,  Georgia-Pacific 
stands  out  as  the  paper  indus- 
try's most  improved  company 
for  1986.  How  did  Hahn,  a  for- 
mer president  of  Virginia  Poly- 
technic Institute  &  State  Uni- 
versity, orchestrate  the  recov- 
ery? In  brief,  by  restructuring 
his  company  sooner,  more  rap- 
idly and  more  effectively  than 
his  competitors.  Specifically,  Hahn  sold  off  operations  in 
chemicals  and  energy  businesses,  both  markets  in  which 
Georgia-Pacific  had  expanded  during  the  inflationary 
1970s,  and  used  the  proceeds  to  pay  down  debt  and 
increase  Georgia-Pacific's  paper  business.  Says  Hahn: 
"We  identified  the  fact  that  commodity  chemicals  were 
not  related  to  our  core  business  and  that  the  world 
situation  had  changed."  Over  30%  of  the  company's 
sales  came  from  pulp  and  paper  in  1986,  up  25%  from  a 
decade  ago. 
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into  another  company  or  went  private  in  a  leveraged  buyoi 
Players  in  the  game  included  the  Campeau  Corp.,  which  pi 
$3.7  billion  for  Allied  Stores  Corp.;  top  management  at  R. 
Macy  &  Co-.,  which  took  the  company  private  in  a  $3.7  billi 
leveraged  buyout;  May  Department  Stores,  which  paid  $, 
billion  for  Associated  Dry  Goods;  Woodward  &  Lothrc 
which  has  agreed  to  buy  the  John  Wanamaker  division 
Carter  Hawley  Hale  for  a  reported  $180  million;  and  Peopl 
Jewellers  and  Swarovski  International  Holding  A.G.,  whi 
are  paying  $550  million  for  the  Zale  Corp.  Most  recent 
Carter  Hawley  has  decided  to  split  itself  in  half,  as  a  result  o 
$2  billion  takeover  bid. 

Why  the  buying  and  selling?  Management  at  Macy's, 
stock  depressed  partly  because  of  debt  from  a  rapid  expansi 
program,  feared  a  takeover  and  acted  first.  Associated  C 
Goods  was  poorly  managed.  The  May  Co.,  a  top  perform 
believed  it  could  improve  Associated's  profitability,  especi 
ly  at  Associated's  ailing  Caldor  division.  Allied  was  w 
managed,  but  the  Campeau  Corp.  decided  its  real  esta 
holdings  were  undervalued  on  the  balance  sheet. 


Retailing 
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RETAILING 

Retail  sales  were  up  in  1986, 
but  the  bargains  were 
found  on  Wall  Street,  not  on 
the  shelves. 


By  Jeffrey  A.  Trachtenberg 

Retail  insiders  didn't  pick  up  that  extra  pair  of  $40 
Calvin  Klein  jeans  last  year,-  they  bought  stocks.  In  1986 
many  major  department  store  chains  in  the  country  either 
came  under  attack  in  a  hostile  takeover  attempt,  were  merged 
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Most  improved 


rhere  were  several  worthy  run- 
lersup,  but  the  most  improved  re- 
ailer  for  1986  was  clearly  The 
lap.  During  the  year  the  San  Fran- 
isco-based  firm  expanded  its 
rendy  Banana  Republic  division 
nto  64  outlets  while  adding  44 
nore  Gap  stores,  to  bring  the  total 
o  664.  Moreover,  the  company 
old  its  one  losing  division — the 
'ottery  Barn — to  Williams- 
lonoma,  although  at  a  loss. 

Donald  Fisher,  The  Gap's  chair- 
nan  and  chief  executive,  thinks 
lis  single  most  important  move 
luring  the  year  was  allowing  Mil- 


Gap  Chairman  Donald  Fisher 


shonn.4  Valesk-t  Y!' 


lard  Drexler,  president  of  the  Gap 
division,  to  reposition  that  unit. 
Says  Fisher,  "He  moved  us  toward 
an  older  customer,  18  and  up,  and 
away  from  highly  fashionable 
clothing  to  more  traditional 
looks." 

Next  on  Fisher's  agenda:  expand- 
ing the  Gap  Kids  stores  and  moving 
into  Europe.  By  the  fall  of  1987  The 
Gap  expects  to  have  four  Gap 
stores  in  London,  plus  one  Banana 
Republic.  Fine,  but  will  shoppers 
still  be  clamoring  for  safari  and  tra- 
ditional styles  by  then?  Come  back 
next  year  and  find  out. 
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As  for  1987,  a  new  owner  of  Federated  could  well  spin  off 
Bloomingdale's,  with  its  $1  billion  in  annual  sales.  Some 
observers  say  Bloomingdale's  alone  would  be  worth  $2  billion 
on  Wall  Street.  The  new  tax  laws  should  also  improve  cash 
flow  by  reducing  taxes. 

Undervalued  real  estate — including  current  long-term 
leases — is  of  paramount  concern  today.  Explains  retail  con- 
sultant Howard  Davidowitz:  "Retail  real  estate  is  reflected  at 
its  original  price  on  a  balance  sheet,  and  it  is  then  written 
down.  So  its  true  value  may  be  20  times  what  is  reported. 
When  W.T.  Grant  was  liquidated,  for  example,  bondholders 
were  paid  off  from  real  estate  sales.  Leases,  too,  are  valuable. 
Say  you  are  in  the  eleventh  year  of  a  20-year  lease.  Market 
rent  could  be  three  times  what  you  are  paying.  An  acquirer 
gets  that  lease." 


That  said,  1986  wasn't  a  good  year  for  all  retailers.  Ba 
Inc.  sold  many  of  its  retail  chains,  including  Gimbcls  i 
Frederick  &  Nelson.  The  venerable  Ohrbach's  chain  v 
disappear,  with  the  Manhattan  flagship  store  being  comrr 
cially  redeveloped  by  the  Amcena  Corp.,  Ohrbach's  par* 
company.  Amcena  is  also  closing  five  other  East  Coast  O 
bach's  stores  and  intends  to  reopen  them  as  part  of 
Howland-Steinbach  chain. 

One  major  concern  all  retailers  share  is  rising  debt.  G 
sumers  owed  $573  billion  through  July  1986,  against  $: 
billion  a  year  earlier.  Eventually  that  spending  spree  v 
come  to  an  end.  Maybe  it  already  has.  Some  of  the  bigg 
stores,  such  as  Sears,  Roebuck  &  Co.,  say  the  number 
consumers  failing  to  pay  their  credit  balances  is  higher  tl 
expected.  ■ 


Retailing 
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2 

5.2 

7.6 

NM 

P-D 

NM 

Medians 

8.7 

12.6 

63.2 

2.3 

3.5 

9.6 

-2.6 

40.6 

Shoes 

Melville 

31/34 

1 

23.8% 

20.9% 

5.6% 

4.5% 

I 

16.0% 

10.6% 

1 

1 1 .6% 

16.4% 

very  hi 

Edison  Bros  Stores 

65/44 

2 

16.6 

12.9 

30.6 

3.2 

3 

3.7 

10.2 

3 

-6.8 

59.3 

low 

Brown  Group 

44/na 

3 

15.7 

11.9 

38.8 

3.2 

4 

3.6 

-4.1 

2 

-0.2 

51.0 

very  lo 

Morse  Shoe 

79/38 

4 

7.5 

6.8 

63.4 

1.6 

2 

5.0 

6.7 

NM 

12.8 

NM 

FW  Woolworth 

26/46 

5 

4.3 

15.9 

27.0 

3.1 

6 

-4.4 

7.0 

NM 

26.2 

NM 

Genesco 

46/59 

6 

def 

def 

135.9 

def 

5 

-3.9 

-5.0 

NM 

D-D 

NM 

Medians 

11.6 

12.4 

34.7 

3.2 

3.7 

6.9 

-6.8 

21.3 

Miscellaneous 

Highland  Superstores 

•/• 

1 

63.8% 

26.3% 

18.7% 

4.0% 

3 

36.2% 

45.9% 

2 

61.3% 

22.7% 

very  hij 

Price  Co 

•/• 

2 

59.3 

35.4 

0.9 

2.2 

1 

67.2 

44.4 

1 

70.7 

22.6 

very  hi. 

Tandy 

68/NA 

3 

34.0 

16.8 

14.0 

6.4 

10 

16.2 

6.5 

11 

15.0 

2.3 

averag 

Circuit  City  Stores 

•/• 

4 

27.7 

22.8 

66.6 

3.2 

2 

41.0 

37.6 

3 

53.4 

24.7 

very  hi. 

Toys  "R"  Us 

•/• 

5 

24.6 

15.8 

11.1 

5.7 

7 

27.7 

14.1 

6 

28.9 

4.6 

very  hi. 

General  Host 

68/45 

6 

23.7 

16.5 

133.9 

6.4 

14 

6.4 

9.4 

4 

32. Ot 

-57.0 

low 

Hechinger 

•/• 

7 

19.5 

14.7 

58.6 

4.8 

8 

23.5 

19.6 

7 

25.4 

9.2 

very  hi. 

Genuine  Parts 

68/79 

8 

19.0 

16.9 

3.1 

5.2 

13 

10.6 

3.3 

12 

6.8 

0.0 

very  hi; 

Payless  Cashways 

•/• 

9 

18.8 

12.8 

36.5 

2.8 

4 

31.2 

11.7 

9 

18.5 

12.8 

high 

Lowe's  Cos 

•/• 

10 

17.3 

14.4 

34.3 

2.7 

9 

20.5 

18.4 

5 

30.1 

-6.0 

very  hi; 

Sherwin-Williams 

42/38 

11 

15.4 

17.3 

28.2 

3.6 

12 

11.2 

2.0 

8 

21.5 

10.8 

very  hi; 

Scotty's 

•/• 

12 

15.1 

7.3 

33.2 

2.5 

11 

13.2 

8.7 

13 

3.2 

-31.7 

low 

Perry  Drug  Stores 

24/na 

13 

14.4 

10.4 

126.3 

1.3 

6 

28.8 

31.0 

10 

17.1 

-17.4 

very  hi; 

Intermark 

65/78 

14 

13.5 

def 

322.6 

def 

5 

30.3 

2.0 

NM 

D-D 

NM 

American  Can 

46/34 

15 

4.7 

15.6 

39.0 

4.9 

17 

-3.3 

9.6 

NM 

63.6 

NM 

Evans  Products 

81/DD 

16 

def 

def 

NE 

def 

15 

-2.0 

-10.1 

NM 

D-D 

NM 

Wickes  Cos 

65/50 

17 

deftt 

6.6 

208.4 

1.8 

16 

-2.1 

31.5 

NM 

-70.7 

NM 

Child  World 

•/• 

NA 

5.7 

18.5 

1.5 

24.2 

NA 

NA 

NA 

NA 

Costco  Wholesale 

•/dd 

NA 

10.8 

149.6 

0.5 

NA 

105.6 

NM 

D-P 

NM 

Medians 

18.8 

14.7 

34.3 

2.8 

22.0 

12.9 

17.8 

2.3 

Industry  medians 

16.5 

13.0 

52.4 

2.7 

12.6 

8.8 

11.6 

7.5 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

•  90%  or  more.    DD:  Segment  deficit,  total  deficit.    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit    D-P  Deficit  to  profit    P-D:  Profit  to  deficit, 
def:  Deficit.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful.    tFour-year  average.    ^Four-year  growth    ttThree  year  average.    ttThree  year 

growth.    For  further  explanation,  see  page  61. 
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than  ever. 

We're  offering  alternatives  like 
HMOs  and  preferred  provider 
programs.  And  we're  supplying  our 
customers  with  useful  health  care  and 
wellness  information. 

As  a  result,  we  can  help  manage 
costs  for  Met  Life  group  customers, 
without  losing  sight  of  the  quality  of 
their  employees'  health  care.  And  that 
makes  everybody  happy. 

Jack  Moynahan  and  his  team. 
They're  one  more  reason  why  it  pays  to 
get  Met. 

Get  Met.  It  Pays. 

fb  Metropolitan  Life 

TJ|p  AND  AFFILIATED  COMPANIES 


costs. 

Using  the  latest  information 
technology,  and  the  analytical  skills  that 
come  from  our  years  of  health  care 
industry  experience,  we  can  do  more 

Improving  health  care  coverage  for  millions 

OF  PFOPI F  Wnill  n  PUT  A  SMILE  ON  ANYONE'S  FACE  1 


SURFACE 

TRANSPORTATION 

For  railroads,  the  light  is  still  at  the  end  of  that 
long  tunnel.  For  truckers,  it  was  bankruptcy  for  some, 
prosperity  for  others. 


By  Peter  Fuhrman 


According  to  the  experts,  1986  was  to  have  been  a 
turnaround  year  for  the  nation's  railroads.  It  wasn't.  Fuel 
prices  and  labor  costs,  which  account  for  60%  of  railroad 
expenses,  were  at  their  lowest  levels  in  recent  history,  but 
business  was  sluggish  for  the  kind  of  freight  the  rails  haul,  and 
there  were  tremendous  writeoffs  as  the  industry  worked  hard 
at  cutting  costs. 

When  will  the  turnaround  come?  The  railroads  are  learning 
how  to  compete  in  a  deregulated  world,  and  to  succeed  they 
must  not  only  cut  costs  but  also  win  more  traffic.  The  bright 
spot  is  the  continuing  reduction  in  manpower  in  what  has 
been  recognized  as  the  most  featherbedded  industry  in  the 
nation.  Although  traffic  was  down  only  marginally  in  1986, 


railroad  employment  was  chopped  by  9%,  to  295,000,  whic 
is  down  from  502,000  seven  years  ago.  Costs  of  chopping  th 
work  force  accounted  for  a  good  chunk  of  huge  writeoff 
These  amounted  to  $1  billion  each  at  Burlington  Northen 
Union  Pacific  and  Santa  Fe  Southern  Pacific. 

Another  fundamental  trend  is  the  gradual  spinoff  of  costj 
spur  lines.  The  reborn  regional  spurs,  under  new  managemer 
and  unfettered  by  costly  union  make-work/make-pay  rule) 
are  lowering  their  rates  and  winning  back  some  of  the  loci 
business  lost  to  the  truckers.  They  are  now  becoming  tl 
most  profitable  railroad  operations  in  the  nation. 

The  rail  industry  still  has  some  battles  to  fight.  First:  Tl 
railroads  count  on  the  Supreme  Court  to  outlaw  secondai 
boycotts — they  are  illegal  everywhere  but  in  the  railroad  an 
airline  industries.  Then  individual  lines  might  fight  throug 


Surface  transportation 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earnin; 

Company 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stabilit 

Railroads 

Kansas  City  Southern 

70/83 

1 

14.9% 

0.2% 

79.3% 

0.3% 

5 

8.4% 

-2.1% 

2 

8.9% 

-98.5% 

high 

Burlington  Northern 

46/58 

2 

12.7 

def 

81.2 

def 

1 

18.2 

-15.6 

1 

9.2 

P-D 

averag 

Norfolk  Southern 

89/« 

3 

12.4 

10.4 

16.6 

12.1 

7 

2.2 

12.8 

5 

-2.1 

1.2 

very  lo 

Union  Pacific 

48/60 

4 

10.8 

def 

52.9 

def 

4 

10.1 

-8.7 

6 

-2.7 

P-D 

very  lo 

Santa  Fe  Southern 

71/20 

5 

9.9 

4.5 

27.9 

4.5 

8 

1.5 

-10.2 

4 

0.6 

-37.6 

very  lo 

CNW 

•/dd 

6 

9.5 

0.1 

137.4 

0.4 

10 

-1.3 

8.1 

NM 

D-P 

NM 

American  Standard 

24/21 

7 

9.5 

11.3 

18.3 

3.1 

6 

3.6 

-7.3 

7 

-29.8 

-10.4 

high 

IC  Industries 

23/18 

8 

8.4 

def 

100.7 

def 

9 

0.8 

-3.6 

3 

1.3 

P-D 

very  lc 

• 

CSX 

65/72 

9 

8.0 

def 

69.5 

def 

2 

10.1 

-11.5 

NM 

P-D 

NM 

Soo  Line 

•/16 

10 

6.7 

def 

124.7 

def 

3 

10.1 

19.9 

NM 

D-D 

NM 

GATX 

30/« 

11 

def 

8.3 

591.5 

4.9 

11 

-8.0 

-24.3 

NM 

D-P 

NM 

Medians 

9.5 

0.1 

79.3 

0.3 

3.6 

-7.3 

-2.7 

P-D 

Tracks  and  leasing 

33/  2 

1 

27.7% 

16.5% 

175.9% 

3.7% 

1 

139.1% 

28.0% 

1 

159.9t% 

127.6% 

very  hig) 

Carolina  Freight 

•/• 

2 

20.3 

16.6 

70.6 

3.0 

2 

18.1 

13.4 

4 

16.5 

15.1 

high 

Mayflower  Group 

71/53 

3 

19.3 

11.3 

106.7 

1.1 

3 

16.5 

45.7 

2 

36.4 

-31.2 

very  higl 

Roadway  Services 

•/• 

4 

18.8 

12.2 

0.0 

4.4 

8 

7.2 

11.7 

8 

4.4 

-10.9 

low 

Consol  Freijhtways 

83/» 

5 

18.1 

14.7 

9.3 

4.3 

10 

5.8 

11.1 

7 

5.5 

12.2 

very  low 

•  90%  or  move.  DD:  Segment  deficit,  total  deficit.  DP:  Segment  deficit,  total  profit.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit  P-D:  Profit  to  deficit. 
Deficit.    \'A  No:  available.    NM:  Not  meaningful.    tFour-year  average.    ^Four-year  growth.    ^Three-year  growth    For  further  explanation,  see  page  61. 
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Most  improved 


k>  company  more  deftly  rode  the 
licking  industry's  favorable  momen- 
im  in  1986  than  Arkansas  Best.  In 
:ss  than  three  years  Arkansas  Best 
aubled  its  size  while  transforming 
self  from  a  southern-based  regional 
ucker  to  a  leading  national  carrier — 
.1  without  significantly  diluting 
lareholder  equity.  "We're  just  begin- 
ing  to  reap  the  fruits  of  our  labors," 
lys  H.L.  Hembree,  who's  been  at  Ar- 
ansas Best  for  29  years,  13  as  chair- 
lan,  and  is  its  largest  shareholder. 


chjrk-s  rhttche 


Arkatisas  Best's  H.L.  Hetnbret 


Hembree's  trick  is  that  he  looks 
beyond  the  next  truck  stop.  He  invest- 
ed $219  million  over  three  years  to 
triple  the  number  of  freight  terminals, 
renegotiated  union  contracts  and  dis- 
carded the  company's  least  profitable 
accounts.  Result:  Return  on  share- 
holder equity  increased  to  21.5%, 
while  earnings  rose  38.5%,  and  Ar- 
kansas Best's  stock  doubled,  to  27. 
And  Hembree  has  no  intention  of 
slowing  down.  "We  are  going  to  just 
keep  expanding,"  he  says. 


;es,  and  maybe  break  them,  which  means  negotiating 
i  strength  with  their  unions  in  coming  years, 
cond:  Beating  back  efforts  by  coal  companies  and  utilities 
:t  Congress  to  reimpose  some  form  of  federally  regulated 
ng.  Basic  self-interest  should  sway  Congress  here,  since 
.  meddling  would  likely  lower  the  value  of  the  govern- 
t-owned  Conrail,  which  Washington  will  sell  off  in  the 
lg  for  something  like  $2  billion. 

lird:  Empire  building — buying  into  trucking  and  ship- 
— had  better  work.  Last  year  Union  Pacific  paid  $1.2 
i>n  for  Overnight,  a  nonunion  trucking  firm,  and  CSX  paid 
I  million  for  Sea-Land,  the  containerized  shipper, 
urth  and  perhaps  most  crucial:  The  railroads  must  broad- 
leir  customer  base  beyond  industrial  raw  materials, 
iter  trucking,  where  to  the  survivors  went  the  spoils. 


After  deregulation  in  1979  the  number  of  licensed  carriers 
doubled;  then  came  the  jackknifing.  The  failure  rate  is  climb- 
ing. This  year  McLean  Trucking,  with  1985  sales  of  $600 
million,  folded. 

But  those  bankruptcies  loaded  more  than  $1  billion  in  extra 
business  for  the  survivors.  The  big  profits  concentrate  in  the 
less-than-truckload  (LTL)  segment,  with  Roadway,  Consoli- 
dated Freightways,  Yellow  Freight,  Carolina  Freight  and  Ar- 
kansas Best  running  fastest. 

Lower  fuel  prices  and  interest  costs  paid  dividends  for 
truckers,  but  the  fierce  competition  keeps  prices  down.  So 
why  do  the  truckers  do  better  than  the  railroads?  Because  the 
truckers  earn  four  times  as  much  on  every  pound  they  haul, 
and  that's  because  they're  hauling  most  of  the  good  stuff,  not 
sagging  commodities.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 
-segment- 
panv  sales/profits 

latest      debt  as  net 
5-year     12          %  of  profit 
rank        average  months    equity  margin 

latest 
5-year  12 
rank        average  months 

latest 
5-year  12 
rank        average  months 

earnings 
stability 

:r  System  •/• 
eway  Transport  •/• 
3W  Freight  System  •/• 
sehold  International    23/  7 
insas  Best  79/66 

6  18.0%     16.6%    168.3%  4.2% 

7  14.8        18.9        86.8  4.4 

8  14.6       21.8        17.7  4.2 

9  12.1       13.7      368.3  5.6 
10            10.0       21.5       126.0  3.1 

6  10.8%  34.1% 

7  9.6  -2.1 

4  14.4  10.6 
14          -7.2  -57.0 

5  11.2  16.5 

5  13.7%  21.0% 
9              3.2  147.1 

3             30.5  28.1 

6  9.3  6.4 
NM  38.5 

very  high 
very  low 

high 
average 
NM 

o  •/• 

ey  27/22 
•/• 

itemational  40/dp 

11  9.9        def      548.9  def 

12  8.7       13.8        30.6  2.2 

13  8.7f      12.1       281.9  3.2 

14  def        def       90.0  def 

9            7.0  -26.8 

12  2.0  -1.0 
11            3.9  9.7 

13  -1.7  -36.6 

NM  P-D 
NM  27.2 
10           -16.6  121.2 
NM  D-D 

NM 
NM 
average 
NM 

ians 

14.7       14.3        98.4  3.5 

8.4  10.9 

5.0  18.1 

ier  surface 

ean  Industries  •/• 
ander  &  Baldwin  68/74 
'hound  33/40 
rican  President  •/• 

1  16.0%      def      892.2%  def 

2  13.9       17.9%     32.7  18.3% 

3  11.6       10.4        58.3  4.7 
NA        0.7        62.8  0.3 

1  15.3%  12.6% 

3  4.1  2.1 

4  -16.0  2.9 

2  14.6  26.5 

NM  P-D 

1  11.8%  11.0% 
3            -3.2  4.5 

2  3.3tt  -93.9 

NM 
low 
low 
very  low 

ians 

13.9         5.6        60.6  2.5 

9.4  7.8 

0.1  -44.7 

stry  medians 

11.9       10.4        81.2  3.1 

7.2  2.9 

0.6  -10.4 

X>%  or  more.    DD:  Segment  deficit,  total  deficit    DP:  Segment  deficit,  total  profit.    D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit, 
f:  Deficit.    NA:  Not  available.    NM:  Not  meaningful    t  Four-year  average.    ^Four-year  growth    ^Three-year  growth    For  further  explanation,  see  page  & 
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TELECOMMUNICATIONS 

This  was  the  year  of  the  double 
standard:  better  to  serve 
customers  than  to  supply  them. 
More  phone  calls  meant  more 
profits  for  the  phone  companies, 
but  not  more  business  for  the 
equipment  makers. 


By  Kathleen  Healy 

In  1986  the  $160-billion-a-year  telecommunications  in- 
dustry developed  a  split  personality.  Companies  involved 
in  providing  services  to  customers  made  money  in  record 
amounts.  Companies  that  make  and  sell  equipment  did  not 
do  nearly  so  well.  Why?  With  large  capital  investments  al- 
ready in  place,  operating  companies  had  little  more  to  do  than 
sit  back  and  collect  money  from  their  customers,  whereas  a 
generally  weak  economy  and  the  high  cost  of  new  capital 
investment  discouraged  firms  from  expanding  their  systems. 


Earnings  of  manufacturers  suffered  accordingly. 

For  providers  of  service,  1986  was  a  banner  year.  AT6( 
turned  in  record  earnings  for  long  distance,  but  1987  could] 
different.  Recently  the  Federal  Communications  Commj 
sion  reduced  AT&T's  allowed  rate  of  return,  which  cou| 
lower  profits  by  as  much  as  $100  million.  Most  of  the  B« 
operating  companies  reported  peak  earnings  as  well. 

All  are  wrestling  for  market  share.  In  long  distance,  the  sal 
of  AT&T  versus  everyone  else  continued.  Because  of  the  FC 
ruling,  AT&T  announced  price  cuts  on  long  distance,  forcil 
MCI  and  others  to  do  the  same.  And  local  telephone  comp 


Telecommunications 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

earning 

Company 

sales/ptofits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stabilitl 

Carriers 

MCI  Communications 

•/• 

1 

32.4% 

7.2% 

133.0% 

3.1% 

1 

59.9% 

44.9% 

1 

34.4% 

-20.0% 

very  lov 

Centel 

60/84 

2 

17.3 

15.7 

81.0 

10.0 

8 

8.8 

-1.3 

6 

5.2 

4.4 

very  hig 

PacifiCorp 

21/11 

3 

15.6 

13.7 

106.8 

11.8 

3 

14.2 

3.4 

4 

7.1 

-13.5 

averagfl 

Contel 

71/« 

4 

15.6 

16.0 

139.4 

7.7 

2 

14.6 

27.0 

3 

7.4 

-2.9 

high 

Alltel 

77/» 

5 

14.9 

15.4 

107.0 

11.2 

4 

10.4 

3.7 

2 

8.1 

8.7 

very  hig 

So  New  England  Tel 

•/• 

6 

13.6 

13.5 

53.3 

9.9 

7 

9.2 

3.4 

5 

5.7 

11.7 

averagJ 

United  Telecom 

82/« 

7 

12.9 

0.1 

143.7 

0.4 

5 

10.0 

0.1 

7 

^32.9 

-99.6 

averag( 

7\f 

8 

11.9 

def 

96.0 

def 

6 

9.4 

-0.1 

NM 

P-D 

NM 

I  Western  Union 

•/do 

9 

def 

def 

159.6 

def 

9 

6.5 

-9.6 

NM 

D-D 

NM 

1  American  Tel  *  Tel 

»/• 

NA 

12.0 

46.3 

5.3 

NA 

1.4 

NA 

18.0 

NA  J 

Anwritecii 

•/• 

NA 

15.0 

59.1 

12.0 

NA 

4.6 

NA 

8.4 

NA 

Bell  Allan  tic- 

•/• 

NA 

14.7 

60.8 

12.1 

NA 

8.9 

NA 

9.2 

NA 

Be  liSouth 

•/• 

NA 

15.1 

56.3 

13.7 

NA 

9.8 

NA 

4.4 

NA 

Nynex 

•/• 

NA 

14.4 

62.4 

10.9 

NA 

8.9 

NA 

10.6 

NA 

Pacific  Telesis 

•/• 

NA 

14.3 

70.7 

11.7 

NA 

7.7 

NA 

6.3 

NA| 

•  90%  or  more  I>0:  Segment  deficit,  total  deficit.  D-D:  Deficit  to  deficit.  P-D  Profit  to  deficit,  def:  Deficit.  NA:  Not  available  NM:  Not  meaningful  For 
further  explanation  see  page  61. 
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Most  improved 


verall,  the  telecommunications  indus- 
y  in  1986  enjoyed  a  3.0%  earnings  gain 
rei  1985  levels,  with  a  similar  13.3% 
mp  in  return  on  equity.  But  one  com- 
iny,  Alltel  Corp.  of  Hudson,  Ohio, 
nked  far  ahead  of  the  averages.  The 
xth  largest  of  1,100  independent  phone 
impanies,  Alltel  buys  small  local 
lone  companies  and,  through  invest- 
ent  in  plant  and  equipment,  makes 
iem  more  cost-efficient  profit  centers. 
;cause  its  chairman  of  25  years,  Weldon 
ase,  pursued  that  strategy  more  effec- 
vely  than  any  of  his  competitors,  Alltel 
ood  out  as  the  industry's  most  dramati- 
illy  improved  company  for  1986.  In  fact,  with  a  total 
turn  to  shareholders  (stock  appreciation  plus  dividends) 
24%  annually  over  the  past  5  years,  it  has  done  consis- 
ntly  better  than  any  of  its  competitors.  "Because  our 

arkets  have  been  opened  to  competition,"  says  Case,    the  year,  to  41  recently. 


Steven  Begle:.-. 

"we've  had  to  build  a  larger,  more  di- 
verse organization  and  increase  profits 
from  our  telephone  companies  by  invest- 
ing in  technology." 

Since  the  1983  merger  that  formed  All- 
tel, the  company  has  bought  into  over  20 
firms,  including  the  acquisition  of  the 
20,000-customer  Heins  Telephone  of  San- 
ford,  N.  C.  and  a  $50  million  partnership  in 
three  fiber-optic  long-distance  compa- 
nies. And  by  spending  $  1 60  million  annu- 
ally on  plant  and  equipment,  Case  has 
given  his  acquisitions  a  revenue  boost 
that  sent  earnings  per  share  for  1 986  up  by 
8.7%,  yielding  1 1.2%  in  net  profits. 
The  result?  While  Alltel  is  the  smallest  company  of  the 
top  20  on  our  list,  its  return  on  equity  of  15.4%  is  among 
the  best  in  the  industry.  During  1986  Wall  Street  respond- 
ed accordingly,  boosting  Alltel's  stock  price  by  50%  during 


in  the  battle  for  customers,  have  introduced  a  range  of 
services,  such  as  charges  based  on  distance  called  as  well 
ne  on  the  line  or  the  time  of  day  a  call  is  placed, 
e  push  for  further  deregulation  continued  as  well,  with 
able  decisions  coming  mostly  on  the  state  level.  Nebras- 
ive  phone  companies  freedom  to  charge  what  they  want 
;rvice  as  long  as  increases  don't  exceed  10%  annually, 
versification  also  continued,  but  not  on  the  grandiose 

some  dreamed  of  only  a  few  years  ago.  Companies  are 
ing  to  get  into  the  mobile  communications  business  as 
:  than  500,000  people  now  pay  to  talk  from  their  cars — a 


market  that  may  reach  $3.2  billion  by  1990,  with  3  million 
people  chatting  behind  the  wheel. 

Restructuring  continued,  too.  In  one  dramatic  example, 
GTE  has  been  selling  off  parts  of  three  divisions:  half  its 
domestic  PBX  business  to  Fujitsu,  80%  of  its  international 
switch  manufacturing  operations  to  Siemens,  and  half  its 
Sprint  long-distance  service  to  United  Telecom.  And  AT&T 
not  only  pared  back  its  data  products  division  but  announced 
plans  to  cut  its  payroll  by  27,000,  mainly  through  costly  early 
retirement  incentives.  Those  accounted  for  a  third  of  the  $3 
billion  writeoff  AT&T  took  as  1986  ended.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

%  in 

latest 

debt  as 

net 

latest 

latest 

-segment- 

5-year 

12 

%of 

profit 

5-year 

12 

5-year 

12 

earnings 

pany 

sales/profits 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

stability 

western  Bell 

•/• 

NA 

13.1% 

63.6% 

12.3% 

NA 

1.8% 

NA 

-2.0% 

NA 

Vest 

•/• 

NA 

13.7 

64.5 

11.6 

NA 

6.9 

NA 

1.6 

NA 

lans 

14.9 

13.7 

70.7 

10.9 

10.0 

3.7 

5.7 

4.4 

lufacturing 

def 

Communications 

•/dd 

1 

17.3% 

del 

20.9% 

1 

45.3% 

-9.1% 

NM 

D-D 

NM 

ter  Bros 

•/• 

2 

15.1 

10.9% 

25.1 

3.4% 

4 

12.4 

0.8 

2 

-6.8% 

27.1% 

average 

-Com 

na/na 

3 

13.0 

2.7 

48.8 

2.2 

2 

19.1 

-31.6 

1 

0.9 

-68.5 

very  low 

)rola 

41/« 

4 

12.7 

7.4 

25.0 

3.1 

3 

13.6 

4.3 

3 

-10.6 

8.5 

very  low 

30/28 

5 

9.0 

5.7 

42.2 

2.8 

5 

-9.2 

8.4 

4 

-19.2 

-20.1 

very  high 

tans 

13.0 

5.7 

25.1 

2.8 

13.6 

0.8 

-10.6 

-20.1 

stry  medians 

14.3 

13.3 

63.0 

8.8 

11.4 

3.6 

-3.0 

3.0 

ndustry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

X)%  or  more  DD:  Segment  deficit,  total  deficit.  D-D:  Deficit  to  deficit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NM:  Not  meaningful 
t  further  explanation,  see  page  61 . 
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WHO'S 
WHERE  IN 
GROWTH 

Higher  sales  don't  mean 
anything  unless  they  are 
translated  into  profits. 
But  companies  can  no 
longer  rely  on  increasing 
their  profits  by  increasing 
their  sales. 


THERE  ARE  ONLY  TWO  WAYS  TO  BOOST  SALES — 
through  higher  prices  and  by  increased  market 
share.  Last  year  U.S.  corporations  found  it 
tough  on  both  counts.  They  had  to  contend 
with  a  sluggish  economy,  heavily  indebted  con- 
sumers and  foreign  competition  that  was  not  notably 
restrained  by  a  falling  dollar.  Latest  12-month  sales  in- 
creased only  3.9%,  vs.  4.3%  last  year. 

Earnings  rose  even  less  than  sales,  but  at  least  corpora- 
tions did  get  better  at  squeezing  more  pennies  of  profits 
out  of  every  sales  dollar.  The  median  net  profit  margin  of 
1,012  companies  in  this  report  is  up  to  3.9%,  vs.  3.8%  last 
year.  More  tellingly,  the  latest  12-month  per-share  earn- 
ings for  the  median  company  rose  2.8%,  vs.  a  0.6%  decline 
last  year. 

By  definition,  of  course,  one-half  of  the  corporations 
surveyed  here  failed  to  match  that  median  12-month  earn- 
ings growth  rate  of  2.8% .  Some  were  belted  a  lot  harder.  At 
282  corporations,  earnings  declined  more  than  10%.  Only 
196  corporations  reported  gains  of  25%  or  more. 

Who  leads  in  sales  growth?  Pullman-Peabody,  topping 
our  list,  grew  by  acquisition.  So  did  second-place  Minstar, 
successor  to  the  bankrupt  Arctic  Enterprises.  Columbia 
Savings  &.  Loan  ranked  third  in  sales  growth  thanks  to  a 
tremendous  boost  in  loan  volumes  resulting  from  lower 
interest  rates  in  early  1986. 

Of  the  1,012  companies,  only  157  show  negative  five- 
year  sales  growth  rates.  Major  oils  and  oilfield  service 
firms  have  suffered  from  slumping  demand  for  heavy 
equipment  and  industrial  machinery. 

The  five-year  earnings  growth  leader  is  Emerson  Radio. 
During  the  past  half-decade  earnings  grew  at  the  astonish- 
ing average  rate  of  171.7%  for  the  Secaucus,  NJ. -based 
importer  and  distributor  of  consumer  and  medical  elec- 
tronics. Over  the  past  12  months,  per-share  earnings  ad- 
vanced 54.4% .  One  key  to  Emerson's  success  is  that  as  an 


importer,  not  a  manufacturer,  Emerson  has  managed  to 
keep  its  costs  and  its  prices  competitive  with  aggressive 
foreign  companies. 

Over  the  long  run,  of  course,  it  is  impossible  for  a 
company  to  grow  way  above  the  all-industry  growth  rate 
median.  Look  at  Emerson  Radio.  At  the  54.4%  pace  it 
maintained  over  the  past  12  months,  such  is  the  power  of 
compounding,  it  would  take  Emerson  only  two  decades  to 
exceed  the  total  profits  of  The  Forbes  Sales  500,  a  highly 
unlikely  event. 

All  growth  rates  must  be  put  into  perspective.  Take 
Intergraph,  a  manufacturer  of  CAD/CAM  systems,  which 
has  a  five-year  earnings  growth  rate  of  65.5%.  That's  hot, 
even  for  a  company  in  the  computer  industry.  But  note 
that  in  1980  earnings  were  only  13  cents  a  share.  With  that 
as  the  base  year,  almost  anything  would  look  good.  More 
important,  over  the  last  12  months  Intergraph 's  earnings 
fell  2.3%. 

Earnings  that  grow  faster  than  sales  are  something  to 
crow  about.  Kellwood,  for  example,  is  ranked  801  in  sales 
growth,  but  5  in  five-year  earnings  growth.  The  St.  Louis- 
based  apparel  maker  sold  off  its  lower-margined  business- 
es and  acquired  more  profitable  lines.  Although  sales  have 
been  pretty  flat  over  the  five-year  period,  net  profit  mar- 
gins grew  from  1.4%  in  1981  to  4%.  Kellwood's  comeback 
made  it  the  most  improved  company  in  its  industry. 

But  handle  all  growth  "rates  with  caution.  Of  the  top  50 
companies  ranked  by  five-year  earnings  growth  rate  in  the 
Forbes  industry  survey  of  five  years  ago,  only  Kay  Corp. 
remains  in  the  top  50.  Evans  Products,  Storage  Technology 
and  Charter,  all  among  the  top  50  in  1982,  eventually  went 
bankrupt.  Savin,  Tosco  and  Marion  are  financially  dis- 
tressed. Wall  Street  pays  a  premium  for  earnings  growth 
and  the  expectation  that  earnings  will  continue  growing  in 
the  future.  Wall  Street,  the  record  shows,  is  often  wrong 
(see  p.  40).  ■ 
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Who's  where  in  growth 
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mmins  Engine          52      34.8*  P-D 
nelnc                     53      34.6*  92.1 
-I  Communications    54       34.4  -20.0 
ilin                          55       34.2  0.9 

96      24.6  17.4 
636        5.2  0.2 
235      14.3  11.1 

1 A               O           AA  O 

140      19.9  16.9 

Shoney's                        114     22.3  18.0 
Unisys                         115     22.2  10.4 
Morton  Thiokol              116     22.2  -31.6 

\J*»iA7  \t\r\i  TimPE                      117        1 1   1              1  'A  C 
\\K  W    I  (IlK    1  1 1 1 1 1  S                     11/         LL.  l  1U.J 

Life  Investors                118     22.0  6.7 

137      20.3  14.5 
301      12.1  33.7 
127      21.2  4.6 

9^1         1  3.  7           1  3  Q 

lO.  /  lu.7 

125      21.9  19.6 

mark                      56      34.2  3.1 

  f~  "7                1/11  1/1/1 

umman                     57       34.2      -16. 0 
neral  Cinema            58      33.8  -25.9 
ytag                       59      33.5*  NA 
insworld                  60      33.4  74.1 

576        6.4  -8.1 

1 1 0          1  1  A  111 

664       4.6  4.8 
212      15.0*  NA 
625        5.4  29.0 

Herman  Miller                119     217  -12.1 

.7IICIW1I1"  VV  11  lid  Ilia                   1  L\f        L  I .  J             1  U.o 

National  Medical             121     21.5  -39.1 
Beverly  Enterprises          122     214        13  7 
Hospital  Corp                123     21.2  -29.6 

196      16.0  5.7 

J3J         1  1  .z  z.o 

45     33.3  18.1 
26      42.0  19.5 
94      24.8  19.7 

»aru  of  America         61       32.5  27.4 
neral  Host                 62       32.0*  -57.0 
shington  Post           63      31.2  -12.1 

271       13.1  39.4 
572       6.4  9.4 
381       10.1  9.5 

CNA  Financial                124     211  34.5 
San  Diego  G&E               125     21.1  14.6 
Jamesway                     126     21.1  -22.7 

478        8.2  35.6 
300      12.2  -2.5 
214      14.9  11.1 

D:  Profit  to  deficit.    NA:  Not  available.    *Four  year  growth.    **Three  year  growth 
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Who's  where  in  growth 


Earnings  per  share 
5-year   latest  12 
Company                  rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
5-year    latest  12 
Company                     rank    average  months 

Sales 

5-year  latest  l: 
rank    average  month] 

First  Union                  127     21.0%  12.8% 
First  Wachovia              128     20.9  -2.0 
American  Greetings       129     20.7  -6.6 
Ralston  Purina              130     20.6  70.5 
Coachmen  Industries      131     20.5*  -70.3 

218      14.7%  11.9% 
224      14.6       •  1.3 
205      15.4  9.5 
756       2.2  -6.0 
75      28.0  -10.3 

Interlake                        189     15.5%  -1.3% 
May  Dept  Stores             191     15.5*  7.0 
Allied  Bancshares            192     15.2  -93.3 
IBM                              192     15.2  0.3 
McDonald's                    194     15.2  13.4 

915      -4.4%  -5.8% 
296      12.4*  7.1 
72      28.3  -15.1 
226      14.6  8.6 
346      11.0  13.3 

Walgreen                     132     20.4  9.2 
Columbia  S&L              133     20.2tt  28.9 
Deluxe  Check               134     20.0  17.2 
Northeast  Utilities         135     19.8  -1.4 
McDonnell  Douglas       136     19.8  -18.7 

200      15.8  15.8 
3     119.6  25.0 
311      11.9  14.2 
436       9.1  -1.1 
295      12.4  11.6 

Sealed  Power                 194     15.2  -16.0 
Commonwealth  Energy    196     15.1  1.2 
Rite  Aid                       196     15.1  8.2 
McCormick                    198     15.1  7.7 
Tandy                          199     15.0  2.3 

149      19.0  8.9 
572       6.4  -5.1 
381       10.1  8.9 
457        8.6  12.0 
193      16.2  6.5 

Clorox                        137     19.8  8.5 
rWT  Group                  137     19.8  20.6 
Arden  Group                139     19.7  -22.3 
Dean  Foods                  140     19.7  6.1 
US  Tobacco                  141      19.6  14.5 

364      10.5  -0.3 
388      10.0  13.9 
917      -4.5  -1.9 
370      10.3  12.6 
249      13.8  6.8 

Sovran  Financial             200     15  0  9.5 
Hewlett-Packard            201     15.0  5.8 
Bergen  Brunswig             202     15.0  -15.4 
Rohm  &  Haas                202     15.0  -2.5 
Hartmarx                     204     14.9  -36.5 

242      14  0  -3.2 
183      16.6  9.2 
73      28.3  25.9 
725       3.3  1.7 
372      10.3  -3.0 

Lockheed                     142     19.4*t  117 
First  of  America  Bank     143     19.4  2.5 
Browning-Ferris  Inds      144     19.3  18.4 
Leggett&  Piatt              144     19.3  18.8 
Kaman                        146     19.0  7.0 

268      13.2  8.6 
151      18.5  8.8 
203      15.5  15.1 
184      16.6  21.6 
487        8.0  4.0 

Meredith                       205     14.9  -16.1 
Fleet  Financial                206     14.7  17.9 
SunTrust  Banks              207     14.7  11.2 
Wisconsin  Electric          207     14.7  9.1 
Consolidated  Papers        209     14.7  -8.8 

622        5.4  16.2 
252      13.7  20.8 
118      22.6  8.2 
520        7.5  0.1 
522        7.4  -8.4 

ServiceMaster  Inds         146     19.0  6.1 
First  Boston                 148     18.9  11.3 
Dow  Jones                    149     18.9  33.6 
Marriott                      150     18.7       17  1 
State  Street  Boston         151      18.5  15.4 

146      19.2  15.3 
49      32.6  27.0 
224      14.6  8.3 
139      20.0  21.3 
426       9.3  18.4 

Provident  Life  &  Acc       210     14.6  19.8 
PNC  Financial                211      14.4  21.0 
Pitney  Bowes                212     14.4  11.9 
KeyCorp                       213     14.4  12.3 
Bausch  &  Lomb              214     14.3  10.1 

334      11.3  174 
332      11.3  8.6 
507       7.6  8.3 
74      28.1  18.6 
809        0.6  14.5 

Shaw's  Supermarkets      152     18.5*  4.2 
Payless  Cashways          153     18.5  12.8 
Pfizer                           154     18.2  11.8 
Harcourt  Brace              155     18.2  35.9 
Third  National              156     18.1  12.2 

279      12.9*  16.5 
55      31.2  11.7 
597       5.9  11.1 
378      10.1  21.3 
341      11.0  2.2 

Albertson's                   215     14.2  16.3 
Avery  International         216     14.1  -2.4 
Automatic  Data              217     13.9  17.2 
Bristol-Myers                218     13.9  6.6 
Allied  Stores                 219     13.9       -9  9 

358      10.7  6.0 
397       9.7  15.2 
168      17.4  17.9 
554       6.9  9.1 
283      12.7  5.9 

Ryan  Homes                157     17.9  13.6 
Mercantile  Stores           158     17.8  21.2 
Abbott  Laboratories        159     17.7  18.8 
American  Natl  Ins          160     17.5  -7.9 
Southwest  Gas              161     17.4  -27.0 

413       9.5  8.6 
341      11.0  8.8 
368      10.4  13.6 
690       4.1  5.3 
391        9.9  -19.4 

Dayton-Hudson              219     13.9  0.4 
American  Bankers          221     13.8  136.9 
Hannaford  Bros              221     13.8  18.9 
Ogilvy  Group                 223     13.7  4.1 
Johnson  Controls            224     13.7  -1.9 

172      17.2  9.9 
264      13.3  29.4 
351      10.9  8.2 
257      13.5  15.8 
316      11.6  47.7 

Waste  Management        162     1 7.4  20.5 
Supermarkets  General    163     17.4  2.9 
Pulte  Home                 164     17.2  -12.6 
Perry  Drug  Stores          165     17.1  -17.4 
Kelly  Services               166     17.1  16.1 

119      22.1  19.9 
248      13.8  4.7 
109      23.1  4.1 
69      28.8  31.0 
178      16.8  18.2 

Ryder  System                 225     13.7  21.0 
Banc  One                     226     13.6  15.1 
Monfort  of  Colorado        227     13.6*  76.4 
Ball  Corp                       228     13.5  15.0 
National  Fuel  Gas           229     13.4  -7.9 

355      10.8  34.1 
48      32.6  15.2 
191      16.3  7.8 
427       9.3  -0.9 
580       6.3  -6.7 

Barnett  Banks  Fla          167     17  1  13.9 
Centex                        168     17.0  19.8 
Rockwell  Intl               169     16  9  3.0 
RR  Donnelley               170     16.9  5.4 
Torchmark                  171     16.9  73.9 

62      29.9  12.5 
497        7.9  6.2 
376      10.2  8.5 
275      13.0  7.0 
107      23.3  17.2 

Dana                             230     13.4  -33.0 
No  States  Power             231     13.3  13.3 
Questar                         232     13.2  -10.4 
Southland                      233     13.2  4.5 
Fort  Howard  Paper          234     13.2  1.7 

444        8.9  1.2 

399        9.7  3.4 
347      11.0  -14.7 
113      22.9  -22.7 
51      31.8  8.4 

Anheuser-Busch  Cos       172     16.8  12.9 
Loral                          173     16.7  17.3 
Stanadyne                    173     16.7  -4.7 
Tandem  Computers       175     16.5  75.6 
Sears,  Roebuck             176     16.5  7.9 

168      17.4  8.2 
87      26.2  21.7 

703       3.9  5.4 
29      40.5  23.0 

345      11.0  8.4 

JP  Morgan                     234     13.2  19.5 
Times  Mirror                236     13.1  49.5 
Citicorp                         237     13.0  -7.2 
New  England  Electric      237     13.0  -5.6 
Commerce  Bcshs            239     13.0  6.2 

742        2.7  2.3 
407        9.6  2.1 
503        7.7  5.8 
600       5.8  1.2 
328      11.4  -2.3 

Carolina  Freight             177     16.5  15.1 
Nordstrom                   178     16.4  23.6 
Curtice-Burns  Foods       179     16.4  -13.2 
Laclede  Gas                 179     16.4  14.0 
Capital  Cities/ABC        181      16.3  -13.5 

155      18.1  13.4 
90      25.5  31.8 
298      12.3  -6.3 
392       9.9  -11.1 
177      16.9  218.0 

NCNB                           240     13.0  7.8 
Fleming  Cos                  241     12.9  -14.3 
Whirlpool                      242     12.9  21.9 
Florida  Progress              243     12.9  8.4 
National  City                 244    -12.9  23.4 

141  19.9  25.5 

142  19.9  11.3 
425       9.3  16.5 
454        8.7  22.3 
180      16.7  4.1 

Stop  &  Shop  Cos            182     16.3  -14.9 
FG&G                         183     16.1  -7.1 
Wendy's  Intl                183     16.1  -84.2 
Sysco                          185     15.9  13.1 
ConAgra                     186     15.8  17.2 

274      13.1  12.9 
244      13.9  1.8 

91      25.4  6.0 
170      17.3  21.5 

25      42.1  8.9 

United  Virginia  Bkshs      245     12.9  10.9 
Weis  Markets                246     12.8  7.9 
Kentucky  Utilities          247     12.8  -1.7 
Equitable  Resources        248     12.8  0.0 
PHH  Group                    248     12.8  -13.0 

245      13.9  17.5 
472        8.3  8.9 
529        7.3  1.4 
556       6.8  -9.2 
162      17.7  14.2 

Oxford  Industries          187     15.7      1 13.0 
Philip  Morris  Cos          188     15.6  29.9 
Flowers  Industries         189     15.5  13.3 

175      17.1  -3.5 
421        9.4  97.8 
231      14.5  13.1 

HJ  Heinz                       250     12.8  12.1 
DeSoto                          251      12.7  -56.2 
Alexander's                    252     12.7**  -46.9 

602        5.7  8.0 
695       3.9  0.8 
825        0.3  0.0 

+Four-year  growth    ttThree-year  growth. 
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Earnings  per  share 
5-year   latest  12 
ipany                   rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
5-year   latest  12 
Company                    rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

:rson-Pilot              253      12.6%  -30.2% 
erican  Medical        254      12.6  P-D 
ua  Industries          254      12.6*t  41.9 
solidated  Edison     256      12.6  -2.3 
sol  Natural  Gas      257      12.4  -5.4 

686       4.2%  2.6% 

53      31.7  10.3 
941      -6.4  -8.8 
563       6.6  -4.0 
570       6.4  -16.5 

Commonwealth  Ed       316        9.9%  3.3% 
Masco                        317        9.8  30.4 
Bank  of  New  England     318        9.8  17.6 
Boatmen's  Bancshares    319        9.7  0.2 
General  Electric           320        9.7  3.7 

450       8.8%  7.8% 
485        8.0  42.2 
187      16.4  9.4 
111      23.0  16.1 
764       2.0  15.0 

rpublic  Group        258      12.3  24.2 
>mac  Electric          259      12.3  15.2 
thern  Calif  Edison   260      12.3  2.2 
zens  &  Southern     261      12.3  13.7 
amette  Inds           262      12.2  -8.3 

362      10.6  16.8 
477       8.2  5.0 
552        6.9  2.1 
260      13.4  16.5 
644        5.0  -1.9 

Delchamps                  321        9.7  -22.5 
United  Illuminating      322        9.7  0.5 
Holiday                      323        9.6  0.4 
Knight-Ridder              323        9.6  7.8 
Foodarama  Supermkts    325        9.6t  -5.5 

201      15.8  9.2 
582       6.2  -4.6 
744       2.6  -7.8 
400       9.7  7.6 
777       1.6  4.0 

narva  Power  &  Lt    263       12.2  5.1 
iron                     264      12.2  22.6 
k  of  New  York        265      12.1  12.6 
ral  Express            266      12.1  17.7 
:rValu  Stores         267      12.1  -8.1 

587       6.2  4.5 
752        2.3  -14.3 
617       5.5  10.0 
38      36.3  26.1 
267      13.2  20.5 

Turner                         325        9.6  -19.9 
NCR                           327        9.6  11.6 
Centerior  Energy           328        9.5  -11.2 
Tele-Communications   329        9.5  D-P 
Capital  Holding            330        9.5  67.6 

812       0.6  21.2 
614       5.5  13.0 
521        7.4  3.7 
41      35.5  12.3 
71      28.4  12.9 

hwestern  Pub  Svc  268       12.0  1.1 
ander  &  Baldwin    269       11.8        1 1.0 
co                       270      11.8  93.6 
bb                       271      11.8  22.1 
ogg                      272      11.8  12.9 

263      13.4  -2.8 
689       4.1  2.1 
393       9.9  16.7 
648       4.9  -5.3 
611       5.6  13.9 

BayBanks                    331        9.5  16.9 
Borden                       332        9.4  14.8 
Worthington  Inds          332        9.4  11.5 
PPG  Industries             334        9.4  13.8 
Bank  of  Boston             335        9.4  -1.6 

249      13.8  11.4 
805       0.8  6.0 
181      16.7  8.9 
536       7.1  6.3 
575       6.4  -0.1 

shall  &Ilsley         273      11.7  14.0 
:tek                     274      11.7  0.6 
rille                     275      11.6  16.4 
Lee                     275      11.6  12.2 
nnah  Foods           277      11.6  -15.4 

281      12.9  18.3 
670       4.5  16.5 
197      16.0  10.6 
465       8.5  -0.5 
523        7.4  4.4 

Hershey  Foods              335        9.4  17.8 
Natl  Convenience         337        9.4  -66.0 
Bemis                        338        9.4  12.4 
Household  Intl             339        9.3  6.4 
Rollins                       340        9.3  15.5 

460        8.6  5.9 
199      15.8  -6.9 
722       3.3  7.2 
954      -7.2  -57.0 
753       2.3  8.8 

Tester  G&E            278       11.6  -15.0 
iraw-Hill               279      11.6         3  4 
yland  National       280      11.4  24.3 
>lo  International     281      11.4  79.3 
Wrigleyjr            282      11.3  21.9 

472        8.3  -0.7 
476        8.3  5.0 
219      14.7  13.9 
542       7.1  16.6 
791        1.3  12.3 

Witco                        341        9.3  10.8 
Burlington  Northern      342        9.2  P-D 
Equifax                       343        9.2  40.5 
Pacific  G&E                344        9.2  -2.2 
Brown-Forman             345        9.2  9.3 

669        4.5  -6.5 
153      18.2  -15.6 
463       8.6  14.4 
437       9.1  -6.1 
167      17.4  10.7 

International         283      11.3  16.0 
way  Stores             284      11.1  -28.3 
lers  Group            285      11.1  15.3 
1                         286      11.1  54.2 
Tennessee  Natl     286      11.1  5.3 

660       4.7  -0.9 
616       5.5  -0.6 
192      16.3  13.6 
869     -1.8  0.9 
320      11.5  3.4 

Ohio  Edison                346        9.2  0.4 
Jostens                       347        9.1  9.0 
Coca-Cola                   348        9.1  23.1 
Godfrey                      349        9.0  92.3 
Washington  Gas  Light    349        9.0  -6.4 

403       9.6  2.4 
338      11.1  11.6 
568       6.5  19.0 
524       7.4  13.1 
331      11.3  -2.2 

lies  Energy            286      11.1  -3.0 
lahl                     289      11.0  -35.3 
irican  Home  Prods  290      10.9  9.1 
vmut                   291      10.9  1.4 
ir                        292      10.8  5.3 

577       6.3  -8.8 
147      19.2  6.6 
696       3.9  5.4 
226      14.6  20.6 
243      14.0  -4.8 

Atlanta  Gas  Light         351        9.0  -8.5 
National  Service           351        9.0  5.3 
First  Bank  System         353        9.0  18.6 
Waldbaum                  354        9.0  -15.2 
Wells  Fargo                 354        9.0  18.2 

316      11.6  -13.4 
480       8.2  7.7 
308      11.9  21.3 
551       6.9  4.5 
702       3.9  7.5 

293      10.8  325.0 
arch  Capital          294      10.7  68.4 
unoreG&E            295      10.7  18.1 
ety                      296      10.6  24.6 
:onsin  Public  Svc    296      10.6  0.0 

348      10.9  31.6 
32     38.7  27.5 
534        7.2  4.1 
211      15.1  4.8 
475        8.3  -5.0 

Tribune                      356        8.9  162.2 
Kansas  City  Southern    357        8.9  -98.5 
FPL  Group                  358        8.8  -13.4 
Union  Electric              358        8.8  -5.0 
H&R  Block                  360        8.8  4.8 

427       9.3  3.8 
468       8.4  -2.1 
308      11.9  -1.9 
474       8.3  16.9 
189      16.3  24.6 

>as  Power  &  Light  298      10.6  12.5 
illy                     299      10.5  10.8 
nett                     300      10.5  7.1 
hern  Company       300      10.5  -1.6 
>  Bancorp              302      10.5  19.8 

40      35.8  -9.7 
660       4.7  10.4 
286      12.6  22.2 
289      12.6  2.7 
636        5.2  5.1 

Cincinnati  Financial      361        8.7  64.9 
Central  &  South  West    362        8.7  4.8 
Stanley  Works              363        8.6  6.6 
Long  Island  Lighting      364        8.5  -13.5 
Kraft                          365        8.5  -4.8 

288      12.6  28.7 
403        9.6  -3.7 
644        5.0  20.6 
455       8.7  -2.2 
826        0.3  -7.9 

le  Computer          303      10.4  -9.6 
;as  City  P&L          304      10.4  -28.6 
bury                    305      10.4  8.0 
i-on  Tools             306      10.3  6.8 
:onsinP&L            307      10.3  -5.4 

117      22.7  14.9 
562        6.6  13.0 
450       8.8  22.4 
503       7.7  10.5 
492        7.9  3.1 

Pentair                       366        8.5  -37.6 
Marine  Midland  Banks  367        8.3  43.4 
Quaker  Oats                368        8.3  21.7 
Niagara  Mohawk  Power  369        8.3  3.4 
Houston  Industries        370        8.2  -10.4 

101      23.9  2.1 
684        4.2  -7.1 
501        7.7  8.2 
453       8.8  -0.9 
349      10.9  -9.8 

Nabisco                308      10.1  -11.2 
union  Bankshares  309      10.1  11.8 
rity  Pacific            310      10.0  8.6 
tdian  Bancorp         311        9.9  3.0 
/ersalLeaf             311        9.9  1.9 

305      12.0  42.6 
256      13.6  8.1 
373      10.3  9.8 
202      15.5  12.6 
818       0.5  13.3 

Tecumseh  Products       371        8.2  -12.9 
Petrie  Stores                372        8.2  23.4 
PepsiCo                      373        8.1  -14.1 
Alltel                         374        8.1  8.7 
Longs  Drug  Stores         375        8.1  -10.4 

737        2.8  -4.7 
144      19.7  4.8 
632       5.3  12.8 
369      10.4  3.7 
361      10.6  7.1 

tpbellSoup            313        9.9       12  8 
tier  Bancorp           314        9.9  5.7 
lantic  Banks          315        9.9  15.5 

419       9.4         9  8 
585       6.2  0.7 
123      22.0  18.8 

Sonoco  Products           376        8.0  9.6 
Hubbell                      377        8.0  14.3 
Iowa-Illinois  G&E          378         7.9  -8.6 

299      12.3  13.7 
690       4.1  9.1 
435        9.1  -0.6 

':  Deficit  to  profit    P-D:  Profit  to  deficit    ^Four-year  growth    ^Three-year  growth 
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TipBe  SocksJng 

655  Madison  Avenue.  New  York,  NY  10021  '(212)  555  1212 


Mr.  James  E.  Foote 
Footware  Junction 
Hawthotne,  NY  10532 


February  1,  1986 


Dear  Mr.  Foote, 

Business  is  booming!  Half  the  people  in  town  must  be  walking 
around  on  TipToe  socks. 

We're  doing  so  well,  in  fact,  that  I've  got  to  start  stocking 
up.    My  storeroom  is  just  about  sockless. 


And  since  I've  heard  you 
this  spring,  I'd  like  to 

Here's  what  I  need: 


•/ill  be  a  shoe-in  again 
more. 


Men's 

Lg. 

250 

doz . 

^>aisleysl 

Med. 

159 

doz . 

paisleys 

Sm . 

67 

doz . 

paisleys 

Women's 

Lg. 

345 

doz . 

paisleys 

Med. 

129 

doz . 

paisleys 

Sm. 

243 

doz . 

paisleys 

Children's 

Lg. 

77 

doz . 

.  paisleys 

Med. 

56 

doz . 

Vsaisleys  / 

Sm. 

23 

doz . 

\aisleyg^ 

Please  let  me  know  when  I  can  expect  the | 
The  sooner ,  the  better . 

Many  thanks . 


1  delivery. 


Sincerely, 


Larry  McNaughton 


How  fast  can  you 


Just  when  you've  written  what  you  think 
is  perf  ect,  someone  else  has  a  "suggestion',' 
and  you  have  another  hour  of  work. 

But  if  you  had  an  IBM  PC,  an  IBM  print- 
er, and  software  like  IBM  Display  Write  4, 
your  revision  time  would  take  up  less  time. 

With  DisplayWrite,  you  fix  only  what 
needs  to  be  fixed.  So  you  can  add  new  lines 
to  page  one  without  having  to  retype  pages 
two,  three,  and  four. 


You  can  change  paisley  socks  to  argyles 
in  lots  of  places  with  only  a  few  keystrokes. 

And  even  if  you  think  "argyle"  should 
be  "argile','  DisplayWrite  knows  better,  and 
can  spot  and  correct  spelhng  errors  in 
seconds. 

What's  more,  you'll  not  only  write  faster, 
you'll  write  better.  When  it's  easy  to  change 
things,  it's  easy  to  improve  them. 

Another  nice  thing  about  IBM  PC  word 


TipIde  SocksJnc 

655  Madison  Avenue,  New  York,  NY  10021  '(212)  555  •  1212 


Mr.  James  E.  Foote 
Footware  Junction 
Hawthorne,  NY  10532 


February  1,  1986 


Dear  Mr.  Foote, 

Business  is  booming!  Half  the  people  in  town  must  be  walking 
around  on  TipToe  socks. 

We're  doing  so  well,  in  fact,  that  I've  got  to  start  stocking 
up.     My  storeroom  is  just  about  sockless. 

And  since  I've  heard  your  argyles  will  be  a  shoe-in  again 
this  spring,  I'd  like  to  order  some  more. 

Here's  what  I  need: 


Men's 

Lg. 

250 

doz . 

argyles 

Med. 

159 

doz . 

argyles 

Sm. 

67 

doz . 

argyles 

Women's 

Lg. 

345 

doz . 

argyles 

Med. 

129 

doz . 

argyles 

Sm. 

243 

doz . 

argyles 

Children's 

Lg. 

77 

doz . 

argyles 

Med. 

56 

doz . 

argyles 

Sm. 

23 

doz . 

argyles 

Please  let  me  know  when  I  can  expect  the  argyle  delivery. 
The  sooner,  the  better. 

Many  thanks. 


Sincerely, 
Larry  McNaughton 


hange  your  socks? 


>cessing  is  the  machine  you  do  it  on. 

With  the  right  software,  your  IBM  PC 
11  also  manage  your  data,  calculate 
ir  spreadsheets  and  handle  your 
JOunting,  to  help  you  track  your 
^iness  from  head  to  toe,  no 
itter  what  the  toes  are  wearing 
s  year. 

To  learn  more  about  IBM  PCs, 
VI  Display  Write,  and  IBM's  wide 


variety  of  PC  printers,  call  your  IBM 
Marketing  Representative  or  visit  an 
Authorized  IBM  PC  Dealer. 

For  the  store  nearest  you, 
call  800-447-4700.  In  Alaska, 
800-447-0890. 


Personal  Computer  Software 


©Copyright  IBM  Corporation  1986 


Who's  where  in  growth 


Earnings  per  share 
5-year   latest  12 
Company                  rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
5-year    latest  12 
Company                     rank    average  months 

Sales 

5-year  latest  13 
rank    average  months 

Pioneer  Hi-Bred  Intl     379        7.9%  -28.0% 
JC  Penney                   380        7.9  24.2 
Old  Republic  Intl         381        7.8  5.0 
Chemical  New  York     382        7.7  -0.9 
Combined  Intl            383        7.6       41  6 

238      14.2%  7.8% 
694       4.0       •  7.0 
190      16.3  28.6 
696       3.9  -4.9 
303      12.0  24.3 

Philadelphia  Electric       441       5.2%  10.2% 
Central  III  Pub  Svc         443      5.2  17.6 
AZP  Group                    444       5.2  -6.2 
Crown  Cork  &  Seal         445       5.1  16.6 
Piedmont  Aviation         446      5.1  -13.3 

548        6.9%  4.1% 
471        8.4  -8.7 
524        7.4  10.4 
834        0.2  11.3 
85      26.7  21.1 

Gerber  Products          384        7.6  -22.3 
Rykoff-Sexton             384        7.6  -42.9 
First  Fidelity  Bncp       386        7.6  12.4 
Federal-Mogul             387        7.5  0.9 
Integrated  Resources     388        7.5  -76.1 

430       9.2  2.3 
105      23.5  25.4 

65      29.4  13.2 
692       4.0  3.6 

22      47.9  26.2 

Seagram                       447      5.0  40.1 
Goodyear                     448      5.0  -26.9 
Orange  &  Rockland         448      5.0  8.5 
United  Banks  of  Colo      450       4.9  -24.9 
G  Heileman  Brewing       451      4.9  10.4 

740       2.8  11.0 
729       3.1  4.0 
526        7.4  -5.3 
423        9.3  1.3 
321      11.5  -0.2 

Jefferson  Smurfit         389        7.5  8.0 
Morrison                   390        7.5  -34.4 
Hillenbrand  Inds         391        7.5  24.5 
Westinghouse             392        7.4  25.7 
Contel                      393        7.4  -2.9 

262      13.4  41.3 
325      11.4  11.5 
417       9.4  20.7 
688       4.1  6.9 
222      14.6  27.0 

Louisville  G&E               452       4  9  -6.7 
Riggs  National                453       4.8  10.3 
Media  General                454       4.8  1.9 
General  Mills                 455       4.7*  59.2 
Dover                           456       4.7  -4.2 

412        9.5  -1.6 
479        8.2  -5.9 
292      12.6  8.5 
642        5.0t  8.7 
379      10.1  -1.7 

Norstar  Bancorp          394        7.4  12.6 
AmeriTrust                 395        7.3  4.9 
Public  Svc  Enterprise    396        7.2  7.4 
Emerson  Electric         397        7.2  3.5 
Culbro                      398        7.2  161.3 

36      37.3  10.0 
730       3.1  12.7 
515        7.5  4.8 
493        7.9  6.5 

93      24.8  -3.8 

Southwest  Airlines          456       4.7  —17.1 
Ipalco  Enterprises           458      4.7  4.3 
Iowa  Resources               459       4.6  35.4 
Valley  National              460       4.6  -13.0 
TECO  Energy                461      4.6  -0.6 

86      26.2  18.8 
483        8.1  6.8 
596        5.9  -28.7 
387      10.1  3.0 
408       9.6  4.7 

Portland  General         398        7  2  22.5 
PacifiCorp                  400        7.1  -13.5 
Carolina  Power  &  Lt     401         7.1  0.0 
Ruddick                    402        7.1  7.7 
Continental  Bancorp    403        7.0  11.2 

403        9.6  -0.5 
237      14.2  3.4 
308      11.9  5.3 
281      12.9  0.2 
208      15.2  5.6 

Lincoln  National             462       4.6  13.3 
Duquesne  Light              463       4.4  -7.3 
Hartford  National            463       4.4  8.0 
Roadway  Services            465       4.4  -10.9 
Atlantic  City  Electric      466      4.3       24  4 

275      13.0  19.8 
641       5.0  -0.9 
82      27.0  19.0 
532        7.2  11.7 
439        9.0  -1.2 

Johnson  &  Johnson      403        7.0     -38  5 
Skyline                       405         7  0  17.5 
Scott  Paper                  406         7.0  15.1 
WW  Grainger              407        7.0  18.9 
Merck                        408        6.9  25.3 

631        5.3  9.5 
735       2.9  -2.8 
499        7.8  10.3 
546        7.0  3.1 
601        5.8  10.9 

US  Shoe                        467       4.2  -31.7 
Lear  Siegler                    468       3.9  -35.6 
Emhart                          469       3.8  P-D 
Nortek                         470      3.8  1.1 
Pittway                         470       3.8  3.7 

210      15.2  6.8 
397        9.7  7.1 
838        0.0  14.7 
66      29.4  69.4 
364      10.5  10.2 

Huntington  Bcshs        409        6.9  8.8 
Scana                        409        6.9  3.9 
Genuine  Parts             411        6.8  0.0 
Illinois  Power             412        6.6  12.6 
Universal  Foods           413        6.6  -15.0 

152      18.5  12.3 
289      12.6  -2.4 
363      10.6  3.3 
540        7.1  -0.6 
703       3.9  22.8 

American  Express           472       3.7  77.1 
Jerrico                           473       3.7  18.2 
Penn  Traffic                  474      3.7  51.3 
Smithfield  Foods             475       3.6  66.0 
Figgie  International         476      3.6  37.0 

37      37.1  10.2 
389      10.0  8.4 
610        5.6  -3.0 

57      31.1  25.7 
835        0.1  15.2 

Allegheny  Power         414        6.5  19.4 
CILCorp                     415        6.4  30.4 
Cincinnati  G&E           415        6.4  24.5 
Hawaiian  Electric         417        6.4  11.6 
Central  Hudson  G&E    418        6.3  8.8 

530        7.3  -4.2 
611        5.6  3.0 
470       8.4  0.5 
621       5.5  -12.5 
486        8.0  -6.9 

Federated  Dept  Stores      477       3.5  -15.0 
Entex                            478       3.5  P-D 
Boeing                         479      3.5  26.7 
American  General           480       3.4  45.4 
First  Interstate  Bncp       481      3.3  9.0 

385      10.1  2.8 
666        4.6  -19.1 
564       6.5  22.6 
110      23.1  3.7 
494        7.9  2.5 

Bankers  Trust  NY        419        6.3  14.5 
SmithKline  Beckman    420        6.3  1.6 
Winn-Dixie  Stores        421         6.2  3.4 
Business  Men's  Assur  422        6.2  P-D 
Carson  Pirie  Scott        423        6.1  -37.0 

725       3.3  1.7 
284      12.7  15.0 
546        7.0  5.7 
410       9.5  1.7 
181      16.7  5.6 

American  President         482       3.3**  -93.9 
Amoco                          483       3.3  -50.6 
Leaseway  Transport        484      3.2  147.1 
Scotty's                        484      3.2  -31.7 
Mellon  Bank                 486      3.1  3.7 

229      14.6  26.5 
848      -0.5  -21.8 
402        9.6  -2.1 
270      13.2  8.7 
251      13.8  5.4 

Texas  Utilities             423        6.1  0.2 
Kmart                      425        6.1  -27.4 
Kimberly-Clark           426        6.1  -3.1 
Boston  Edison             427        6.1  3.5 
Borg-Warner               428        6.0  26.9 

259      13.5  -4.1 
423        9.3  4.9 
443        9.0  7.6 
566       6.5  -7.4 
561        6.7  -8.9 

Nash  Finch                    487       3.0  13.1 
First  Wisconsin              488      3.0  19.2 
George  A  Hormel           488      3.0  14.9 
Irving  Bank                    490       2.9  16.4 
Quaker  State  Oil            491       2.9  66.4 

605        5.7  9.7 
758        2.2  9.4 
766        1.9  24.7 
809        0.6  -5.8 
755        2.3  -2.5 

Brooklyn  Union  Gas     428        6.0  -31.9 
Comerica                    430        6.0  0.7 
Oklahoma  G&E          431        6.0  13.5 
Dominion  Resources    432        5.9  6.7 
Nucor                       433        5.9  3.4 

339      11.0  -2.1 
254      13.7  -8.5 
468        8.4  1.6 
614       5.5  7.2 
449       8.8  4.8 

Tyco  Laboratories           492       2.8  31.2 
Cooper  Tire  &  Rubber     493       2.8  8.6 
RevcoDS                       494       2.8  81.3 
Computer  Sciences         495      2.7  -13.0 
Mercantile  Bancorp         495     '2.7  10.9 

174      17.1  40.4 
366      10.5  7.2 
165      17.6  12.8 
584        6.2  19.5 
657       4.7  7.2 

So  New  England  Tel     434        5.7  11.7 
Detroit  Edison            435        5.6  12.7 
Gillette                     436        5.6  10.6 
Consol  Freightways      437        5.5  12.2 
Cullum  Cos               438        5.4  0.0 

432       9.2  3.4 
465        8.5  5.4 
832       0.3  15.9 
598        5.8  11.1 
557       6.7  -6.7 

Manufacturers  Hanover    497       2.7  6.1 
Central  Steel  &  Wire       498       2.6  -27.2 
Morrison-Knudsen           499       2.5  -7.3 
Moore  Corp                   500       2.5  -5.7 
Air  Prods  &  Chems         501       2  4  -96.6 

511        7.6  -5.7 
786        1.4  -4.2 
749        2.4  4.6 
745        2.6  8.4 
657       4.7  8.3 

Duke  Power               439        5.3  5.3 
NY  State  E&G             440        5.3  8.7 
Centel                      441        5.2  4.4 

316      11.6  14.5 
246      13.9  3.3 
447       8.8  -1.3 

Procter  &  Gamble           501       2.4  9.4 
American  Electric           503       2.3  0.8 
Chase  Manhattan            504       2.2        11  0 

665        4.6  18.4 
632        5.3  -0.7 
779        1.6  -1.1 

P-D:  Profit  to  deficit.    ^Four-year  growth.    ttThree-year  growth 
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Earnings  per  share 
5-year   latest  12 
any                   rank    average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
5-year   latest  12 
Company                    rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

in                       504        2.2%  26.7% 
•lie  New  York      506        2.1  26.3 
Amer  Philips      507        2.0  -50.9 
aco                   508        1.9  2.7 
1  Equipment        509         1.9  80.6 

717       3.4%  9.3% 
549       6.9  13.8 
329      11.4  4.3 
687       4.1  5.2 
123      22.0  17.8 

NIKE                           568       -2.0%  85.7% 
Alco  Standard               569       -2.1  15.1 
Norfolk  Southern          570      -2.1  1.2 
FMC                           571       -2.2  236.1 
Puget  Sound  P&L          572       -2.2  -10.3 

77      27.9%  0.9% 
357      10.7  13.1 
758        2.2  12.8 
858      -1.0  -5.3 
207      15.3  7.8 

avors  &  Frags      510        1.9  21.2 
ican  Intl  Group    511        1.9  76.6 
Atkinson           511        1.9  NA 
■Group              511        1.9  -22.4 
r                       514        1.8  -44.7 

761        2.2  23.8 
216      14.8  58.1 
897      -3.0  -5.4 
277      13.0  2.7 
672       4.5  -8.2 

Univar                         572       -2.2t  -15.7 
Insilco                        574      -2.3  -10.6 
Illinois  Tool  Works       575      -2.3  -29.3 
Travelers                      576       -2.3  48.2 
Equitable  of  Iowa          577      -2.4  79.8 

692       4.0t  -2.0 
653        4.8  -8.6 
462        8.6  20.7 
359      10.7  6.6 
774        1.7  -3.5 

;s  Industries         515         1  8  52.6 
r                      516        1.7  9.7 

517         1.7  52.8 
eon                   518        1.6  14.1 

519        1.5  10.3 

705       3.8  65.6 
681        4.2  1.4 
438       9.1  22.7 
674       4.4  11.4 
429       9.2  12.0 

Square  D                      578       -2.4  -2.6 
Enron                          579       -2.5  -82.2 
Public  Service  NM         580       -2.6  8.9 
Pacific  Lighting             581       -2.6  -39.6 
Union  Pacific               582      -2.7  P-D 

579        6.3  1.2 
80      27.3  -16.3 
164      17.7  3.0 
403        9.6  7.3 
385      10.1  -8.7 

Jes                    520        1.4  33.2 
ilicBank             521        1.4  -47.7 
lustries              522        1.3  P-D 
s-Illinois            523        1.3  19.5 
ncorp                524        1.3  15.7 

832       0.3  1.7 
410       9.5  -7.9 
800       0.8  -3.6 
874      -2.0  -0.9 
514        7.6  1.7 

Mapco                         583      -3.0  -3.9 
McKesson                    584       -3.0  10.1 
Greyhound                  585      -3.2  4.5 
Briggs  &  Stratton          586      -3.2  2.8 
Std  Commercial  Tob      587      -3.2  35.9 

815        0.6  -10.4 
536        7.1  25.2 
993    -16.0  2.9 
784        1.5  5.5 
768        1.9  19.7 

ican  Brands         525        1.3  -11.4 
r                       526        1.2  -86.8 
e  South  Utils       527        1.2  -27.5 
ina  Power           528        1.2  111.0 
l  Hotels              529        1.2  -13.2 

747        2.5  24.5 
293      12.5  10.3 
595        5.9  9.4 
659       4.7  15.3 
683       4.2  3.9 

Ponderosa                    588      -3.5      500.0  + 
Armstrong  Rubber        589      -3.6*  P-D 
Bowater                       590       -4.0  -40.1 
Shaklee                      591      -4.0  352.5 
Varian  Associates         592      -4.lt*  P-D 

440       9.0  4.3 
325      11.4  4.2 
709       3.6  -0.1 
828        0.3  -2.0 
367      10.4  -8.4 

east  Banking       530        1.1  41.0 
itates  Utilities     531        1.1  -12.5 
:  Service  Colo      532        0.9  -31.5 
Com                  533        0.9  -68.5 
Mining  &  Mfg     534        0.9  9.0 

332      11.3  0.9 
315      11.7  -15.6 
447       8.8  -3.0 
148      19.1  -31.6 
626       5.4  8.9 

Ceco  Industries            593      -4.1  -4.7 
Chesebrough-Pond's      594      -4.1  9.7 
Corning  Glass  Works     595       -4.3  70.1 
Potlatch                      596      -4.4  51.0 
Blount                       597      -4.6  -71.1 

526        7.4  11.0 
302      12.1  21.3 
762        2.1  7.1 
714       3.5  0.2 
396        9.8  21.2 

Zhicago              535        0.9  61.9 
i                       536        0.9  33.6 
9nix                  537        0.8  -32.3 
Chemical           538        0.7  -9.2 
Fe  Southern        539        0.6  -37.6 

715       3.5  -9.2 
909      -4.1  -12.8 
498        7.8  -5.5 
783        1.5  10.2 
785        1.5  -10.2 

Avnet                        598      -4.7  -38.2 
Diversified  Energies       599      -4.7 t  P-D 
Marsh  Supermarkets      600      -4.8  35.1 
California  First  Bank      601       -4  8  15.1 
West  Point-Pepperell      602      -4.8  48.7 

654       4.8  0.0 
329      11.4*  -2.4 
531        7.2  21.6 
588        6.2  2.5 
820       0.4  50.6 

r-HanniKn           540        0.6  1.5 
n  Dickinson        541        0.5  24.8 
:  Service  NH        542        0.5  -8.8 
n  Materials         543        0.2  17.0 
western  Natl  Life  544        0.2  170.5 

574       6.4  21.8 
723       3.3  14.7 
508        7.6  0.6 
591        6.1  -3.7 
13      62.6  -9.6 

Liquid  Air                    603       -5.0  2.5 
United  Technologies      604      -5.1  71.0 
Archer-Daniels             605      -5.5  37.7 
Intl  Multifoods             606      -5.6  -15.1 
Boise  Cascade              607      -5.8  57.9 

605        5.7  6.2 
662        4.7  2.0 
339      11.0  9.6 
713       3.5  12.8 
622        5.4  -1.0 

Pont                   545        0.2  72.3 
Group               546        0.1  218.1 
i  Industries          547        0.0  -65.3 
o                      548        0.0  -21.9 
ylvaniaP&L        549      -0.2  1.8 

219      14.7  -18.1 
651        4.9  22.9 
823       0.4  -1.5 
780        1.6  -11.0 
204      15.4  18.4 

Zurn  Industries            608      -5.9  -5.6 
Paine  Webber  Group       609       -5.9*  84.6 
Sundstrand                  610      -6.0  9.2 
Carter  Hawley  Hale       611      -6.1  4.0 
Kidde                         612      -6.2  -68.7 

851      -0.7  -1.7 
188      16.3  26.5 
671        4.5  15.9 
440       9.0  2.2 
920      -4.7  -2.5 

l  Group              550      -0.2  51.0 
p                       551       -0.2  P-D 
igDrug               552       -0.6  -15.5 
i&  McLennan      553      -0.8  49.1 
diana  Pub  Svc      554      -0.8  P-D 

710       3.6  -4.1 
68      29.0  -0.7 
804       0.8  6.7 
266      13.3  33.7 
517        7.5  -7.8 

Raychem                    613      -6.5  51.8 
Centerre  Bancorp          614       -6.7  12.6 
GenCorp                     615      -6.7  159.9 
Bearings                     616      -6.8  -80.5 
Edison  Bros  Stores         616      -6.8  59.3 

518        7.5  18.4 
792        1.3  -2.4 
559        6.7  5.4 
494        7.9  -1.4 
707       3.7  10.2 

'Stores               555      -0.9  -44.1 
ion                    555      -0.9  91.9 
l-Elmer               557       -0.9  -13.6 
r                       558      -1.2  -50.1 
Power  &  Light     559      -1.5  13.0 

494        7.9  -24.9 
698       3.9  -5.9 
677       4.3  -0.4 
323      11.5  1.5 
313      11.8  -3.2 

Anixter  Bros                  618       -  5.8  27.1 
Arkla                          619       -6.9  22.2 
Interco                       619      -6.9  52.3 
Union  Camp                621       -6.9  -5.2 
Northern  Trust             622       -7.1  83.2 

296      12.4  0.8 
830       0.3  -8.0 
801        0.8  -1.2 
677       4.3  4.7 
793        1.1  3.3 

co  Energy           560      -1.5  P-D 
yv/ett                 561       -1.7  20.4 
561       -1.7  -38.9 
ing-Plough           563      -1.7  13.6 
V  Air  Freight        564      -1.7  P-D 

628        5.4  8.1 
609        5.6  9.1 
434       9.2  3.1 
773        1.8  21.2 
353      10.8  1.1 

Phillips  Petroleum        623      -7.2  6.0 
Texas  American  Bcshs   624       -7.4  P-D 
CPC  International         625      -7.4  35.8 
Georgia-Pacific             626      -7.5      500.0  + 
Church's  Fried              627       -7.6  -76.5 

771        1.8  -28.1 
273      13.1  -6.3 
827       0.3  4.9 
559        6.7  2.0 
506        7.7  -13.6 

ican  Cyanamid     565       -1.8  -0.3 
hCoors              566      -1.8  34.4 
leCos                567      -2.0  -41.5 

797       0.9  3.7 
500        7.8  5.4 
593        6.0  -9.5 

Unocal                       628      -8.0  -93.1 
Oneok                        629      -8  1  -11.4 
Weyerhaeuser              630      -8.2  56.2 

795        1.0  -22.3 
719       3.4  -29.8 
677       4.3  1.2 

Profit  to  deficit.    NA:  Not  available    ^Four-year  growth.    tiThree-year  growth. 
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WHICH 

NO  LOADS 

(no  brpker  foe) 

ARE  EXPECTED  TO  PERFORM 
BEST  IN  THE  YEAR  AHEAD? 


Who's  where  in  growth 


GROWTH  FUND  GUIDE  is  a  service  that  tells 
you  v/hat  it  thinks  and  why.  No  doubletalk. 

CURRENT  ISSUE  contains  24  pages  of  forecasts, 
ratings,  charts,  risk  ratios  &  strength  studies  on 
what  are  believed  to  be  the  nation's  top  NO-LOAD 
(no  broker  fee)  funds.  Aggressive,  Growth,  Quality, 
Cash  Haven  and  Special  Situation  Funds  (gold, 
mergers,  instant  switch  funds)  are  all  covered. 
See  which  NO-LOADS  are  now  leading  the 
way  up  in  each  classification. 

SPECIAL  $2  TRIAL  OFFBR 

will  bring  you  immediately  by  return  mail 

Our  current  issue  Reg.  $7.50 

+  Bonus  report  No  Load  vs.  Load  Reg.  $4.00 

Simply  mail  this  ad  and  $2  to 

GROWTH  FUND  RESEARCH,  INC. 

Growth  Fund  Research  Building 
Box  6600,  Rapid  City,  SD  57709 
(Only  one  trial  per  household) 


fafflffffl 


THE  INVESTORS  GUIDE  TO  DYNAMIC  GROWTH  EUNJ)S 


r 


ForbesL 
Lake  of  the 


OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Crista  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw.  Missouri  65355 
Obtain  the  Property  Repor'  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  has  judged  the  merits  or  value,  if  any,  of  this 
property  Equal  Credit  and  Housing  Opportunity. 
Not  an  offer  or  solicitation  in  those  states  where  the 
property  is  not  registered. 


Company 


Earnings  per  share 
5-year    latest  12 
rank    average  months 


Sales 

5-year  latest  12 
rank  average  months 


i>ci  v  j 1. 1    nn  i  v  imiiui  ii. 

631 

-8.2% 

P-D 

120 

22.1% 

13.4% 

M  1 1  r  rs  p  1 !  V  n  itcv 

03 

Texas  Commerce  Bshs 

632 

-8.5 

-90.4% 

312 

1 1.8 

-14.4 

ITT 

05 

'snn  rnmnanv' 

633 

-8.8 

202.3 

816 

0.5 

-16.5 

Fasf man  KnHak 

1% 

Harris  Corp 

634 

-8.8 

-7.7 

377 

10.1 

-8.7 

Williams  Cos 

ff 

Rexnord 

635 

-8.8 

-17.5 

873 

-1.9 

3.5 

McDermott  Intl 

ill 

Kemper 

636 

-8.9 

135.7 

321 

11.5 

13.5 

Brockway  Inc  (NY^ 

w 

1 

Big  V  Supermarkets 

637 

-9.0 

7.3 

578 

6.3 

2.0 

Earle  !\\  Jorgensen 

Engelhard 

638 

-9.1 

1.1 

902 

-3.5 

1.4 

Moore  McCormack 

1 

Chevron 

639 

-9.2 

1.5 

843 

-0.2 

-28.3 

Handy  &  Harman 

'0! 

Intl  Minerals  &  Chem 

640 

-9.2 

P-D 

905 

-3.7 

-17.3 

Texaco 

703 

Norwest 

641 

-9.3 

-3.0 

324 

1 1.5 

-6.6 

Texas  Eastern 

'II 

DPL 

642 

-9.4 

-33.8 

452 

8.8 

-2.3 

Occidental  Petroleum 

* 

Polaroid 

643 

-9.6 

327.9 

892 

-2.6 

24.2 

Sun  Chemical 

1 

Transamerica 

644 

-9.6 

50.0 

590 

6.1 

-8.2 

Standard  Oil 

7D7 

Freeport-McMoRan 

645 

-9.8 

-83.8 

750 

2.4 

-15.4 

International  Paper 

70! 

Gt  Northern  Nekoosa 

646 

-10.0 

-4.3 

528 

7.4 

3.4 

CBS 

1 

Data  General 

647 

-10.2 

-77.2 

241 

14.0 

2.4 

First  City  Bancorp 

'10 

Chubb 

648 

-10.2 

27.4 

269 

13.2 

20.4 

Burlington  Inds 

'11 

Seaway  Food  Town 

649 

-10.2 

-51.3 

710 

3.6 

-1.7 

Aetna  Life  &  Cas 

;n 

Commercial  Metals 

650 

-10.3 

49.5 

919 

-4.7 

-13.1 

Tenneco 

m 

Fieldcrest  Cannon 

651 

-10.4 

213.5 

745 

2.6 

64.8 

American  Standard 

714 

Lubrizol 

652 

-10.5 

24.7 

852 

-0.7 

7.5 

Joy  Manufacturing 

'li 

Motorola 

653 

-10.6 

8.5 

255 

13.6 

4.3 

Wyman-Gordon 

716  - 

General  Re 

654 

-10.6 

394.2 

286 

12.6 

40.1 

Louisiana  Land 

w  - 

Merrill  Lynch 

655 

-11.0 

64.1 

173 

17.2 

34.2 

Dow  Chemical 

718  - 

Dynalectron 

656 

-11.8 

-73.0 

458 

8.6 

10.4 

United  Telecom 

'19  - 

Walt  Disney 

657 

-12.1 

41.1 

163 

17.7 

22.6 

Deere 

7M  - 

Carpenter  Technology 

658 

-12.4 

-29.9 

863 

-1.3 

-2.9 

Central  Maine  Power 

m  - 

Murphy  Oil 

659 

-12.4 

-62.8 

829 

0.3 

-27.5 

Halliburton 

m  . 

National  Distillers 

660 

-12.4 

59.9 

654 

4.8 

6.1 

Intel 

723  - 

Panhandle  Eastern 

660 

-12.4 

P-D 

763 

2.1 

-16.2 

Best  Products 

711  - 

DeKalb 

662 

-12.6 

P-D 

817 

0.5 

-25.9 

Staley  Continental 

Hi  - 

Champion  Spark  Plug 

663 

-12.6 

P-D 

819 

0.4 

2.5 

ADT 

KN  Energy 

664 

-12.6 

-86.8 

727 

3.2 

-21.4 

Advanced  Micro 

General  Signal 

665 

-12.7 

-67.0 

738 

2.8 

-7.1 

HF  Ahmanson 

Washington  National 

666 

-12.9 

148.5 

890 

-2.4 

-19.0 

Alcan  Aluminium 

Farm  House  Foods 

667 

-13.0 

-35.3 

986 

-12.3 

11.3 

Alexander  &.  Alexandl 

; 

Wang  Laboratories 

667 

-13.0 

D-P 

42 

34.7 

13.6 

Allegheny  Beverage 

L  ] 

Stewart- Warner 

669 

-13.2 

-27.9 

910 

-4.2 

-1.5 

Allegheny  Internatioil 

i 

Ohio  Casualty 

670 

-13.3 

96.2 

593 

6.0 

22.8 

Allen  Group 

N 

DWG 

671 

-13.4 

D-D 

56 

31.2 

3.4 

Allied-Signal 

Baxter  Travenol  Labs 

672 

-13.8 

500.0  + 

383 

10.1 

150.3 

Allied  Supermarkets 

Ferro 

673 

-13.9 

24.7 

863 

-1.3 

8.2 

Allis-Chalmers 

Colgate-Palmolive 

674 

-14.2 

179.0 

889 

-2.4 

6.6 

Alcoa 

\ 

Gordon  Jewelry 

675 

-14.3 

72.2 

771 

1.8 

-2.5 

AM  International 

N 

Kerr-McGee 

676 

-14.9 

P-D 

865 

-1.5 

-14.8 

AMAX 

M 

Xerox 

677 

-15.1 

69.9 

795 

1.0 

5.1 

Amerada  Hess 

V 
n 

Hanover  Insurance 

678 

-15.3 

170.9 

336 

11.2 

27.3 

American  Bakeries 

N 

Schlumberger 

679 

-15.4 

P-D 

720 

3.3 

-10.7 

American  Can 

V 

Dennison  Mfg 

680 

-15.5 

-54.6 

583 

6.2 

4.1 

American  Hoist 

Cooper  Industries 

681 

-15.7 

21.2 

706 

3.7 

32.9 

American  Maize 

N 

Federal  Paper  Board 

682 

-15.9 

41.8 

409 

9.6 

25.2 

American  Motors 

Foster  Wheeler 

683 

-16.2 

-27.1 

928 

-5.3 

2.6 

American  Petrofina 

N 

First  Security 

684 

-16.3 

13.3 

533 

7.2 

-0.2 

Amfac 

N 

RLC 

685 

-16.6 

121.2 

699 

3.9 

9.7 

Ampco-Pittsburgh 

N 

WR  Grace 

686 

-16.8 

-7.6 

875 

-2.0 

-24.1 

AMR 

NJ 

Mobil 

687 

-16.9 

81.4 

887 

-2.3 

-11.1 

Anchor  Hocking 

N» 

Whittaker 

688 

-17.3 

P-D 

914 

-4.4 

-50.8 

Arkansas  Best 

NJ 

EF  Hutton  Group 

689 

-17.4 

-75.3 

103 

23.5 

9.2 

Armco 

Ni 

Texas  Industries 

690 

-17.6 

-50.4 

651 

4.9 

55.0 

Arrow  Electronics 

N! 

Public  Service  Ind 

691 

-17.7 

120.0 

465 

8.5 

19.8 

Asarco 

Nt 

Pennzoil 

692 

-18.2 

P-D 

891 

-2.5 

-15.3 

Ashland  Oil 

NIL 

Continental  Corp 

693 

-18.8 

292.2 

446 

8.9 

17.9 

Athlone  Industries 

:  » 

Company 


D-D:  Deficit  to  deficit. 
^Four-year  growth. 


D-P:  Deficit  to  profit.    P-D:  Profit  to  deficit,    NM:  Not  meaningful 
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FORBES,  JANUARY  12,  1987 


McDonald's  created  fast  food... 

Federal  Express  perfected  overnight  delivery... 

Postal  Instant  Press  created  instant  printing... 

BANACOM  Creates  Instant  Signs... 

Almost  every  business  in  the  country  uses  signs  to  sell  their  products  or  ser- 
vices. Today,  Banacom  is  doing  for  the  sign  industry  what  instant  printers  did 
for  printing.  Banacom  has  established  over  200  independent  instant  sign  centers 
across  the  USA.  Now,  with  our  perfect  sign  system  you  can  provide  commercial- 
quality  promotional  signs  fast,  conveniently,  and  without  lifting  a  brush. 
The  Banacom  Business  Opportunity  offers  you  the  Banacom  Instant  Signmak- 
ing  System,  an  exclusive  territory,  full  company  assistance,  extensive  training 
in  both  manufacturing  and  marketing  techniques  by  professionals  experienced 
in  every  aspect  of  the  instant 
sign  business,  enough  inven- 
tory to  produce  miles  of  signs, 
merchandising  materials  and 
most  importantly,  an  opportunity 
to  become  part  of  the  World's 
Largest  Instant  Sign  Network. 
Total  investment  required 
$50,000... If  you  would  like  to 
know  more  about  the  Banacom 
Opportunity,  please  call: 

Fred  Martin 
714/476-8866 

BANACOM 

MANUFACTURING  &  MARKETING  INC. 


BANATDM 

SIGNS 


*ftk 


Vanguard  minimizes  taxes,  maximizes  safety. 


INSURED  MUNICIPAL 

BOND  FUND: TAX- FREE  INCOME, 

TRIPLE-A  RATING. 


Now  you  don't  need  to  pay  a  sales 
commission  to  get  the  safety  and  high 
yields  offered  by  a  portfolio  of  insured 
municipal  bonds.  Because  Vanguard  has 
added  the  Insured  Long-Term  Portfolio 
—a  tax-free  bond  fund  that's  both 
insured  and  no-load. 

The  Portfolio  invests  in  insured 
long-term  municipal  bonds.  Such  bonds 
are  rated  AAA.  So  there's  potential  for 
high  tax-free*  yields  plus  a  guarantee  of 
timely  payment  of  principal  and  interest. 
The  insurance  coverage,  which  is 
explained  fully  in  the  prospectus,  does 
not  protect  the  share  price  against  nor- 
mal market  fluctuations  caused  by 
changes  in  long-term  interest  rates. 

Other  features  include: 

•  Unlimited  free  checkwriting  for  $250 
or  more. 

•  Toll-free  exchange  and  redemption  at 
the  then-current  net  asset  value. 

•  Minimum  initial  investment  of  $3,000. 

•Income  is  100%  free  from  Federal  income  tax  but  may  be 
subject  to  state  and  local  taxes. 


Call  {-800-66?  SHIP 

Ask  for  our  free  Insured  Long-Term 
Portfolio  Information  Kit.  Or  send  the 
coupon  below. 

In  Philadelphia,  visit  our  Invest- 
ment Center  at  1528  Walnut  Street. 

I  1 

Vanguard  Insured  Long-Term  Portfolio  1 
Investor  Information  Dept.  58 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Insured  Long-Term 
Portfolio  Information  Kit,  including  a  prospec- 
tus which  I  may  read  before  I  invest  or  send 
money.  I  understand  that  it  contains  complete 
information  on  advisory  fees,  distribution 
charges  and  other  expenses.  Also  send  infor- 
mation on  □  IRA  (71)  □  Keogh/Pension(70). 

Name  


Address - 
City  


State _ 


-  Zip_ 


FB-V7-012 


THLVan^uardGROUP 

«^OF  INVESTMENT  COMWNIES 
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Who's  where  in  growth 


Earnings  per  share 
5-year   latest  12 
Company                  rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
5-year   latest  12 
Company                    rank   average  months 

Sales 

5-year  latest  12 
rank    average  months 

Atlantic  Richfield                   NM  D-P 
Avon  Products                       NM  P-D 
Baker  International                 NM  P-D 

P 1 1 1  lr  W  iniifirtnrino                         NJ  M   P 

L>ally  iVldHUldL-lUiaitg                      iMivi          i_v r 

BankAmerica                        NM  D-D 

894      -2.7%  -27.6% 
794        1.0  -5.4 
809       0.6  -18.2 
265       1U        14  0 
808       0.7  -8.8 

Finl  Corp  of  America                NM  D-P 
Fireman's  Fund                        NM  D-P 
Firestone                               NM  -85.2% 
First  City  Inds                         NM       D— D 
First  Pennsylvania                   NM  D-D 

6      87.1%  2.8% 
648        4.9  7.0 
908      -4.0  -4.8 
27      41.9  7.4 
938      -6.1  -4.4 

Barnes  Group                        NM  74.0% 
Becor  Western                       NM  20.0 
Bell  &  Howell                       NM  5.0 

Ronofi^ial  f^nrn                                   NM            P—  V) 
DcllcIlLldl  l_Uip                                       iNlvl            r — I— ' 

Bethlehem  Steel                     NM  D-D 

814       0.6  1.7 
939      -6.3  -1.9 
733        2.9  10.0 
916      -5  9          0  0 
944      -6.5  -8.5 

Fischbach                                NM  D-D 
Fisher  Foods                           NM  P-D 
Florida  Federal  S&.L                 NM  D-D 
Flu  11  r                                      NM  n-n 
Ford  Motor                              NM  32.4 

806        0.7  30.9 
997    -21.6  20.8 
126      21.8  -5.4 
911       -5  6         16  0 
459       8.6  16.2 

Black  &  Decker                     NM  P-D 
Borman's                             NM  272.1 
Butler  Manufacturing              NM  51.0 

Cahnt                                            NM         D— P 

V^dUUl                                                                                      I'll*!                 IS  I 

Caesars  World                       NM  27.1 

723       3.3  2.7 
831        0.3  1.7 
741        2.7  15.0 
807       0.7  -6.9 
680       4.2  5.1 

LB  Foster                               NM  P-D 
Foxboro                                NM  P-D 
Fruehauf                                 NM  -54.7 
GAF                                       NM  31.0 
Gates  Learjet                          NM  D-D 

950      -6.9  37.0 
841      -0.1  4.1 
607        5.6  1.4 
758        2  2  10 
960     -8.4  -17.3 

Cameron  Iron  Works               NM  P-D 
Castle  &  Cook                      NM  200.0 
Caterpillar                            NM  D-P 

PRI  InHnttrips                               NM          D— P 

Celanese                              NM  43.4 

963      -8.7  4.5 
NA  3.7 
946      -6.6  11.8 
156       10  7         98  0 
883     -2.2  -5.4 

GATX                                    NM  D-P 
Gearhart  Industries                  NM  P-D 
Gelco                                   NM  P-D 

fipfipral  InQtnimpfit                        M"J\4  r"i_n 

vKULlUl    lll^ll  UlllCIl  L                                            INiYl                L  '      L  ' 

General  Refractories                NM  321.7 

957  -8.0  -24.3 
133      20.6  -21.9 
544        7.0  -26.8 
845       -0  4       -10  7 

OtJ              U.*t           — L\J.  1 

958  -8.0  20.4 

CenTnist  Savings                   NM  P-D 
CertainTeed                          NM  4.2 
Champion  Intl                       NM  D-P 

Chartpr                                         NM        D— D 

Chicago  Pneumatic                 NM  P-D 

95      24.7  18.8 
553        6.9  -1.3 
440       9.0  -27.8 
994     -1 6  9       -54  8 
904     -3.6  -28.6 

Genesco                                  NM  D-D 
Getty  Petroleum                      NM      500.0  + 
Gibraltar  Financial                   NM  25.9 
GlenFed                                      NM         76  7 
Global  Marine                        NM  D-D 

907     -3.9  -5.0 
121      22.1  77.1 
132      20.6  9.3 
1 02       91  8         18  8 
418        9.4  -36.7 

Chromalloy  American             NM  D-P 
Cigna                                  NM  P-D 
Cincinnati  Milacron               NM  D-P 

Cirrlp  K                                        NM         -0  6 
Clark  Equipment                     NM  D-D 

970      -9.6  -5.2 
375      10.2  4.4 
926      -5.3  18.0 
116       99  8         99  6 
961      -8.4  -6.0 

Golden  West  Finl                    NM  33.9 
BF  Goodrich                            NM  D-D 
Gould                                   NM  D-D 

fit  ^VpQtprn  Fin  an  rial                       MM           71  A 

GTE                                       NM  P-D 

122      22.0  4.4 
786        1.4  -13.0 
967     -8.9  -21.5 
61       10  0         10  0 
416       9.4  -0.1 

CNW                                    NM  D-P 
Coleco  Industries                   NM  D-P 
Colt  Industries                      NM  -20.4 

Combustion  Eng                    NM  D-P 

862      -1.3  8.1 
24      42.5  -33.1 
935     -5.8  -13.4 

7/»9         1  Q         1(1  Q 

/  1)7                1.7            — 1U.7 

937      -5.9  -4.5 

Gulf  &  Western                      NM  2.7 
Harnischfeger  Inds                   NM  P-D 
Heck's                                  NM  D-D 

Hnmp  FpHpral  S/tl                          NM          71  D 

Home  Group                          NM  D-P 

990    -13.8  11.7 
966      -8.8  42.5 
736       2.9  15.8 
1 4i     107  no 
854      -0.9  7.1 

Commercial  Credit                 NM  -69.4 
Computervision                     NM  D-D 
Consumers  Power                  NM  D-D 

Pnntinpntal  Illinnie                      NM          8fi  7 

V_  Ktll  I 1I1C 11  Id  1    llltllUl>                                    IN  1*1            — OU.  / 

Control  Data                         NM  D-D 

619       5.5t  -13.7 
158      17.9  -2.5 
539       7.1  -2.9 

979       111  111 

7/y     — 11.  o       — 10.1 

592       6.1  -7.8 

Hughes  Tool                          NM  P-D 
Ideal  Basic  Inds                       NM  D-D 
imperial  Corp  of  Am                 NM  436.0 

Inrn                                                       NM           P  Pi 
null                                               inivi         tr — \—) 

Ingersoll-Rand                        NM  20.5 

901      -3.4  -29.7 
956      -7.7  -18.7 
156      18.0  1.3 

9R1        118           9  8 

70J        — ll.O               — Z..O 

921      -4.8  6.9 

Copperweld                          NM  D-D 
Costco  Wholesale                   NM  D-P 
Crane                                  NM  -21.1 

frnwii  fVntral  Ppt                          MM           P  Fl 

CSX                                      NM  P-D 

949      -6.9  -31.3 
NA  105.6 
978    -11.2  16.7 

741           9  A           1  A  fl 
/  **0             Z.O          —  1  M-.o 

379      10.1  -11.5 

Inland  Steel  Inds                      NM  D-D 
Inspiration  Resources                NM  D-D 
InterFirst                               NM  P-D 

IFiltTIIIdlK                                                           INiVl  LJ — LJ 

Interstate  Bakeries                   NM  215.3 

875      -2.0  0.4 
611        5.6  0.3 
508       7.6  -15.7 
ah      mi        9  0 

750       2.4  0.3 

Cyclops                               NM  -10.3 
Cyprus  Minerals                    NM  D-D 
Datapoint                              NM  D-D 
Delta  Air  Lines                      NM  —69.3 
Di  Giorgio                            NM      500.0  + 

516        7.5  4.5 
490        7.9  31.7 
569       6.5  -14.5 
4<i4         8  5         —5  5 

tot             O.J            — D.J 

662       4.7  2.6 

IU  International                       NM  D-D 
Kaiser  Alum  &  Chem               NM  D-D 
Kaufman  &  Broad                    NM  10.7 

Kpnnpr  ParLcr  Tnus                          MM  MA 

Kerr  Glass  Mfg                       NM  D-D 

867      -1.7  -36.6 
945      -6.5  -8.6 
325      11.4  33.6 
R11         (lii  NA 

ol)             U.O  l»/\ 

987    -12.4  0.4 

Diamond  Shamrock                NM  D-D 
Dorsey                                NM  27.2 
Dravo                                  NM  D-P 

L/IC39CI  1UUUM11C9                                    IMIV1              r — LJ 

Eagle-Pichet  Inds                     NM  P-D 

535        7.1  -26.8 
765        2.0  -1.0 
964      -8.7  4.1 

0/0         — Z.U  —3.1 

732       2.9  0.9 

Koppers                                NM  D-D 
Lafarge                                   NM      500.0  + 
Lone  Star  Industries                 NM  -69.8 
Lorimar-Telepictures                 NM       P— D 
Louisiana-Pacific                     NM  160.7 

929      -5.4  -22.8 
482        8.2  2.5 
821        0.4  -5.5 

A7                 O             3C  O 

4/      oz.y  oj.y 
731       3.0  16.6 

Eastern  Ait  Lines                   NM  P-D 

Fastern  fias  A  FhpI                      MM  Fl_P 

Eaton                                  NM  -39.2 
Economics  Laboratory             NM  10.7 
Enserch                               NM  P-D 

570       6.4  -5.9 
odu       ^f.y  —0.0 
728       3.2  4.0 
640       5.1  10.0 
710       3.6  -13.4 

LTV                                       NM  D-D 
i  likens                                     iNivi      — oo.z 
Mack  Trucks                          NM  D-D 
Manhattan  Industries                NM  D-P 
Manpower                               NM  P-D 

667       4.5  -5.6 

Tfll            1  A              fix  fl 
/oi           I.O  — O.o 

545        7.0  -20.2 
431        9.2  -21.7 
628        5.4  17.5 

Evans  Products                      NM  D-D 
Fairchild  Industries                 NM  D-P 
Fedl  Natl  Mortgage                 NM  D-P 

875      -2.0  -10.1 
918      -4.7  8.7 
215      14.8  6.1 

Manville                                 NM  D-P 
Martin  Marietta                      NM  -10.3 
Mattel                                  NM  -69.4 

911      -4.3  2.1 
401        9.7  8.6 
885      -2.3  -4.1 

D-D:  Deficit  to  deficit.    D-P:  Deficit  to  profit    P-D:  Profit  to  deficit.    NA:  Not  available.    NM:  Not  meaningful 
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The  Gulfstream  IV.  In  the  world 
of  executive  jets,  it  is  measured  in 
superlatives.  It  has  the  longest 
range.  The  fastest  cruise  speeds. 
The  largest,  most  spacious  cabin. 
The  highest  levels  of  advanced 
technology  in  flight  management 
systems.  The  most  versatility  in 
terms  of  taking  more  people  to 
more  places  from  more  airports. 
And  it  is  the  only  business  jet  with 
a  new  generation  of  quiet,  fuel- 
efficient  engines  also  chosen  to 
power  airliners.  But  such  formid- 
able superiority  is  only  one  reason 
why  the  Gulfstream  IV  has  won 
the  greatest  acceptance  from  the 
world's  major  corporations  and 
governments  of  any  new  aircraft 
designed  for  executive  travel.  Obvi- 
ously, when  it  came  to  evaluating 
which  of  the  new  large-cabin  busi- 
ness jets  would  be  the  most  produc- 
tive investment  for  the  balance  of 
this  century,  they  saw  no  alternative 
to  the  Gulfstream  IV. 
Let  us  tell  you  more  fc/pAVi 
about  this  amazing     ^//ff  IL 
airplane.  Call  us  at  ^'J*1^ 

(912)  964-3274.  A  CHRYSLER  COMPANY 

Gulfstream  Aerospace  Corporation 
Savannah.  Georgia  31402  U.S.A. 


Who's  where  in  growth 


Earnings  per  share 
5-year   latest  12 
Company                  rank    average  months 

Sales 

5-year  latest  12 
rank    average  months 

Earnings  per  share 
,                   5-year   latest  12 
Company                     rank    average  months 

Sales 

5-year  latest  12 
rank    average  months 

McLean  Industries                  NM  P-D 
Mead                                   NM  -14.6% 
Michigan  National                  NM  45.8 
il„ln.,.„                                  mm      -18  3 
Monsanto                             NM  -87.5 

206      15.3%  12.6% 
853      -0.7  .7.2 
619        5.5  -0.2 
775        1.7  0.7 
836       0.0  7.8 

Trans  World  Airlines                 NM  D-D 
Triangle  Industries                  NM  16.9% 
Trinity  Industries                     NM  D-P 
TRW                                      NM  126.8 
UAL                                       NM  D-P 

769        1.9%  -16.4% 
84      26.7  88.3 
977    -11.1  -2.4 
700       3.9  -0.7 
564        6.5  42.0 

Morse  Shoe                           NM  12.8 
Nashua                                NM  46.8 
National  Intergroup                NM  D-D 
i\ati  .^emiconoucior                 inivi       lj lj 
National-Standard                   NM  84.6 

643        5.0  6.7 
880      -2.1  14.7 
975    -10.7  312.1 
272      13  1        -6  6 
911      -4.3  -0.1 

UGI                                       NM  P-D 
Union  Carbide                         NM  D-P 
United  Brands                        NM  42.5 
United  Financial                       NM        P— D 
United  Merchants                     NM  D-D 

622        5.4  -14.6 
879      -2.1  -22.0 
933      -5.6  2.0 
82      27.0  46.8 
780        1.6  -9.3 

Navistar  Intl                         NM  D-D 
Newmont  Mining                   NM  90.9 
Nicor                                  NM  D-D 
NI  Industries                             NM  D-D 

T  1 j  111UU911IC3                                                             I'll"!                   '  *-r 

Northwestern  Steel                 NM  D-P 

982    -11.5  -4.3 
922      -4.8  11.6 
682       4.2  -17.9 
980    -11.4  -42.4 
991    -14.8  36.5 

US  Home                                NM  D-D 
USF&G                                   NM  D-P 
USLife                                    NM  D-P 
USX                                       NM  P-D 
Valero  Energy                          NM  D-D 

846      -0.5  -17.3 
456        8.7  26.5 
673        4.4        14.2  | 
490        7.9  -12.7 
599        5.8      -22.0  j 

Norton                                NM  P-D 
NVF                                     NM  D-D 
Ogden                                 NM  P-D 
Olin                                        NM  D-P 
Orion  Capital                        NM  D-D 

882      -2.1  -4.2 
550       6.9  -10.9 
981    -11.4  -30.6 
844      -0.3  -9.0 
261      13.4  17.5 

Varity  Corp                            NM  D-P 
Warner  Comm                        NM  D-P 
Warner-Lambert                      NM  P-D 
Western  Air  Lines                    NM       P— D 
Western  Co  No  Amer                NM  D-D 

995    -16.9  1.3 
900      -3.3  25.6 
872      -1.9       -5.3  | 
639        5.2  -4.8 
860      -1.1  -46.9 

Pacific  Resources                   NM  65.6 
Pan  Am                                 NM  D-P 
Penn  Central                         NM  —16.1 
Pennwalt                                   NM         R— P 
People  Express                       NM  D-D 

304      12.0  -34.9 
884     -2.3  -9.2 
821        0.4  -5.1 
888      -2.3  7.2 
5      93.3**  46.1 

Western  S&L                           NM  60.3 
Western  Union                         NM  D-D 
Westmoreland  Coal                   NM  D-P 
Wheeling-Pittsburgh                 NM  D-D 
Wickes  Cos                            NM  -70.7 

100      24.0  13.1 
566        6.5  -9.6 
684        4.2  1.3 
952      -7.0       -5.5  1 
881      -2.1  31.5 

Perini                                  NM  D-P 
Phelps  Dodge                        NM  D-P 
Pittston                                 NM  D-P 
PS  Group                             NM  -97.1 
Pullman-Peabody                   NM  -14.9 

837        0.0  -^.8 
974    -10.2  -2.8 
988    -13.0  0.7 
195      16.0  18.3 
1    199.7**  56.3 

Wilson  Foods                           NM  D-D 
FW  Woolworth                       NM  26.2 
Zale                                       NM  P-D 
Zapata                                  NM  P-D 
Zenith  Electronics                   NM  P-D 

953      -7.1  -5.2 
915      -4.4  7.0 
636        5.2  7.6 
985    -11.9      -34.2  j 
519       7.5         9.6  1 

Purolator  Courier                   NM  D-D 
Ramada  Inns                         NM  7.7 
Rcichhold  Chemicals              NM  P-D 
Research-Cottrell                   NM       D— P 
Resorts  Intl                            NM  D-D 

586        6.2  3.4 
354      10.8  8.6 
895      -2.7  -1.4 
861      -1.2  -3.5 
617       5.5  -3.6 

American  Tel  &  Tel                 NA  18.0 
AmeriFirst  Federal                     NA  NA 
Ameritech                                NA  8.4 
Anchor  Glass                          NA  NA 
Bear  Stearns  Cos                       NA  4.9 

NA  1.4 
445        8.9*      14.9  j 

NA  4.6 
194      16.2*       NA  i 
18      51.  1*  5.1 

Revere  Copper                       NM  P-D 
Revlon  Group                        NM  D-D 
Reynolds  Metals                    NM  D-P 
HH  Robertson                         NM  D-D 
AH  Robins                           NM  D-P 

969      -9.4  -12.8 
NA  1,799.3 
838       0.0  3.9 
840      -0  1         -5  9 
349      10.9  11.5 

Bell  Atlantic                           NA  9.2 
BellSouth                               NA  4.4 
Carteret  Savings                      NA  1.2 

Child  World                                   NA  NA 

V  ItllU    II  UI1U                                                              IN^l                 1^  A 

Coast  S&L  Assoc                       NA  NA 

NA  8.9 
NA         9.8  ; 
31      38.7       -2.8  I 
98       94  9  NA 
131      20.9       20.0  1 

Roper  Corp                           NM  D-P 
St  Paul  Cos                           NM  D-P 
Savin                                    NM  D-D 
Sineer                                   NM        1 3  5 
AO  Smith                              NM  D-P 

543        7.0  4.1 
541        7.1  21.1 
869      -1.8  -12.0 
898       -3  0       -99  5 
630        5.4  3.4 

Compaq  Computer                    NA  52.3 
CrossLand  Savings                   NA  -6.2 
Dime  Savings  Bank                  NA  NA 

f  irst  Fprlpral  Mirh                          NA          78  S 
rust  rcuciai  ivinii                                           /  o.u 

Gt  Am  First  Savings                  NA  103.8 

NA  29.2 
88      26.2  -4.5 

419  9.4  NA 
58       30  9          9  5  1 

108      23.1  35.1 

Smith  International                NM  D-D 
Sonat                                  NM  P-D 
Soo  Line                                NM  D-D 
Southern  Union                     NM      D— D 
Southwest  Forest  Inds             NM  D-D 

947      -6.7  -30.7 
627       5.4  -16.0 
383      10.1  19.9 
996     -1  7  3       -45  9 
847      -0.5  -12.5 

Henley  Group                           NA  NA 
Leslie  Fay  Cos                         NA  NA 
Masco  Industries                       NA  —42.7 

MpraRank                                              NI  A           ^1  Q 

i '  It-  1  il  O ti  1 1 h.                                                              N  i  \                '  ! 

Meritor  Financial                      NA  P-D 

97      24.5*  NA 
129      20.9  23.2 
394        9.9  9.9 
XX       33  3          14  1 
99      24.2  5.4 

IP  Stevens                            NM  D-P 
Stewart  &  Stevenson               NM  P-D 
Stone  Container                     NM  -37.5 
Storage  Technology                NM       D— P 
Talley  Industries                    NM  14.8 

859      -1.1  -10.8 
972      -9.7  -5.4 
54      31.7  47.1 
RX'l       — f)  1            3  (i 

OH         — U.  1  o.o 

925      -5.2  4.8 

Morgan  Stanley                         NA  NA 
Nynex                                   NA  10.6 
Omnicom  Group                       NA  NA 

Parifi/*  Tplpeic                                         NJ  A              A  ^ 

Pay  'n  Save                             NA  NA 

59      30.7*  NA 
NA  8.9 
NA  NA 
NA  7.7 
NA        NA  S 

Tesoro  Petroleum                   NM  D-D 
Texas  Air                             NM  -89.2 
Texas  Instruments                 NM  D-D 
Thorn  Apple  Valley                 NM  D-D 
TIE/Communications              NM  D-D 

930      -5.4  -35.8 
33      37.8  16.9 
604        5.7  -7.4 
489         S(l         _3  fi 
23      45.3  -9.1 

Premark  Intl                           NA  NA 
Southwestern  Bell                    NA  -2.0 
SSMC                                      NA  NA 

Srarpr  Rmc                                            MA         197  7 

TCF  Banking  &  Savings             NA  NA 

NA  NA 
NA  1.8 
989    -13.6*  -6.7 

41  <»         0  5  IDS 

ii  j         y  .o  iu.o 

112      22.9*  NA 

Tiger  International                  NM  D-D 
Timken                               NM  P-D 
Todd  Shipyards                      NM  P-D 

Toro                                     NM  21.5 
Tosco                                  NM  D-D 

948      -6.7  -3.0 
923      -4.9  -3.0 
965      -8.8  7.2 
857      -1.0  20.1 
984    -11.8  -42.0 

Temple-Inland                          NA  -16.6 
Tops  Markets                           NA  -10.7 
UNUM  Corp                            NA  NA 
US  West                                NA  1.6 
York  International                     NA  NA 

667        4.5  -1.2 
554        6.9*  3.6 
157      17.9*  13.5 
NA  6.9 
733        2.9*  NA 

D-D:  Deficit  to  deficit    D-P:  Deficit  to  profit    P-D:  Profit  to  deficit.    NA:  Not  available.    NM:  Not  meaningful.    JFour-vear  growth    tfThree-vear  growth. 
1  .  '  .  - 
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anwa's  added  reach  in  Japanese  finance 
can  do  a  lot  for  your  business 

A 


.  wide  client  base 

The  Sanwa  Bank,  one 
of  Japan's  top  financial 
institutions,  has  always 
stressed  the  importance 
of  providing  a  wide  range 
of  services  without  bias 
to  a  wide  spectrum  of 
industries.  With  a  cor- 
porate client  base  that  is 
now  among  the  largest 
and  most  diversified  in 
Japan,  Sanwa  is  uniquely 
positioned  to  assist  over- 
seas companies  of  all 


industries  in  mergers  and 
acquisitions,  joint  ven- 
tures, investment  consul- 
tation, etc. 

Extensive  domestic  and 
overseas  operations 

With  more  than  260. 
offices,  Sanwa's  domestic 
network  is  one  of  Japan's 
most  extensive.  Sanwa 
specialists  across  the 
country  work  in  close  co- 
operation with  the  Bank's 
vast  overseas  network 


in  marketing  advisory 
and  other  services  to  its 
growing  international 
clientele. 

Vast  resources 

for  more  specialized 

services 

Forward-looking  bank- 
ing made  Sanwa  what  it 
is  today:  the  world's  6th 
largest  bank*,  with  total 
assets  of  over  US$160 
billion  and  the  highest 
credit  rating  in  inter- 


national finance.  Backed 
also  by  subsidiaries 
and  affiliates,  Sanwa 
bankers  are  now  more 
active  than  ever  in  pro- 
viding the  specialized 
financial  and  marketing 
assistance  that  overseas 
companies  require  in 
their  dealings  with  Japan. 
Just  ask  your  Sanwa 
banker.  And  see  what 
Sanwa's  added  reach  in 
Japanese  finance  can  do 
for  your  business. 


Sanwa  bankers  are  working  for  you  everywhere. 


1985  Institutional  Investor  surve 


WHO'S 
WHERE  IN 
THE  STOCK 
MARKET 

The  economy  puttered, 
foreign  goods  invaded  at  a 
record  pace,  Wall  Street  was 
scandalized  and  there  were 
some  near-panic  selloffs. 
But  did  the  market  fizzle? 
No.  It  sizzled. 


KEEP  YOUR  BASEBALL  PLAYOFFS  AND  World  Se- 
ries. If  you  wanted  real  excitement  in  1986, 
Wall  Street  was  the  place  to  be.  For  high  anxi- 
ety, no  investor  is  likely  to  forget  Sept.  11, 
1986,  the  day  the  Dow  Jones  industrial  average 
fell  87  points  in  a  single  trading  day,  the  steepest  such  drop 
in  absolute  terms — since  Black  Tuesday  of  October  1929. 

But  anyone  who  saw  the  September  plunge  as  a  sign  that 
the  five-year-old  bull  market  had  peaked  was  in  for  a 
surprise.  Within  eight  weeks  the  Dow  averages  recovered 
their  lost  ground  and  were  marching  toward  new  highs. 
Eleven  times  in  1986  the  Dow  industrials  fell  by  30  points 
or  more,  and  in  each  instance  the  collapse  ushered  in  a 
surge  to  more  breathless  heights.  If  nothing  else,  1986  was 
a  year  for  the  bears  to  get  suckered  and  suckered  and 
suckered  again. 

If  stock  in  an  industry  survey  company  was  traded  as  of 
Nov.  18,  1986,  it  is  listed  in  the  following  alphabetical 
stock  market  table.  The  stars  of  the  year  were  blue  chips 
and  big  company  stocks.  By  late  November  the  Dow's  30 
industrials  had  averaged  a  17.5%  gain  for  the  year.  In 
contrast,  the  broader  Wilshire  index,  which  measures 
some  5,800  issues,  was  a  comparative  laggard,  up  11%. 

Despite  rising  price/earnings  multiples,  there  was  no 
letup  in  takeover  and  buyout  activity.  Beatrice  Cos.,  R.H. 
Macy,  National  Gypsum  and  Safeway  Stores  went  private. 
RCA  and  White  Consolidated  Industries  were  acquired. 
Sperry  and  Burroughs  merged  into  Unisys,  now  the  sec- 
ond-largest computer  company.  Chesebrough-Pond's 
agreed  to  a  buyout  offer  from  Unilever.  In  the  autumn, 
food  processor  Anderson,  Clayton  was  taken  over  by 
Quaker  Oats. 

Though  the  longest  postwar  bull  market  has  been  good 


for  almost  all  stocks,  it  has  been  best  for  those  of  the 
biggest  companies.  Over  the  past  five  years  543  have  at 
least  doubled,  with  254  of  that  number  actually  tripling  in 
value  or  better.  Pulling  down  the  averages  were  144  stocks 
that  declined.  And  a  total  of  193  failed  to  show  so  much  as 
a  17.7%  gain,  meaning  they  didn't  keep  even  with  infla- 
tion over  the  last  half-decade. 

The  five-year  stock  market  leaders?  Minstar  and  Circuit 
City  Stores,  with  respective  gains  of  4,400%  and  3,437%. 
A  $1,000  investment  in  corporate  raider  Irwin  Jacob's 
iMinstar  at  the  start  of  1982  is  now  worth  $44,000.  Of  the 
50  best  performers,  21  were  retailers.  Circuit  City,  ranked 
second,  is  a  fast-growing  consumer  electronics  chain.  The 
Limited,  which  ranked  fourth  in  five-year  stock  perfor- 
mance, owns  women's  apparel  stores  like  Lane  Bryant  and 
Victoria's  Secret. 

Among  the  top  50  companies,  25  weren't  in  this  survey 
five  years  ago.  None  of  the  top  5  were  there.  Why?  Because 
five  years  ago  they  were  too  small  to  qualify.  Size  is  an 
important  element  in  the  stock  market  performance  mea- 
sured here.  Third-ranked  Hasbro,  which  had  profits  of  only 
$5  million  in  1980,  posted  a  2,000%  jump  in  profits  and  a 
2,700%  jump  in  stock  price.  That's  an  impossible  task  for 
an  IBM. 

What  about  last  year's  losers?  Unfortunately,  many  of 
the  nags  remain  nags.  In  particular,  the  oilfield  service 
companies  have  failed  to  make  a  comeback,  thanks  to  the 
early  1986  collapse  in  energy  prices.  In  all,  the  25  stocks 
showing  the  worst  five-year  performance  last  year  fell 
another  36%.  Gearhart  Industries  dropped  76%,  Ideal  Ba- 
sic Industries  73%  and  Tidewater  70% .  If  history  repeats,  a 
number  of  these  losers  will  eventually  rebound.  It  just  may 
take  longer  (see  p.  40).  ■ 
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Who's  where  in  the  stock  market 


Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Price/  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual          (  nrr.'n* 

allllUdl              V  Ul  1  I  II'. 

dividend  yield 

Book 

Book  value/ 

valnp  rprpnt 

'dlllt                           11  vein 

(per  share)  price 

>03     348    Abbott  Laboratories 
'34     392  ADT 
$75     307     Advanced  Micro 
765     592     Aetna  Life  &  Cas 
138     401     HF  Ahmanson 

225.9 
31.7t 

153.2 
22.2 

296.7 

55   -12%  44 
30  -16  26'/4 
41l/8-  SVs  14% 
66'/4-27'/4  53% 
283A-  2%  20 

$2.21          19.9  2.79 
-2.44          def  0.68 
-1.69          def  1.40 
6.78           7.9  0.30 
3.22          6.2  0.63 

$0.84  1.9% 
0.92  3.5 

none  0.0 
2.64  4.9 
0.46  2.3 

$  7.82  0.18 
11.50  0.44 
6.81  0.46 
40.84  0.76 
13.43  0.67 

581     595    Air  Prods  &  Chems 

190     166  Albertson's 

'33     807    Alcan  Aluminium 

505     370    Alco  Standard 

$06     753    Alexander  &  Alexander 

85.4 
236.8 

32.6 
111.6 
5.9 

41%-11%  347/8 

49 1/2- 12  44% 
41%-15%  30'/2 
46%-17>/i  41 
42%- 17  27 

0.08         NM  1.04 
2.85         15.7  0.29 
-0.87          def  0.51 
2.67         15.4  0.19 
0.07         NM  1.07 

0.80  2.3 
0.84  1.9 
0.80  2.6 
1.28  3.1 
1.00  3.7 

19.78  0.57 
15.60  0.35 
27.94  0.92 
~)  1  30            0  59 
7.12  0.26 

48     285    Alexander  &  Baldwin 
124     344  Alexander's 
509      38    Allegheny  Beverage 
)23     870    Allegheny  Intl 
161     303    Allegheny  Power 

480.2 
312.3 
109.5 
-55.4 
193.8 

47  Va~  6%  44 
49   -  7'/2  41% 
30  W-  41/4  11 
36'/4-l  l-Vs  14% 
537/8-16'/8  47% 

3.22         13.7  2.50 
0.59         70.8  0.36 
-2.28          def  0.08 
-7.65          def  0.08 
4.07         11.6  1.38 

1.36  3.1 
none  0.0 

0.40  3.6 
none  0.0 

2.92  6.2 

17.97  0.41 
17.08  0.41 
17.75  1.61 
17.35  1.17 
25.73  0.54 

575     550    Allen  Group 
$92     630    Allied  Bancshares 
'19     650  Allied-Signal 
75     183    Allied  Stores 
58     141    Allied  Supermarkets 

54.3 
-33.8 

36.8 
406.2 
460.0 

27V4-  8%  16'/s 
27'/2-131/8  13% 
54'/2-191/8  40 
671/2-ll'/4  66'/s 
lO'/s-    5/8  7 

1.04         15.5  0.35 
0.20         69.4  0.61 
-4.17          def  0.62 
3.38          19.6  0.73 
0.34         20.6  0.18 

0.56  3.5 
0.40  2.9 
1.80  4.5 
1.16  1.8 
none  0.0 

13.11  0.81 
15.94  1.15 
33.75  0.84 
27.30  0.41 
7.62  1.09 

>49     943  Allis-Chalmers 

$97     475  Alltel 

'30     678  Alcoa 

'04     915     AM  International 

J44     920  AMAX 

-81.9 
147.1 
34.1 
42.4 

-74.6 

19%-  2%  2% 
45   -15l/2  41% 
48%-217/s  34% 
8%-    %  5% 
48%-10'/2  12 

-0.85           def  0.05 
3.51         11.8  1.25 
-0.34          def  0.63 
-0.02          def  0.43 
-1.90          def  0.63 

none  0.0 
2.04  4.9 
1.20  3.5 
none  0.0 
none  0.0 

-1.49  NE 

22.74  0.55 
39.84  1.16 
4.11  0.70 
10.56  0.88 

'02     820  Amdahl 

$19     847    Amerada  Hess 

114     421     American  Bakeries 

518     NR    American  Bankers  Ins 

153     568    American  Brands 

43.2 
0.0 
219.3 
106.9 
127.2 

29%-  8%    21  !/s 
34%-15V8  24'/8 
45%-  8  43'/2 
17V4_  6i/8  137/,, 

52'/2-175/8  41% 

0.44         48.0  1.13 
-7.62          def  0.40 
2.31         18.8  0.31 
1.99          7.0  0.30 
3.14         13.3  0.82 

0.20  0.9 
none  0.0 
none  0.0 
0.50  3.6 
2.08  5.0 

9.64  0.46 
26.77  1.11 
18.63  0.43 
10.69  0.77 
21.53  0.52 

110     373     American  Can 
13        8     American  Continental 
528     491     American  Cyanamid 
532     621     American  Electric 
$65     280    American  Express 

142.9 
900.0 
169.0 
70.8 
156.1 

917/s-25%  83>/2 
15i/4_  4y4  10 

89%-24%  78 
31'/2-15'/8  27% 
70'/8-17%    56  </2 

7.18         11.6  0.51 
1.60           6.3  0.15 
3.47         22.5  0.97 
2.52         11.0  1.11 
5.49         10.3  0.77 

2.90  3.5 
none  0.0 
1.90  2.4 
2.26  8.1 
1.36  2.4 

46.06  0.55 
6.68  0.67 
35.06  0.45 
20.35  0.73 
22.82  0.40 

20      21     American  Family 
$48     233     American  General 
124      51     American  Greetings 
>14     898    American  Hoist 
520     3  64    American  Home  Prods 

826.2 
160.9 
213.0 
-48.1 
105.5 

37%-  2%  26% 
46%-10'/2  357/s 
42  -  9  31'/2 
18  -  6'/s  8% 
94%-33'/4  75 

2.01         13.3  0.85 
3.91           9.2  0.76 
2.25         14.0  0.97 
-3.33          def  0.15 
5.05         14.9  2.31 

0.44  1.6 
1.12  3.1 
0.66  2.1 
none  0.0 
3.10  4.1 

8.50  0.32 
28.98  0.81 
15.01  0.48 
12.23  1.46 
15.14  0.20 

194     268    American  Intl  Group 
184     771     American  Maize 
$62     773    American  Medical 
'35     830    American  Motors 
147     227    American  Natl  Ins 

116.2 
119.2 
-20.5 
31.6 
205.3 

71%-22  56 
23'/2-  8  21% 
37!/4-13%  151/2 
11 1/4-  2'/4  3Vs 
50%- 12%  43l/2 

3.84          14.6  1.13 
0.30         71.3  0.24 
-1.12          def  0.54 
-1.19          def  0.09 
5.45          8.0  1.54 

0.25  0.4 
0.52  2.4 
0.72  4.6 
none  0.0 
1.20  2.8 

22.73  0.41 
21.58  1.01 
11.66  0.75 
0.78  0.25 
45.88  1.05 

$58     777    American  Petrofina 
'31     NR    American  President 
'12     736    American  Standard 
60       13    American  Stores 
'13     NR    American  Tel  &  Tel 

-19.5 
33.8* 
38.7 

449.2 
38.5* 

64%-38%    44 1/2 
29   -11%  25% 
46%- 17  41% 
71%-  8%  54 
26   -14%  24% 

-5.76          def  0.25 
0.18         NM  0.40 
2.66         15.5  0.50 
4.00         13.5  0.12 
1.64         15.1  0.77 

none  0.0 
0.50  1.9 
1.60  3.9 
0.84  1.6 
1.20  4.8 

52.16  1.17 
25.87  1.00 
23.45  0.57 
24.44  0.45 
13.70  0.55 

NJR      NR     AmeriFirst  Federal  S&L 
562     NR  Ameritech 
$27     299  AmeriTrust 
33        9     Ames  Dcpt  Stores 
>72     548  Ametek 

NA 
93.0* 
169.4 
586.1 
55.2 

IO1/4-  8  9% 
152%-621/s  1241/2 
491/2-13%  40% 
34%-  3'/4  23% 
31    -11 1/2  26 

NA          NA  0.18 
11.44         10.9  1.31 
4.31          9.5  1.07 
1.14         20.9  0.50 
1.59         16.4  1.01 

none  0.0 
7.08  5.7 
1.76  4.3 
0.10  0.4 
1.00  3.8 

NA  NA 

76.52  0.61 
38.64  0.95 
9.87  0.41 
9.98  0.38 

(38     781  Amfac 
'40     796  Amoco 
188     418  AMP 
$19     869  Ampco-Pittsburgh 
80       77  AMR 

-10.4 
28. 8t 
118.2 
0.0 
400.0 

31%- 17  '/a  23% 
72 '/8-33 1/2  67 
45  -151/8  37 
24   -11 1/2  14% 
62'/s-  9  55 

-0.87          def  0.16 
3.77         17.8  0.83 
1.29         28.7  2.17 

-0.32          def  0.32 
4.34         12.7  0.54 

none  0.0 
3.30  4.9 
0.80  2.2 
0.30  2.0 

none  0.0 

26.14  1.10 
44.79  0.67 
9.23  0.25 
20.14  1.37 
37.41  0.68 

NR     NR    Anchor  Glass 
515     599    Anchor  Hocking 
163     107     Anheuser-Busch  Cos 

NA 
77.5 
266.6 

28 1/4-20%    23 1/2 
35%-13%  30% 
291/8-  6%    25  Vs 

3.61           6.5  0.27 
-0.27          def  0.43 
1.58         15.9  0.92 

none  0.0 
1.48  4.8 
0.48  1.9 

1.79  0.08 
24.21  0.79 
8.04  0.32 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31 ,  1981  to  Nov.  18, 1986.    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
ibr  period  since  such  change.    tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    ^Three-year  price  change.    NA:  Not  available    NE:  Negative 
pquity.    NM:  Not  meaningful,    def:  Deficit. 
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Who's  where  in  the  stock  market 


Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Price/  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Book 

Book  value/ 
value  recent 
(per  share)  price 

722     705     Anixter  Bros 
662     878    Apple  Computer 
538     659  Archer-Daniels 
26       16    Arden  Group 
59     153    Arkansas  Best 

36.0 
59.9 
101.4 
707.1 
455.2 

14'/2-    4%  10% 
63 '/4-  11  35% 
22%-    6%  20'/4 
28%-    3       28  % 
25%-    3%    23 '/4 

$0.61          17.4  0.59 
2.39         14.8  1.18 
1.57         12.9  0.61 
2.13         13.3  0.16 
2.02         11.5  0.35 

$0.16  1.5% 
none  0.0 

0.10  0.5 
none  0.0 

0.36  1.5 

$  6.06  0.57 
8.90  0.25 
12.73  0.63 
15.07  0.53 
9.39  0.40 

794     723  Arkla 

950     929  Armco 

583     212    Armstrong  Rubber 

173     204    Armstrong  World  Inds 

927     822    Arrow  Electronics 

11.2 

-83.9 
84.7 
255.2 
-57.0 

29%-  12%  19% 
27%-    5%  4'/2 
24%-    7  151/8 
35   -    6%  29% 
34  -    3%  6% 

0.99         20.1  1.26 
-7.47          def  0.11 
-3.64          def  0.18 

2.38          12.5  0.77 
-4.91           def  0.09 

1.08  5.4 
none  0.0 
0.48  3.2 
0.84  2.8 
0.20  2.9 

9.53  0.48 
15.10  3.36 
22.25  1.47 

7.52  0.25 
10.76  1.57 

148     174     Arvin  Industries 

903  899  Asarco 

603     775     Ashland  Oil 

904  766    Athlone  Industries 
NR     NR    Guy  F  Atkinson 

279.8 
-38.8 
79.2 
-39.3 
NA 

35   -    5%  28'/4 
44 10  15% 
641/4-  201/2  56 
28%-  14%  17% 
20  -  14'/4  15 

2.49          11.3  0.52 
-2.29          def  0.40 

6.15          9.1  0.26 
-0.90          def  0.20 

1.24         12.1  0.15 

0.68  2.4 
none  0.0 
1.80  3.2 
1.60  9.2 
0.84  5.6 

14.69  0.52 
21.20           1.35  i 
33.18  0.59 
4.95  0.28 
21.25  1.42 

250     298    Atlanta  Gas  Light 
446     482    Atlantic  City  Elec 
747     731    Atlantic  Richfield 
324     327     Automatic  Data  Proc 
298     189    Avery  International 

203.3 
129.0 
26.4* 
170.6 
180.2 

22%-    7%  22% 
46%-  16%    39  '/2 
67%-  321/4  59% 
38%-  10  %  34 
47 '/2-  10%  38% 

1.67         13.7  0.41 
3.52         11.2  1.26 
3.66         16.2  0.65 
1.50         22.7  1.98 
2.41          16.1  0.73 

1.60  7.0 
2.62  6.6 
4.00  6.8 
0.38  1.1 
0.76  2.0 

16.74  0.74 
24.77  0.63 

29.83  0.50 
9.05  0.27 

15.84  0.41 

769     594  Avnet 

827     808     Avon  Products 

688     579     AZP  Group 

367     135  Bairnco 

941     908    Baker  International 

18.7 
-4.6 
49.0 
155.21 
-72.4 

50  -  17%  27% 
36%-  17%  28% 
32  -  141/2  28% 
35'/2-    9%  28% 
42  -    8%     10  % 

0.63         43.5  0.68 
-0.72          def  0.72 
3.34          8.6  1.76 
2.02         14.1  0.50 
-5.15          def  0.47 

0.50  1.8 
2.00  7.0 
2.72  9.4 
0.70  2.5 
0.46  4.4 

18.18  0.66 

11.69  0.41 
25.36  0.88 

16.70  0.59 
14.43  1.37 

110       82    Ball  Corp 

882     841     Bally  Manufacturing 

257     277    Baltimore  Gas  &  Elec 

301     185     Banc  One 

344     312    Bank  of  Boston 

335.6 
-27.9 
197.3 
179.3 
163.0 

45%-    7%  36% 
32%-  ll!/8  21 
39%-  111/4  34% 
33%-    8!/2  24% 
44%-  10%  40 

2.53          14.5  0.79 
1.01         20.8  0.44 
3.14         10.9  1.49 
2.21          11.0  1.18 
5.03          8.0  0.46 

0.82  2.2 
0.20  1.0 
1.80  5.2 
0.84  3.5 
1.32  3.3 

14.38  0.39 
15.12  0.72 
19.36  0.56 

12.29  0.51 

32.30  0.81 

245     NR    Bank  of  New  England 
343     247    Bank  of  New  York 
880     891  BankAmerica 
402     325    Bankers  Trust  NY 
617     658    Barnes  Group 

205.6 
163.3 
-27.1 
145.7 
76.6* 

39'/2-    81/t  30'/s 
46%-  12  37% 
26 '/4-    9'/2  lSVi 
52%-  12%  41% 
34l/2-  11 '/s  32 

3.55           8.5  0.76 
4.83          7.8  0.65 
-5.46           def  0.19 
6.00           6.9  0.59 
2.54         12.6  0.47 

1.12  3.7 
1.68  4.5 
none  0.0 
1.48  3.6 
1.00  3.1 

19.18  0.64 
28.38  0.75 
24.30  1.57 
34.32  0.82 
17.68  0.55 

191     200    Barnett  Banks  Fla 
714     743     Bausch  &  Lomb 
800     722    Baxter  Travenol  Labs 
264     140     Bay  Banks 
NR     NR    Bear  Stearns  Cos 

236.3 
38.1 
7.5 

193.2 
NA 

40%-    8%  34 
44  -  16%  361/2 
31%-  11%  18 
52  -    9%  37% 
26%-  12%  19 

2.95         11.5  0.98 
2.40         15.2  1.64 
1.69         10.7  0.78 
4.15          9.1  0.83 
1.49         12.8  0.69 

0.80  2.4 
0.78  2.1 
0.40  2.2 
1.32  3.5 
0.44  2.3 

16.41  0.48 
13.67  0.37 
10.78  0.60 
24.67  0.65 
8.03  0.42 

828     608  Bearings 
872     872    Becor  Western 
540     687    Becton  Dickinson 
537     NR    Bell  Atlantic 
137     330    Bell  &  Howell 

-4.6 
-24.6 
100.0 
101.5* 
297.4 

45%-  26  33% 
21'/4-    9%  12% 
61%-  15%  47% 
77  -  321/2  65% 
47%-    8%  37% 

0.50         67.3  0.28 
0.18         68.1  0.54 
2.62         18.2  1.50 
5.83         11.3  1.36 
3.14         12.0  0.40 

1.00  3.0 
0.20  1.6 
0.66  1.4 
3.60  5.5 
0.62  1.6 

33.39  0.99 
11.71  0.96 
16.83  0.35 
39.66  0.60 
22.68  0.60 

553     NR  BellSouth 

99     181  Bemis 
172     388    Beneficial  Corp 
738     293    Bergen  Brunswig 

76       34    Berkshire  Hathaway 

95.8* 
359.5 
255.3 

29.9 
404.5 

69  -  271/4  55 
29%-    5%  28 
78%-  14%  71% 
37%-  11%  20% 
3250  -430  2825 

5.03         10.9  1.53 
1.81         15.5  0.43 

-2.65          def  0.77 
1.54         13.1  0.10 

448.28          6.3  1.69 

3.04  5.5 
0.60  2.1 
2.00  2.8 
0.32  1.6 
none  0.0 

33.41  0.61 
14.28  0.51 
35.20  0.49 
13.33  0.66 
1643.71  0.58 

836     692     Best  Products 
945     873    Bethlehem  Steel 
427     190    Beverly  Enterprises 
576     NR    Big  Bear 
659     124    Big  V  Supermarkets 

-9.6 
-77.4 
137.0 
86.7* 
62.2 

26%-    9       1 1 
291/2-    4%  5l/4 
22%-    6'/s  19% 
21%-    7%  181/4 
16%-    6%  11% 

-0.10           def  0.13 
-5.55          def  0.06 
1.16         17.0  0.62 
1.94           9.4  0.14 
1.03         11.0  0.12 

none  0.0 
none  0.0 

0.20  1.0 
none  0.0 

0.44  3.9 

15.40  1.40 
16.92  3.22 
9.85  0.50 
9.58  0.52 
7.91  0.70 

764     NR    Bindley  Western  Inds 

792     710    Black  &  Decker 

438     NR    H&R  Block 

633     572  Blount 

353     NR    Boatmen's  Bancshares 

22.5* 
11.6 

131.6 
70.3 

159.3 

151/2-    6%  10% 
28%-  12  16% 
49  -  12%  44 
19%-    5%  13% 
47%-  15%  38% 

0.92         11.8  0.10 
-3.37          def  0.54 

2.39  18.4  1.79 
0.33         41.3  0.14 

4.40  8.8  1.15 

none  0.0 
0.40  2.4 
1.48  3.4 
0.40  2.9 
1.65  4.3 

6.30  0.58 
9.94  0.59 
11.73          0.27  ' 
11.45  0.84 
30.35          0.79  j 

202     536  Boeing 
635     645    Boise  Cascade 
81     127  Borden 

226.7 
70.1 
399.6 

64%-  10  49 
62%-  19%  58% 
52  -    8%  46% 

4.27         11.5  0.49 
2.89         20.2  0.46 
2.80         16.7  0.71 

1.20  2.4 
1.90  3.3 
1.12  2.4 

28.12  0.57 
49.46  0.85 
18.27           0.39  1 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31,1981  to  Nov.  18,  1986    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company.  Range  is 
for  period  since  such  change.    fPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last 

year    JThree-year  price  change.    NA:  Not  available,    def:  Deficit. 
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FORBES,  JANUARY  12,  1987 


It  takes  time  and  a  lot  of  hard  work  to 
build  and  maintain  a  family  tradition. 
At  the  investment  banking  firm  of 
Clayton  Brown  &  Associates,  we've 
spent  over  a  decade  building  our 
family  of  First  Trust  funds. 

Although  each  First  Trust  investment 
has  a  different  objective,  the  family  of 
funds  has  one  thing  in  common. 
KNOW  HOW.  KNOW  HOW  that 
means  a  staff  of  professionals  who  are 
committed  to  getting  customers  qual- 
ity performance  from  a  financial 
investment. 

Find  out  how  you  can  put  our  KNOW 
HOW  to  work  for  you.  For  more  infor- 
mation about  the  First  Trust  product 
network,  check  the  specific  fund(s) 
on  the  coupon  or  call: 

1-890-UIT-LINE 

(In  IL  1-800-572-4765) 


First  Trust 

FAMILY  OF  FUNDS 


GOVERNMENT  FUNDS 

□  The  First  Trust  GNMA 

□  First  Trust  U.S.  Government  Fund 

MONEY  MARKET  FUNDS 

□  First  Trust  Tax-Free  Fund 

□  First  Trust  Money  Market  Fund 
(Government  Portfolio) 

□  First  Trust  Money  Market  Fund 
(General  Purpose  Portfolio) 

TAX-FREE  MUTUAL  FUNDS 

□  First  Trust  Tax-Free  Bond  Fund 
(Income  Series) 

□  First  Trust  Tax-Free  Bond  Fund 
(Insured  Series) 


TAX-FREE  UNIT  TRUSTS 

□  The  First  Trust  of  Insured 
Municipal  Bonds 
(National  Series) 

□  The  First  Trust  of  Insured 
Municipal  Bonds 
(Intermediate  Series) 

□  The  First  Trust  of  Insured 
Municipal  Bonds 
(Multi-State  Series) 

□  The  First  Trust  Advantage 
(State  Series) 

□  The  First  Trust  Advantage 
(Short-Intermediate  Series) 


PERFORMANCE 
BACKED  BY 

KNOW 
HOW 


Please  send  me  more  com- 
plete information  about  the 
First  Trust  funds  indicated 
above,  including  a  free  pro- 
spectus listing  all  charges  and 
expenses.  (Read  the  pro- 
spectus carefully  before  you 
invest  or  forward  money). 


Name  . 


Address 


City/State/Zip 
Home  Phone . 


Business  Phone. 


NFB1FTA11287 


CLAYTON  BROWN 
&  ASSOCIATES,  INC. 


Member  SIPC 


Chicago 


300  W.  Washington  St.,  Chicago,  IL  60606 
Dallas  Los  Angeles  Milwaukee  New  York 


Sarasota 


This  advertisement  is  neither  an  otter  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  securities.  The 
offering  is  made  only  by  the  prospectus  and  only  in  those  states  where  they  may  be  legally  offered. 


Who's  where  in  the  stock  market 


Latest 

Bool 

5-year 

1982-86 

12-month 

Price/ 

Price/ 

Indicated 

Book 

valu 

It 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

recei 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

pric« 

Si 

268 

372 

191.5t 

445/8- 

11 

38% 

$2.45 

15.8 

0.94 

$1.00 

2.6% 

$18.99 

0.491 

i 

14 

206 

l)i,nii,  ji'i. 

894.1 

25%- 

2 

21% 

2.27 

9.3 

0.06 

0.20 

0.9 

10.75 

0.51 

437 

440 

Boston  Edison 

131.8 

27%- 

10 

25% 

2.55 

10.0 

0.82 

1.78 

7.0 

17.57 

0.691 

ti' 

NR 

NR 

Bowater 

NA 

33%- 

14% 

29% 

1.57 

18.8 

0.96 

0.72 

2.4 

14.40 

0.49 

1*5 

700 

685 

Briggs  &  Stratton 

43.7 

40%- 

22% 

34% 

2.21 

15.4 

0.66 

1.60 

4.7 

20.29 

0.59 

293 

258 

fa  rt  <•.!-  J  -  /W  VPf  5 

181.4 

88%- 

25% 

74% 

4.02 

18.6 

2.25 

2.20 

2.9 

17.71 

0.24 

325 

394 

Rrnckwav  Itic  (NY1 

1 3  i  UK.  IV  way    L  UK-  \*-~  *  J 

170.3 

29%- 

8% 

26% 

2.39 

10.9 

0.30 

0.88 

3.4 

18.17 

0.70i 

•a 

511 

419 

Brooklyn  Union  Gas 

109.2 

28%- 

11  % 

25% 

1.71 

15.0 

0.55 

1.62 

6.3 

16.94 

0.66| 

684 

582 

Brown-Fotman 

50.9 

64%- 

23% 

54% 

4.00 

13.6 

1.12 

1.24 

2.3 

24.15 

0.44 

!4 

423 

167 

Brown  Group 

137.9 

43%- 

13% 

33% 

2.34 

14.4 

0.44 

1.44 

4.3 

19.72 

0.581 

111 
1  1 

142 

125 

Browning-Ferris  Inds 

284.0 

44%- 

8% 

41% 

1.80 

22.8 

2.34 

0.64 

1.6 

7.90 

0.191 

i!i 

37 

44 

Bruno's 

538.9 

23%- 

2% 

16% 

0.78 

21.0 

0.62 

0.18 

1.1 

4.49 

0.271 

mi 

36 

45 

Brunswick 

549.6 

39%- 

3% 

30% 

2.57 

11.8 

0.78 

0.56 

1.9 

12.46 

0.41 

id 

666 

511 

Burlington  Inds 

57.9 

43  - 

17 

38% 

2.01 

19.2 

0.39 

1.64 

4.3 

40.26 

1.05 

1SI 

435 

376 

Burlington  Northern 

132.2 

82%- 

17% 

62% 

-6.53 

def 

0.62 

2.00 

3.2 

63.13 

1.01 

HD 

547 

447 

Business  Men's  Assur 

98.1 

32%- 

10% 

26% 

-1.72 

def 

0.68 

1.10 

4.2 

29.50 

i.d 

»i 

773 

711 

Butler  Manufacturing 

17.6 

33%- 

18% 

30 

2.22 

13.5 

0.28 

1.32 

4.4 

27.19 

0.91 

HI 

770 

790 

Cabot 

18.6 

35%- 

16% 

29% 

2.56 

11.5 

0.63 

0.92 

3.1 

19.56 

0.66 

Ws 

519 

721 

Caesars  World 

105.7 

22%- 

6% 

18 

1.36 

13.2 

0.78 

none 

0.0 

8.99 

0.50 

& 

711 

NR 

CalFed 

38.8t 

42  - 

11% 

29% 

7.06 

4.2 

0.31 

0.60 

2.0 

41.76 

1 .421 

II] 

434 

402 

California  First  Bank 

132.2 

40%- 

12% 

34 

2.52 

13.5 

0.70 

1.08 

3.2 

24.42 

0.72 

SI 

947 

928 

Cameron  Iron  Works 

-81.0 

50%- 

8% 

8% 

-0.09 

def 

0.45 

0.04 

0.5 

11.92 

1.34) 

145 

132 

163 

Campbell  Soup 

305.2 

68  %- 

13% 

58 

3.45 

16.8 

0.86 

1.44 

2.5 

23.71 

0.411 

T 

160 

131 

Capital  Cities/ABC 

268.3 

276  - 

64% 

271% 

9.32 

29.1 

1.36 

0.20 

0.1 

68.42 

0.251 

IS 

284 

211 

Capital  Holding 

185.4 

38%- 

10% 

31% 

4.19 

7.6 

0.73 

0.82 

2.6 

20.12 

0.631 

iiti 

812 

833 

Carlisle  Cos 

3.5 

40%- 

18% 

29% 

1.89 

15.7 

0.60 

1.10 

3.7 

21.52 

0.72 

HI 

65 

NR 

Carolina  Freight 

437.8 

40%- 

5% 

40 

2.67 

15.0 

0.45 

0.44 

1.1 

16.12 

0.40 

ZS1 

557 

558 

Carolina  Pwr  &  Lt 

95.1 

42%- 

18% 

39% 

3.97 

9.9 

1.55 

2.68 

6.8 

27.33 

0.69 

Jft 

884 

791 

Carpenter  Technology 

-28.4 

58%- 

28 

33% 

1.48 

22.4 

0.57 

2.10 

6.3 

34.62 

1.051 

IS) 

111 

306 

Carson  Pirie  Scott 

334.1 

40%- 

7% 

35 

1.67 

21.0 

0.26 

0.70 

2.0 

21.01 

0.60 

\s 

316 

554 

Carter  Hawley  Hale 

175.0 

44%- 

10% 

41% 

1.58 

26.1 

0.20 

1.22 

3.0 

20.74 

0.50 

ill 

601 

NR 

Carteret  Savings  Bank 

79.6t 

22%- 

5% 

14% 

2.48 

6.0 

0.28 

0.30 

2.0 

17.08 

1.15i 

i 

554 

NR 

Castle  &  Cooke 

95.7 

19%- 

6% 

18% 

1.20 

15.4 

0.50 

none 

0.0 

9.25 

0.50 

11) 

889 

846 

Caterpillar 

-32.4 

57%- 

28% 

37% 

3.15 

11.9 

0.50 

0.50 

1.3 

31.19 

0.83 

'(; 

907 

919 

CBI  Industries 

-41.5 

45%- 

18% 

25 

1.79 

14.0 

0.38 

0.60 

2.4 

23.12 

0.92 

171 

300 

288 

CBS 

179.7* 

151%- 

33% 

132% 

8.44 

15.7 

0.64 

3.00 

2.3 

24.84 

0.19" 

55 

223 

264 

Ceco  Industries 

213.6 

41%- 

10 

40% 

2.44 

16.5 

0.30 

0.80 

2.0 

31.05 

0.77 

n 

114 

270 

Celanese 

332.0* 

247%- 

41% 

241% 

17.16 

14.1 

0.96 

5.20 

2.2 

77.18 

0.32 

X 

628 

481 

Centel 

73.6 

65%- 

27% 

57% 

4.79 

12.0 

1.19 

2.44 

4.2 

30.56 

0.53 

1)0 

NR 

NR 

Centerior  Energy 

NA 

27%- 

22% 

23 

3.01 

7.6 

1.56 

2.56 

11.1 

21.53 

0.94! 

K) 

679 

533 

Centerre  Bancorp 

52.0 

51%- 

15% 

38 

3.85 

9.9 

0.58 

1.80 

4.7 

41.47 

1.09 

13! 

NR 

NR 

Centex 

NA 

40%- 

18 

34% 

2.78 

12  A 

0.44 

0.25 

0.7 

18.34 

0.53 

'it 

420 

399 

Central  &  South  West 

139.6 

37%- 

13% 

33% 

3.73 

8.9 

1.20 

2.14 

6.4 

23.29 

0.70 

11) 

645 

555 

Central  Hudson  G&E 

67.1 

39%- 

16% 

30% 

4.84 

6.3 

0.88 

2.96 

9.7 

29.49 

0.97 

:r 

366 

479 

Central  III  Pub  Svc 

155.7 

30%- 

10% 

28% 

2.14 

13.1 

1.49 

1.68 

6.0 

16.32 

0.5&I 

Sil 

699 

729 

Central  Maine  Power 

44.4 

20  - 

7% 

17% 

1.59 

1 1.2 

0.79 

1.40 

7.8 

14.59 

0.82 

\t 

639 

586 

Central  Steel  &  Wire 

69.0 

490  -230 

490 

35.77 

13.7 

0.29 

30.00 

6.1 

476.27 

0.97 

)\) 

NR 

NR 

CenTrust  Savings 

NA 

15%- 

4% 

10 

-0.73 

def 

0.13 

0.60 

6.0 

24.77 

2.481 

H 

381 

368 

CertainTeed 

151.6 

38%- 

10% 

29% 

3.00 

9.8 

0.50 

0.90 

3.1 

24.19 

0.83 

ill 

669 

751 

Champion  Intl 

56.3 

32%- 

11% 

30% 

1.76 

17.5 

0.64 

0.52 

1.7 

26.24 

0.85 

1)7 

720 

749 

Champion  Spark  Plug 

36.7 

13%- 

6% 

10% 

-0.45 

def 

0.46 

none 

0.0 

9.60 

0.94 

11 

926 

941 

Charter 

-56.9 

15%- 

1 

31/2 

-2.53 

def 

0.04 

none 

0.0 

-10.19 

NE 

IK 

232 

114 

Charter  Medical 

209.7 

29  - 

5% 

19% 

1.48 

13.2 

0.92 

0.24 

1.2 

7.36 

0.381 

8) 

742 

636 

Chase  Manhattan 

27.6 

49%- 

15% 

34% 

6.58 

5.2 

0.28 

2.05 

6.0 

49.19 

1.43 

M 

UlO 

Chemical  New  York 

77.0 

56%- 

17% 

42% 

7.47 

5.7 

0.39 

2.60 

6.1 

50.82 

1.19 

ill 

728 

580 

Chesebrough-Pond's 

34.8 

52%- 

30% 

45% 

3.38 

13.5 

0.64 

2.08 

4.6 

19.20 

0.42 

p!| 

804 

819 

Chevron 

6.4 

47%- 

23% 

45% 

4.09 

11.2 

0.54 

2.40 

5.3 

45.47 

1.00 

« 

550 

668 

Chicago  Pneumatic 

96.1* 

39%- 

10% 

37% 

-2.29 

def 

0.67 

none 

0.0 

24.62 

0.66 

B) 

NR 

NR 

Child  World 

NA 

20%- 

12 

15% 

0.85 

17.9 

0.33 

none 

0.0 

14.86 

0.97 

II) 

750 

832 

Chromalloy  American 

26.0 

25%- 

7% 

23 

1.62 

14.2 

0.43 

none 

0.0 

14.55 

0.63 

V' 

8 

14 

Chrysler 

1,577.8* 

47%- 

2 

37% 

8.63 

4.4 

0.25 

1.40 

3.7 

27.75 

0.74 

'- 

294 

195 

Chubb 

181.2 

78%- 

13% 

57% 

4.47 

12.9 

0.77 

1.56 

2.7 

31.76 

0.55 

II) 

741 

380 

Church's  Fried 

28.6 

20%- 

8% 

12% 

0.27 

45.8 

0.96 

0.46 

3.7 

7.24 

0.59 

to 

776 

613 

Cigna 

16.9tt 

77%- 

-27 

51% 

-7.66 

def 

0.24 

2.60 

5.0 

52.85 

1.02 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31. 1981  to  Nov.  18, 1986  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range 
for  period  since  such  change.  tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.  'Shares  outstanding  have  declined  by  10%  or  more  in  the  Iai 
year.    ftFour-year  price  change.    ^Three-year  price  change.    NA:  Not  available    NE:  Negative  equity,    def:  Deficit 


232 


FORBES,  JANUARY  12,  19  rp. 


Latest 

Book 

5-year 

1982-86 

12-month 

Price/ 

Price/ 

Indicated 

Book 

value/ 

Rank 

price 

Rcccn  t 

03  rti  1  n  oo. 

C  u  1 : 1 1 1 1  ^  > 

j  n  n  1 1  'i  1 

I'll  rrpnt 
V.  Ullllll 

t€  c  t  n  t 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

price 

286 

395 

CILCorp 

184.4 

42'/2-13'/2 

387i 

$3.35 

11.6 

1.03 

$2.28 

5.9% 

$22.19 

0.57 

146 

113 

Cincinnati  Financial 

280.5 

7978-14'/. 

6474 

5.82 

11.0 

1.30 

1.32 

2.1 

31.83 

0.50 

637 

654 

Cincinnati  G&E 

69.8 

31'/8-  8% 

267. 

3.61 

7.4 

0.85 

2.16 

8.1 

18.80 

0.70 

845 

859 

Cincinnati  Milacron 

-14.1 

39  -15'/s 

22  Vs 

0.77 

28.7 

0.64 

0.72 

3.3 

11.19 

0.51 

120 

251 

Circle  K 

318.1 

185/s-  27s 

1678 

0.89 

18.5 

0.32 

0.28 

1.7 

5.03 

0.31 

2 

5 

Circuit  City  Stores 

3,437.2 

33  -  % 

29  Vi 

1.16 

25.4 

0.79 

0.06 

0.2 

5.08 

0.17 

560 

453 

Citicorp 

94.1 

637.-2 1'/2 

49 

6.80 

7.2 

0.29 

2.46 

5.0 

50.63 

1.03 

320 

331 

Citizens  and  Southern 

173.9 

30  Vi-  7% 

237s 

2.58 

9.2 

0.86 

0.88 

3.7 

14.03 

0.59 

54 

97 

CityFed  Financial 

465.6 

18'/8-  1% 

1278 

3.11 

4.1 

0.21 

0.40 

3.2 

14.79 

1.17 

873 

813 

Clark  Equipment 

-25.5 

39'/8-15% 

20'/8 

-3.04 

def 

0.39 

none 

0.0 

22.95 

1.14 

116 

73 

Clorox 

325.6 

60%- 10% 

477s 

3.69 

13.0 

1.18 

1.52 

3.2 

20.61 

0.43 

208 

111 

CNA  Financial 

221.7 

75  -10'/. 

48% 

6.36 

7.6 

0.53 

none 

0.0 

33.24 

0.69 

818 

769 

CNW 

1.1 

53 7s- 12 'A 

22 

0.01 

NM 

0.38 

none 

0.0 

17.78 

0.81 

554 

101 

Coachmen  Industries 

158.8 

W/a-  V/n 

1 1 

0.22 

50.0 

0.27 

0.40 

3.6 

10.32 

0.94 

NR 

NR 

Coast  Savings  &  Loan 

NA 

19'/2-ll'/4 

137s 

3.33 

4.1 

0.21 

none 

0.0 

26.83 

1.97 

591 

669 

Coastal  Corp 

47.5 

40  -  8'/2 

317s 

0.50 

63.3 

0.14 

0.40 

1.3 

22.99 

0.73 

243 

275 

Coca-Cola 

206.5 

447s-  9% 

3572 

2.08 

17.1 

1.49 

1.04 

2.9 

7.72 

0.22 

546 

65 

Coleco  Industries 

161.8 

65  -  3'/4 

9 

0.19 

47.4 

0.26 

none 

0.0 

6.02 

0.67 

124 

381 

Colgate-Palmolive 

137.3* 

431/2-15 

393/, 

1.73 

23.0 

0.58 

1.36 

3.4 

12.66 

0.32 

19 

30 

Collins  &  Aikman 

827.3 

52%-  57s 

51 

3.03 

16.8 

0.99 

0.88 

1.7 

15.76 

0.31 

67 

NR 

Collins  Foods  Intl 

435.2 

19%-  2lA 

16'/2 

0.62 

26.6 

0.57 

0.12 

0.7 

5.98 

0.36 

265 

221 

Colt  Industries 

192.2 

11%-  272 

974 

0.66 

14.7 

0.18 

none 

0.0 

2.55 

0.26 

737 

765 

Columbia  Gas  System 

30.0 

4474-267. 

4174 

1.70 

24.6 

0.49 

3.18 

7.6 

35.10 

0.84 

35 

72 

{""nlnmhia  S&I  Accnr 

V.  Wlllllllflu  ..>l\L  i \","Ul 

569.2 

1 73/8_  i 

107s 

5.35 

2.0 

0.14 

0.24 

2.2 

17.72 

1.63 

456 

220 

Combined  Intl 

126.6 

65!/2-17'/2 

547s 

7.32 

7.4 

1.07 

2.24 

4.1 

29.87 

0.55 

343 

864 

Combustion  Eng 

-13.9 

39'/2-20'/2 

317s 

1.53 

20.8 

0.42 

1.00 

3.1 

20.00 

0.63 

251 

116 

Comdisco 

202.9 

28  -  4'/2 

1774 

1.91 

9.0 

0.77 

0.16 

0.9 

6.75 

0.39 

108 

340 

Comerica 

143.3 

60%-17'/2 

48 

4.65 

10.3 

0.52 

2.20 

4.6 

44.23 

0.92 

559 

NR 

f~" nmmprpp  Ranrcliarp^ 

157.7 

42%-127/8 

353/4 

3.61 

9.9 

0.78 

1.08 

3.0 

30.69 

0.86 

[MR 

NR 

Commercial  Credit 

NA 

22%-20'/2 

207s 

0.34 

60.7 

1.00 

none 

0.0 

22.68 

1.10 

>14 

539 

Commercial  Metals 

108.3 

225/s-  5% 

157s 

1.60 

9.8 

0.16 

0.32 

2.0 

15.31 

0.98 

S50 

556 

Commonwealth  Edison 

66.0 

35%-19'/4 

33 

4.69 

7.0 

1.22 

3.00 

9.1 

29.99 

0.91 

519 

417 

Commonwealth  Energy 

174.8 

45%- 13 

407s 

4.38 

9.3 

0.59 

2.72 

6.7 

27.88 

0.68 

744 

NR 

Pnmn3fi  Pfimnntpr 

v  UllllluU  V^UlllUUlCl 

27.0t 

18'/t-  3'/2 

1578 

1.31 

12.1 

0.71 

none 

0.0 

5.16 

0.33 

178 

578 

Computer  Sciences 

187.6 

39%- 1 1 

3774 

1.88 

20.1 

0.62 

none 

0.0 

15.33 

0.41 

)25 

923 

Computervision 

-56.5 

527s-  9'/s 

141/s 

-1.09 

def 

0.85 

none 

0.0 

6.48 

0.46 

79 

230 

ConAgra 

400.7 

317>-  5% 

29 

1.61 

18.1 

0.32 

0.58 

2.0 

7.72 

0.27 

'.67 

210 

Consolidated  Edison 

191.5 

5278-15% 

477s 

4.26 

11.1 

1.07 

2.68 

5.7 

32.57 

0.69 

130 

198 

V  UIIMM  l  i  L  I  H 1 1 1  Wet  V  9 

135.4 

36  7>- 107s 

31 

2.30 

13.5 

0.58 

0.82 

2.6 

15.69 

0.51 

369 

528 

Consol  Natural  Gas 

154.2 

3578-10 

321/. 

2.26 

14.3 

0.96 

1.32 

4.1 

18.43 

0.57 

131 

196 

Consolidated  Papers 

305.7 

5972-1178 

53  % 

4.36 

12.2 

1.77 

1.60 

3.0 

22.63 

0.42 

530 

892 

Consumers  Power 

-6.6 

217s-  4!/g 

16 

-4.03 

def 

0.44 

none 

0.0 

21.50 

1.34 

S19 

573 

Contel 

76.3 

353/8-147s 

2974 

3.03 

9.8 

0.76 

1.88 

6.3 

18.96 

0.64 

547 

NR 

^"iitifiTii'tif'il  R^nmrn 
v.  Ul  1 1 1 1 IL  1!  1  d  1  OdllLUip 

161.4 

69  -i9i/8 

571/2 

4.95 

11.6 

1.28 

2.04 

3.5 

28.44 

0.49 

)51 

422 

Continental  Corp 

65.4 

55  -2078 

437s 

4.55 

9.6 

0.47 

2.60 

6.0 

36.21 

0.83 

NR 

NR 

Continental  Illinois 

NA 

lOTi-  47s 

57s 

0.29 

20.3 

0.12 

0.08 

1.4 

7.08 

1.21 

583 

885 

Control  Data 

-28.4 

63'/4-15'/8 

25 '/t 

-8.62 

def 

0.30 

none 

0.0 

29.21 

1.16 

576 

825 

Cooper  Industries 

-25.7 

5574-19% 

38% 

3.03 

12.6 

0.52 

1.60 

4.2 

27.49 

0.72 

[43 

241 

v.uupcr  i ire  O-  ivuuuci 

282.8 

273/,_  g7/8 

277. 

2.14 

13.0 

0.50 

0.44 

1.6 

17.44 

0.63 

147 

690 

Adolph  Coors 

128.9 

317s-  97s 

2374 

1.76 

13.5 

0.65 

0.50 

2.1 

26.46 

1.11 

>42 

874 

Copperweld 

-72.4 

247t-  6% 

674 

-1.55 

def 

0.18 

none 

0.0 

13.78 

2.04 

105 

122 

CoreStates  Financial 

349.6 

44>/s-  7'/4 

3578 

3.88 

9.1 

0.94 

1.36 

3.9 

23.53 

0.67 

i27 

414 

Corning  Glass  Works 

103.4 

81'/2-1978 

5274 

3.76 

14.0 

1.25 

1.40 

2.7 

27.64 

0.52 

MR 

NR 

Costco  Vl^holesale 

NA 

191/2-  8 1/2 

1178 

0.15 

NM 

0.37 

none 

0.0 

1.39 

0.12 

>36 

518 

CPC  International 

101.8 

88l/2-29% 

717s 

4.06 

17.6 

0.79 

2.20 

3.1 

28.21 

0.39 

i70 

761 

Crane 

55.6 

3472-10 

341/2 

1.76 

19.6 

0.40 

1.20 

3.5 

11.54 

0.33 

MR 

NR 

CrossLand  Savings 

NA 

247.-  9% 

15!/2 

5.03 

3.1 

0.27 

0.40 

2.6 

28.88 

1.86 

537 

855 

Crown  Central  Pet 

-10.0 

30  -  9!/s 

1372 

-1.65 

def 

0.07 

none 

0.0 

30.17 

2.23 

189 

218 

Crown  Cork  &  Seal 

237.1 

11474-227. 

1017s 

7.25 

13.9 

0.64 

none 

0.0 

50.46 

0.50 

'01 

508 

CSX 

43.5 

37'/2-12'/8 

2774 

-1.05 

def 

0.65 

1.16 

4.2 

30.09 

1.08 

"7 

24 

Culbro 

402.5 

53%-  8'/2 

50'/4 

6.35 

7.9 

0.23 

0.80 

1.6 

34.97 

0.70 

U7 

346 

Cullum  Cos 

140.3 

26  Vi-  8'/s 

20'/2 

1.62 

12.7 

0.22 

0.50 

2.4 

10.90 

0.53 

.27 

321 

Cummins  Engine 

73.9 

88'/2-26 

617. 

-9.01 

def 

0.30 

2.20 

3.6 

74.29 

1.20 

188 

144 

Curtice-Burns  Foods 

149.8 

35 '/s-  97. 

301/4 

2.23 

13.6 

0.19 

0.96 

3.2 

18.37 

0.61 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18. 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  companv  Range  is 
;ror  period  since  such  change.  'Shares  outstanding  have  declined  by  10%  or  more  in  the  last  year.  ^Three-year  price  change.  NA:  Not  available.  NM:  Not 
neaningful.    def.  Deficit 
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stems  Furniture.  You  can  take  it  to  new  limits. 


Steelcase  systems  furniture  helps  you  stay  on 
the  leading  edge  of  both  appearance  and 
function,  without  sacrificing  the  reliability  of 
the  world's  most  often  specified  furniture. 

You'll  find  new  opportunities  in  all 
Steelcase  systems.  Fresh  faces  on  some 
familiar  products;  new  hi-tech  options 
that  help  you  conquer  the  complexities  of 
the  computer-driven  office;  unexpected 


combinations  of  products  that  let  you  create 
unique  environments. 

Take  a  fresh  look  at  Steelcase  systems. 
We  think  they  offer  exciting  new  ways  to  push 
your  abilities  and  your  results  to  new  limits. 

For  more  information,  contact  your 
Steelcase  dealer  or  Steelcase  regional  office.  Or 
dial  toll-free  l-800-44~-4700.  Steelcase  Inc., 
Grand  Rapids,  MI  49501. 


Who's  where  in  the  stock  market 


Latest 

Book 

- 

5-year 

1982-86 

12-month 

Price/, 

Price/ 

Indicated 

Book 

value. 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

receni 

n 

86 

85 

>l  inn jj<i II y 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

price 

it 

282 

375 

Cyclops 

186.3 

78  -13% 

73 

$5.25 

13.9 

0.20 

$1.10 

1.5% 

$53.44 

0.73 

N! 

NR 

NR 

Cyprus  Minerals 

NA 

24%- 1 1 

l'5>/2 

-15.19 

def 

0.48 

none 

0.0 

30.73 

1.98 

)l 

625 

455 

Dana 

74.1 

34%-145/s 

34  Va 

2.19 

15.6 

0.48 

1.28 

3.7 

22.73 

0.66 

KS 

778 

644 

Data  General 

1 0     —  1  U  /  H 

1  1  \/a 

O  1  V4 

n  o  i 

U.Z  1 

MM 
IN  1V1 

none 

u.u 

Z  J.o4 

u.oo 

NR 

NR 

Datapoint 

NA 

9'/t-  4'/2 

7% 

-0.86 

def 

0.43 

none 

0.0 

13.01 

1.65 

hit 

399 

591 

Day  International 

146.2 

29%-  6'/4 

28 

2.25 

12.4 

0.29 

0.24 

0.9 

24.65 

0.88 

» 

296 

105 

Dayton-Hudson 

180.8 

58%-12% 

42% 

2.89 

14.6 

0.43 

0.84 

2.0 

20.04 

0.48 

112 

55 

58 

Dean  Foods 

465.6 

335/s-  41/2 

31 

1.56 

19.9 

0.62 

0.46 

1.5 

7.76 

0.25 

l» 

898 

876 

Deere 

1Z  o 

— 3b. S 

A  03/,   0  1  1/, 
4Z78— z 1  VI 

LL  /8 

1  OQ 
—  1  .Zy 

del 

U.4U 

0  0 
L.L 

11  OO 

oo.zy 

1  A  7 

1.4/ 

1)8 

901 

886 

U*CS\aI  V 

-37.7 

30%-12'/4 

15% 

-4.22 

def 

0.45 

none 

0.0 

26.58 

1.67 

523 

577 

NR 

Delchamps 

86.7t 

27%-  9% 

22% 

1.07 

21.4 

0.23 

0.28 

1.2 

10.47 

0.46 

ill 

339 

343 

Delmarva  Power  &  Lt 

165.3 

38'/8-ll'/2 

33% 

2.87 

11.7 

1.37 

2.02 

6.0 

18.43 

0.55 

lit 

565 

656 

Delta  Air  Lines 

91.8 

52%-22% 

47 

1.76 

26.7 

0.42 

1.00 

2.1 

32.45 

0.69 

M 

126 

169 

Deluxe  Check 

Jin 

JO/4—  4/8 

0  Q7/D 
Zo/8 

1  2A 

LI  .L 

0  01 

n  aa 

U.04 

0  0 
L.L 

A  1  A 
4.14 

n  l  a 

U.  1 4 

pfi 

549 

398 

Dennison  JVif g 

96.4 

30%- 10% 

29 '/s 

0.80 

36.4 

0.64 

1.20 

4.1 

13.96 

0.48 

■;j 

213 

229 

DeSoto 

219.4 

41%- 111/4 

39% 

1.34 

29.2 

0.46 

1.40 

3.6 

26.23 

0.67 

:« 

680 

601 

Detroit  Edison 

51.6 

19%- 1 1 

17% 

2.58 

6.7 

0.88 

1.68 

9  7 

17.41 

1.01  ; 

:»i 

535 

671 

Dexter 

101.8 

23%-  7% 

19% 

1.29 

15.4 

0.77 

0.60 

3.0 

9.39 

0.47 

:;'< 

304 

477 

Di  Giorgio 

1  77  Q 

J.//.S 

0  7  77/a 

LI     —   1  /8 

0  C. 
LD 

Z.Z4 

1  1  0 

l  l.L 

n  t  o 

n  aa 

U.04 

1  A 
Z.O 

1  7  OO 
1  /  .Ly 

n  ao 
u.oy 

in 

915 

897 

Diamond  Shamrock 

-49.8 

26%-  9'/2 

12% 

-0.45 

def 

0.48 

0.40tt 

3.U* 

13.77 

1.08 

122 

62 

Dibrell  Brothers 

315.7' 

29  -  5% 

25  Va 

2.87 

8.8 

0.26 

0.88 

3.5 

18.08 

0.72 

l« 

458 

662 

Digital  Equipment 

126.3 

1051/s-30% 

97% 

5.58 

17.5 

1.57 

none 

0.0 

44.54 

0.46 

27? 

9 

4 

Dillard  Dept  Stores 

1,273.5 

45%-  2% 

41 

2.28 

18.0 

0.77 

0.12 

0.3 

12.42 

0.30 

ii 

NR 

NR 

Dime  Savings  Bank  of  NY 

I\A 

liV/2— loV4 

TvT  A 

IN  A 

IN  A 

U.oo 

none 

U.U 

ZO.OD 

1  ;i 
1 .51 

Ml 

235 

452 

Walt  Disney 

209.1 

54%-l  1  '/4 

40% 

1.82 

22.2 

2.13 

0.32 

0.8 

9.16 

0.23 

)52 

364 

324 

Diversified  Energies 

156.8 

29   -  8% 

24% 

-1.04 

def 

0.45 

1.44 

5.8 

17.56 

0.71 

89 

NR 

Dollar  General 

377.4 

29%-  2% 

14% 

0.50 

28.3 

0.47 

0.20 

1.4 

5.74 

0.41 

1(7 

416 

NR 

Dominion  Bankshares 

140.9 

25%-  5% 

19% 

1.99 

10.0 

0.81 

0.72 

3.6 

12.47 

0.63 

211 

332 

393 

Dominion  Resources 

1  £.7  A 

10/. 4 

COl/,  IAS/, 
3ZV8— 10-/8 

A  71/, 
4/ l/8 

1  QA 

o.o4 

1  O  2 

Iz.o 

l. DO 

1  OA 

A  1 

00/17 

LyAI 

n  A3 

ITS 
1/1 

192 

160 

RR  Donnelley 

233.8 

80  -17% 

63 

3.94 

16.0 

1.14 

1.28 

2.0 

loA7 

0.37 

i% 

418 

391 

Dorsey 

140.3 

29 '/s-  8 

21% 

1.73 

12.5 

0.25 

0.64 

3.0 

12  53 

0.58 

113 

763 

674 

Dover 

22.7 

48'/2-17% 

40'/2 

2.54 

15.9 

0.99 

0.92 

2.3 

17.75 

0.44 

266 

503 

679 

Dow  Chemical 

111.9 

60%-19s/8 

55% 

1.35 

41.2 

0.93 

2.00 

3.6 

25.20 

0.45  | 

')3 

489 

226 

Dow  Jones 

1  lo.z 

41  -11% 

36 

1   Q  1 
1  .OO 

1  Q  7 

ly.  / 

o.lo 

n  ca 

1  A 

A  0  1 

o.zl 

17 

U.  1  / 

117 

587 

527 

DPL 

82.9 

29%-ll'/4 

26% 

1.61 

16.6 

1.14 

2.00 

7.5 

17.94 

0.67 

809 

893 

Dravo 

4.5 

20  -  9'/4 

17'/2 

0.44 

39.8 

0.27 

0  50 

2.9 

13.97 

0.80 

'.1 

909 

907 

Dresser  Industries 

-45.5 

33'/2-12'/4 

18% 

-2.74 

def 

0.36 

0.40 

2.2 

21.60 

1.19 

ir 

463 

576 

EI  du  Pont 

125.8 

89  -30 

84% 

6.53 

12.9 

0.73 

3.20 

3.8 

51.62 

0.61 

I  r 

451 

472 

Duke  Power 

127.9 

52  -20'/4 

47 

4.00 

1 1.8 

1 .45 

2.68 

C  7 

O  O  C17 

zo.y  r 

n  ao 
U.oz 

Sit 

204 

225 

Dun  &  Bradstreet 

225.4 

120%-29'/4  102'/2 

4.42 

23.2 

2.52 

2.56 

2.5 

17.83 

0.17 

171 

824 

627 

Duquesne  Light 

-3.8 

19'/2-ll'/2 

12% 

2.04 

6.3 

1.08 

1.20 

9.4 

16.37 

1.28 

!!2 

705 

842 

DWG 

42.2 

3'/2-  1% 

2% 

-0.26 

def 

0.04 

none 

0.0 

4.04 

1.47 

312 

604 

726 

Dynalectron 

79.2 

18%-  6'A 

16% 

0.34 

47.4 

0.24 

0.27 

1.7 

10.82 

0.67 

823 

333 

291 

E-Systems 

167.3 

44%- 10% 

33!/2 

1.53 

21.9 

0.94 

0.50 

1.5 

10.69 

0.32 

(47 

390 

617 

Eagle-Picher  Inds 

149.1 

41%-  95/s 

34% 

-11.71 

def 

0.57 

1.04 

3.0 

11.35 

0.33 

1!) 

663 

806 

Eastern  Air  Lines 

59.6 

12%-  3'/2 

9% 

-3.51 

def 

0.15 

none 

0.0 

3.28 

0.35 

(7 

758 

792 

Eastern  Gas  &  Fuel 

23.8 

30%-14'/4 

29% 

2.18 

13.7 

0.58 

1.30 

4.4 

19.26 

0.64 

«) 

723 

727 

Eastman  Kodak 

35.8 

65%-40% 

64% 

0.48 

NM 

1.28 

2.52 

3.9 

29.07 

0.45 

IM 

474 

367 

Eaton 

122.7 

79  -22% 

71 

4.46 

15.9 

0.62 

1.60 

2.3 

42.00 

u.5y 

r 

254 

437 

Echlin 

200.0 

20  Vi-  5'/4 

19% 

1.11 

17.2 

1.01 

0.50 

2.6 

8.79 

0.46 

311 

486 

Economics  Laboratory 

175.8 

29%-  8 

22% 

1.66 

13.7 

0.75 

0.58 

2.5 

9.59 

0.42 

: 

NR 

NR 

Edison  Bros  Stores 

NA 

43%-31 

37 

2.74 

13.5 

0.43 

1.60 

4.3 

21.27 

0.57 

Di 

687 

499 

EG&G 

49.4 

43  -14'/2 

29  Vi 

1.83 

16.1 

0.70 

0.52 

1.8 

7.47 

0.25 

;:i 

590 

400 

Emerson  Electric 

82.4 

92  -39% 

82% 

5.62 

14.7 

1.21 

2.88 

3.5 

30.08 

0.36 

!)i 

15 

NR 

Emerson  Radio 

883.5 

11%-  % 

10% 

0.61 

17.6 

0.53 

0.0 

1.74 

0.16 

803 

714 

Emery  Air  Freight 

6.9 

26%-  7 

13% 

-0.29 

def 

0.30 

0.50 

3.7 

9.24 

0.68 

I'l 

444 

332 

Km  ha  n 

129.4 

425/6-125/8 

33  Vi 

-0.40 

def 

0.52 

1.40 

4.2 

21.83 

0.65 

|I)0 

757 

755 

Engelhard 

24.2 

44%- 17% 

30% 

1.85 

16.3 

0.36 

0.76 

2.5 

19.04 

0.63 

1" 

759 

708 

Enron 

23.6 

54s/s-21 

38% 

0.80 

48.3 

0.19 

•  2.48 

6.4 

31.23 

0.81 

121 

900 

844 

Enserch 

-37.1 

29%-13% 

15% 

-0.68 

def 

0.31 

0.80« 

5.0tt 

15.22 

0.96 

i(6 

716 

649 

Entex 

37.5 

241/.-10'/8 

17% 

-4.08 

def 

0.52 

1.40 

7.8 

9.00 

0.50 

[  262 

61 

53 

Equifax 

447.7 

28!/2-  3% 

21 

1.18 

17.8 

0.72 

0.68 

3.2 

4.47 

0.21 

530 

590 

Equitable  of  Iowa 

102.6 

23%-  9 

22% 

4.15 

5.5 

0.45 

0.85 

3.8 

26.53 

1.17 

'■'.> 

497 

NR 

Equitable  Resources 

112.9 

51'/4-12'/2 

50% 

4.38 

11.6 

1.54 

1.72 

3.4 

28.81 

0.57 

ir 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company.  Range  ii 
for  period  since  such  change.  *Shares  outstanding  have  declined  by  10%  or  more  in  the  last  year.  ^Three-year  price  change.  NA:  Not  available.  NM:  Nol 
meaningful,    def:  Deficit    JtDoes  not  include  stock  dividends  given  in  another  company  as  part  of  the  dividend. 
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Latest 

Book 

5-year 

1982-86 

12-month 

Price/ 

Price/ 

Indicated 

Book 

value/ 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

recent 

86 

85 

Company 


change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

price 

NR 

NR 

Esselte  Business  Sys 

NA 

371/4-1 2% 

32 

$1.94 

16.5 

0.72 

$0.56 

1.8% 

$14.40 

0.45 

43 

106 

Ethyl 

512.7 

23%-  IV* 

18 

1.28 

14.1 

1.44 

0.38 

2.1 

6.23 

0.35 

965 

946 

Evans  Products 

-97.6 

V/t-  Vi 

3/8 

-15.83 

def 

0.00 

none 

0.0 

-9.60 

NE 

495 

640 

Exxon 

115.6 

71'/4-247/8 

673/s 

7.79 

8.6 

0.64 

3.60 

5.3 

39.83 

0.59 

834 

916 

Fairchild  Industries 

-8.2 

247/8-  7% 

11 '/s 

0.55 

20.2 

0.17 

0.20 

1.8 

10.58 

0.95 

50 

NR 

Family  Dollar  Stores 

470.1 

28  Vs-  XVi 

19 

1.06 

17.9 

1.13 

0.24 

1.3 

0.00 

0.00 

842 

737 

Farm  House  Foods 

-13.7 

6Vi-  IVi 

5 

0.21 

23.9 

0.05 

none 

0.0 

3.70 

0.74 

429 

261 

Farmers  Group 

135.9 

46>/4-14% 

37% 

3.01 

12.5 

2.40 

1.00 

2.6 

17.98 

0.48 

158 

492 

Federal  Co 

269.6 

40%-  9% 

39  1/2 

2.93 

13.5 

0.52 

1.04 

2.6 

16.30 

0.41 

523 

300 

Federal  Express 

105.2 

73%-203/4 

641/g 

2.46 

26.1 

1.20 

none 

0.0 

21.49 

0.34 

621 

509 

Federal-Mogul 

75.0 

461/4-18 

393/s 

3.38 

11.6 

0.55 

1.60 

4.1 

26.23 

0.67 

136 

379 

Fedl  Natl  Mortgage 

298.5 

39  Vi-  7'/8 

33% 

2.08 

16.3 

0.23 

0.32 

0.9 

18.41 

0.54 

460 

686 

Federal  Paper  Board 

125.9 

31'/4-  87/s 

30!/2 

1.46 

20.9 

0.44 

0.70 

2.3 

15.97 

0.52 

370 

292 

Federated  Dept  Strs 

154.2 

1003/8-33V8 

9IV2 

5.83 

15.7 

0.44 

2.68 

2.9 

55.50 

0.61 

724 

620 

Ferro 

35.7 

40  -18'/2 

38 

2.37 

16.0 

0.37 

1.20 

3.2 

29.05 

0.76 

244 

74 

Fidelcor 

205.6 

47V2-  8!/i 

371/4 

4.66 

8.0 

0.62 

1.40 

3.8 

26.35 

0.71 

291 

624 

Fieldcrest  Cannon 

181.6 

43  -  8'/2 

31  !/2 

1.74 

18.1 

0.33 

0.60 

1.9 

23.22 

0.74 

249 

478 

Figgie  International 

204.2 

5  8%- 14% 

54 

5.89 

9.2 

0.44 

0.76 

1.4 

36.47 

0.68 

814 

552 

Finl  Corp  of  America 

2.7 

32%-  4 

7 

3.06 

2.3 

0.08 

none 

0.0 

2.59 

0.37 

NR 

NR 

Fireman's  Fund 

NA 

44'/2-253/4 

32% 

2.59 

12.7 

0.62 

0.30 

0.9 

20.31 

0.62 

496 

454 

Firestone 

113.9 

291/2-  95/s 

27 

0.20 

NM 

0.28 

0.80 

3.0 

28.30 

1.05 

277 

412 

First  Bank  System 

187.8 

593/t-133/4 

50 

6.51 

7.7 

0.48 

2.00 

4.0 

40.95 

0.82 

68 

31 

First  Boston 

426.2 

62%-  8lA 

46% 

4.55 

10.2 

0.48 

1.00 

2.2 

24.64 

0.53 

665 

544 

First  Chicago 

58.4 

347/s-13'/2 

30'/2 

4.42 

6.9 

0.40 

1.32 

4.3 

34.10 

1.12 

952 

896 

First  City  Bancorp 

-85.1 

34   -  4% 

4% 

-8.34 

def 

0.11 

none 

0.0 

24.54 

5.03 

789 

NR 

First  City  Industries 

13.2 

21    -  3'/4 

53/8 

-3.79 

def 

0.09 

none 

0.0 

10.54 

1.96 

147 

98 

First  Executive 

280.4 

23  Va-  3Vi 

153/4 

1.75 

9.0 

0.29 

none 

0.0 

11.38 

0.72 

281 

NR 

First  Federal  Mich 

187.0t 

30  -  5% 

24% 

8.53 

2.9 

0.22 

0.40 

1.6 

26.84 

1.08 

178 

170 

First  Fidelity  Bncp 

248.8 

42l/2-10 

365/s 

3.98 

9.2 

0.86 

1.68 

4.6 

25.45 

0.69 

696 

600 

First  Interstate 

45.5 

673/8-215/s 

52 

7.25 

7.2 

0.46 

2.66 

5.1 

57.79 

1.11 

133 

61 

First  of  America  Bank 

303.9 

523/4-  95/8 

43% 

5.37 

8.1 

0.68 

1.60 

3.7 

31.23 

0.71 

266 

585 

First  Pennsylvania 

192.0 

9%-  23/s 

91/8 

-0.01 

def 

0.39 

none 

0.0 

11.77 

1.29 

793 

672 

First  Security 

11.4 

35  — 14'/s 

23!/4 

1.70 

13.7 

0.50 

1.10 

4.7 

29.15 

1.25 

187 

164 

First  Tennessee  Natl 

243.6 

365/s-  8% 

35!/2 

3.17 

11.2 

0.92 

1.12 

3.2 

19.71 

0.56 

263 

128 

First  Union 

193.7 

30-6 

23V4 

2.47 

9.4 

1.05 

0.68 

2.9 

12.96 

0.56 

NR 

NR 

First  Wachovia 

NA 

46'/8-33 

36% 

3.44 

10.7 

1.12 

1.08 

2.9 

19.38 

0.53 

197 

255 

First  Wisconsin 

230.9 

33  -  5!/4 

25!/8 

2.42 

10.4 

0.71 

0.84 

3.3 

18.78 

0.75 

877 

786 

Fischbach 

-26.1 

55 1/2-23 '/> 

28'/4 

-2.97 

def 

0.09 

none 

0.0 

41.38 

1.46 

856 

520 

Fisher  Foods 

-19.2* 

165/g-  73/s 

IO1/2 

-0.44 

def 

0.06 

0.05 

0.5 

14.71 

1.40 

171 

117 

Fleet  Financial 

255.3 

56'/8-10!/4 

47% 

5.33 

9.0 

1.32 

1.60 

3.4 

24.33 

0.51 

182 

49 

Fleetwood  Enterprises 

245.6 

41%-  5'/t 

22!/4 

1.61 

13.8 

0.43 

0.52 

2.3 

12.37 

0.56 

342 

186 

Fleming  Cos 

163.5 

447/8-ll'/4 

34!/4 

2.46 

13.9 

0.10 

1.00 

2.9 

20.56 

0.60 

823 

NR 

Florida  Federal  S&L 

-2.5* 

22%- 12% 

14% 

-7.88 

def 

0.27 

none 

0.0 

23.94 

1.61 

467 

146 

Florida  Natl  Banks 

124.2 

291/4-  75/8 

I8V2 

1.87 

9.9 

0.76 

0.44 

2.4 

15.09 

0.82 

323 

347 

Florida  Progress 

171.2 

47  -147/s 

42% 

3.75 

11.3 

1.08 

2.40 

5.7 

21.63 

0.51 

97 

47 

Flowers  Industries 

361.0 

29   -  4V2 

26'/s 

1.28 

20.4 

0.84 

0.54 

2.1 

6.97 

0.27 

929 

924 

Fluor 

-61.7 

31%- 11% 

11  Vl 

-7.13 

def 

0.19 

0.40 

3.5 

13.06 

1.14 

104 

336 

FMC 

350.6 

20%-  4'/2 

20% 

1.21 

16.8 

0.32 

none 

0.0 

7.53 

0.37 

47 

41 

Food  Lion 

480.3 

I8V2-  1% 

12 1/4 

0.36 

34.0 

0.89 

0.03 

0.2 

1.30 

0.11 

57 

102 

Foodarama  Supermkts 

461.5 

20%-  3'/s 

18 '/4 

2.23 

8.2 

0.05 

none 

0.0 

18.82 

1.03 

29 

96 

Ford  Motor 

640.4 

63  Vi-  7Vs 

5  5 '/8 

1 1.97 

4.6 

0.22 

2.60 

4.7 

45.24 

0.82 

439 

151 

Fort  Howard  Paper 

131.5 

60 1/2- 1 6 '/s 

46% 

2.44 

19.2 

2.13 

1.00 

2.1 

16.60 

0.35 

943 

921 

LB  Foster 

-73.7 

18'/4-  3'/4 

33/4 

-2.20 

def 

0.08 

none 

0.0 

7.07 

1.89 

851 

889 

Foster  Wheeler 

-16.2 

173/8_  95/8 

121/4 

0.70 

17.5 

0.34 

0.44 

3.6 

1 1.85 

0.97 

887 

857 

Foxboro 

-30.5 

471/2-21!/2 

24'/4 

-2.07 

def 

0.52 

none 

0.0 

21.04 

0.87 

472 

436 

FPL  Group 

123.0 

38  -14 

323/t 

2.85 

1 1.5 

1.01 

2.04 

6.2 

21.38 

0.65 

870 

863 

Freeport-McMoRan 

-23.6 

263/4-12'/4 

18'/4 

0.29 

62.9 

1.84 

0.60tt 

3.3tt 

10.76 

0.59 

177 

616 

Fruehauf 

250.3 

497/8-10'/8 

431/2 

1.70 

25.6 

0.36 

none 

0.0 

29.40 

0.68 

123 

59 

Fuqua  Industries 

314.1 

25  Vi-  37/s 

22 

2.37 

9.3 

0.53 

0.24 

1.1 

10.60 

0.48 

66 

136 

GAF 

435.6 

44  -4'/. 

38 1/2 

2.03 

19.0 

1.83 

0.10 

0.3 

8.45 

0.22 

262 

286 

Gannett 

193.8 

435/s-  9% 

35% 

1.66 

21.3 

2.16 

0.92 

2.6 

7.94 

0.22 

5 

20 

GAP 

1,843.9 

45'/2-  1% 

42 '/s 

1.36 

31.0 

1.99 

0.28 

0.7 

4.32 

0.10 

938 

903 

Gates  Learjet 

-71.8 

211/4-  33/8 

5% 

-2.97 

def 

0.24 

none 

0.0 

7.50 

1.33 

817 

799 

GATX 

1.2 

42  -20'/s 

30% 

2.01 

15.4 

0.50 

1.50 

4.9 

24.23 

0.78 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company.  Range  is 
for  period  since  such  change.  'Shares  outstanding  have  declined  by  10%  or  more  in  the  last  year.  JThree-year  price  change.  NA:  Not  available.  NE:  Negative 
equity.    NM:  Not  meaningful,    def:  Deficit.    JifDoes  not  include  stock  dividends  given  in  another  company  as  pan  of  the  dividend. 
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WhoV where  in  the  stock  market 


Latest 

Book 

5-year 

1982-86 

12-month 

Price/  , 

Price/ 

Indicated 

Book 

value/ 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

recent 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

price 

vol 

017 

UCdllldl  l    UlUU-TllI'.  l 

-93.9 

30%-  % 

VA 

$-10.21 

def 

0.09 

none 

0.0% 

$4.46 

2.97 

loo 

259.5 

1 05  '/2— 2 1 

99-V4 

12.06 

8.3 

1.25 

$1.08 

1.1 

29.14 

0.29 

oil 

O/D 

Gelco 

-6.8 

27%-12% 

18% 

-0.19 

def 

0.35 

none 

0.0 

15.70 

0.83 

1  1  O 

GenCorp 

307.0 

83  -16'/2 

79 '/4 

4.47 

17.7 

0.58 

1.50 

1.9 

42.58 

0.54 

93 

33 

General  Cinema 

371.2 

59  -  8% 

43 

2.41 

17.8 

1.57 

0.60 

1.4 

10.62 

0.25 

General  Dynamics 

194.4 

89'/4-18% 

72 '/s 

8.54 

8.4 

0.35 

1.00 

1.4 

31.46 

0.44 

JJ 1 

General  Electric 

160.6 

82%-27'/2 

74% 

5.31 

14.1 

1.08 

2.52 

3.4 

30.49 

0.41 

inn 

lull 

AH 

General  Host 

358.3 

25%-  2% 

12% 

1.45 

8.9 

0.55 

0.22 

1.7 

8.77 

0.68 

Oft  > 

General  Instrument 

-63.8 

66%- 12% 

16 

-1.60 

def 

0.64 

0.25 

1.6 

16.98 

1.06 

470 

254 

General  Mills 

123.0t 

47%-14'/4 

40 

2.17 

18.5 

0.76 

1.28 

3.2 

7.61 

0.19 

566 

General  Motors 

80.2 

88%-33 

69% 

10.33 

6.7 

0.22 

5.00 

7.2 

80.09 

1.15 

1 74 

172 

General  Public  Utils 

251.9 

25  -  4>/2 

23% 

2.57 

9.2 

0.53 

none 

0.0 

27.74 

1.17 

385 

126 

General  Re 

150.1 

69'/2-167/s 

50'/2 

2.57 

19.6 

1.81 

0.88 

1.7 

18.49 

0.37 

198 

728 

General  Refractories 

229.7 

17%-  2% 

15% 

1.94 

7.9 

0.17 

none 

0.0 

6.19 

0.41 

795 

744 

General  Signal 

10.7 

54'/4-28 

42% 

1.20 

35.6 

0.74 

1.80 

4.2 

31.47 

0.74 

919 

871 

Genesco 

-51.8 

10%-  2% 

3% 

-1.79 

def 

0.10 

none 

0.0 

3.01 

0.89 

529 

462 

Genuine  Parts 

102.8 

48%-197/s 

42  Vt 

2.31 

18.3 

0.95 

1.28 

3.0 

13.71 

0.32 

606 

746 

Georgia-Pacific 

78.9 

40!/2-13'/4 

36 

2.21 

163 

0.53 

1.00 

2.8 

21.37 

0.59 

176 

148 

Gerber  Products 

250.8 

57%- 10% 

44  y8 

2.02 

22.1 

0.93 

1.32 

3.0 

18.20 

0.41 

119 

NR 

Getty  Petroleum 

319.2 

31%-  3% 

20V4 

1.86 

11.2 

0.19 

0.16 

0.8 

5.08 

0.24 

25 

11 

Giant  Food 

715.4 

33%-  2% 

26 '/> 

1.97 

13.5 

0.34 

0.60 

2.3 

9.05 

0.34 

376 

713 

Gibraltar  Financial 

152.9 

16  -  2% 

10% 

2.77 

3.9 

0.16 

0.20 

1.9 

14.40 

1.34 

170 

263 

Gillette 

255.6 

68%-15»/4 

60 

2.83 

21.2 

1.41 

1.36 

2.3 

14.53 

0.24 

450 

NR 

GlenFed 

128.2* 

27%-  6% 

22% 

4.47 

5.0 

0.27 

0.40 

1.8 

35.54 

1.60 

963 

947 

Global  Marine 

-95.1 

25  '/4-  '/s 

1% 

-10.78 

def 

0.15 

none 

0.0 

6.91 

6.14 

49 

474 

Godfrey 

477.6 

19%-  3 '/a 

19% 

1.25 

15.4 

0.17 

0.26 

1.4 

6.13 

0.32 

41 

219 

Golden  West  Finl 

519.0 

46%-  3 

32  Vi 

5.85 

5.6 

0.74 

0.20 

0.6 

15.14 

0.47 

546 

634 

BF  Goodrich 

98.3 

477/s-16% 

44 '/a 

-0.26 

def 

0.36 

1.56 

3.5 

30.43 

0.69 

428 

487 

Goodyear 

136.2 

50  -17'/2 

44% 

2.96 

15.2 

0.48 

1.60 

3.6 

32.44 

0.72 

677 

458 

Gordon  Jewelry 

52.9 

22%-  9'/t 

19'/2 

1.24 

15.7 

0.42 

0.52 

2.7 

23.78 

1.22 

861 

664 

Gould 

-20.4 

43%- 14% 

18 

-3.80 

def 

0.77 

none 

0.0 

15.19 

0.84 

786 

843 

WR  Grace 

13.7 

60%-28'/2 

52 

2.94 

17.7 

0.40 

2.80 

5.4 

43.40 

0.83 

483 

423 

WW  Grainger 

119.5 

46'/2-16% 

40% 

2.90 

14.1 

1.03 

0.72 

1.8 

17.92 

0.44 

345 

463 

Gt  Am  First  Savings 

163.0* 

24%-  5% 

17% 

3.77 

4.7 

0.34 

0.40 

2.3 

20.46 

1.15 

52 

132 

Great  A&P  Tea 

467.7 

27%-  3'/2 

22 

1.57 

14.0 

0.12 

0  40 

1.8 

17.63 

0.80 

361 

584 

Gt  Northern  Nekoosa 

157.1 

66'/2-19% 

63 

2.22 

28.4 

0.84 

1.72 

2.7 

38.11 

0.60 

309 

546 

Gt  Western  Financial 

175.9 

48%-  9'/2 

40 

6.94 

5.8 

0.44 

1.20 

3.0 

29.82 

0.75 

507 

345 

Greyhound 

109.7 

38  -12% 

32  Vi 

2.55 

12.7 

0.59 

1.32 

4.1 

24.63 

0.76 

563 

316 

Grumman 

92.8 

36%-10'/2 

26% 

2.36 

11.3 

0.26 

1.00 

3.7 

20.69 

0.77 

589 

562 

GTE 

82.4 

63%-26% 

58% 

-0.78 

def 

0.81 

3.66 

6.3 

32.31 

0.55 

130 

215 

Gulf  &  Western 

306.3 

72'/2-ll'/4 

64  Vi 

3.40 

19.0 

1.15 

0.90 

1.4 

29.15 

0.45 

891 

712 

Gulf  States  Utils 

-33.7 

16'/2-  7 

7% 

1.96 

4.0 

0.54 

none 

0.0 

16.02 

2.03 

922 

914 

Halliburton 

-53.7 

52%-17% 

24% 

-4.37 

def 

0.65 

1.00 

4.1 

26.30 

1.09 

782 

862 

Handy  &  Harman 

15.3 

26%-12% 

20% 

-0.31 

def 

0.52 

0.66 

3.2 

9.54 

0.46 

32 

22 

Hannaford  Bros 

596.9 

40  Vi-  4'/2 

33% 

2.01 

16.9 

0.36 

0.50 

1.5 

1 1.43 

0.34 

141 

142 

Hanover  Insurance 

286.2 

70  -12% 

62% 

5.77 

10.9 

0.60 

0.56 

0.9 

34.95 

0.56 

83 

118 

Harcourt  Brace 

396.5 

38%-  4% 

30 

1.97 

15.2 

1.11 

0.40 

1.3 

8.95 

0.30 

725 

828 

Harnischfeger  Inds 

35.5 

19%-  5'/2 

15% 

-1.94 

def 

0.33 

none 

0.0 

16.95 

1.08 

865 

887 

Harris  Corp 

-22.8 

51%-20% 

31% 

1.56 

20.4 

0.60 

0.88 

2.8 

22.37 

0.70 

556 

451 

Harsco 

95.2 

287/s-  9% 

25% 

1.61 

15.8 

0.66 

1.00 

3.9 

15.67 

0.62 

303 

228 

Hartford  National 

178.0 

31%-  8 '/a 

26% 

2.97 

9.0 

1.20 

1.20 

4.5 

16.55 

0.62 

363 

121 

Hartmarx 

156.8 

32-8 

26'/4 

1.43 

18.4 

0.50 

0.92 

3.5 

17.60 

0.67 

3 

1 

Hasbro 

2,677.8 

30%-  % 

23 

1.75 

13.3 

0.85 

0.09 

0.4 

8.19 

0.35 

393 

369 

Hawaiian  Electric 

148.0 

35'/2-ll% 

31 

2.60 

11.9 

0.90 

1.80 

5.8 

20.93 

0.68 

144 

NR 

Hechinger 

282.2 

24  -  4% 

18 

0.83 

21.7 

1.03 

0.06 

0.3 

5.65 

0.31 

771 

648 

Heck's 

17.9 

19%-  8V2 

12% 

-1.73 

def 

0.19 

0.04 

0.3 

10.22 

0.83 

524 

515 

G  Heileman  Brewing 

105.2 

44  -lO'/i 

24% 

1.80 

13.8 

0.56 

0.55 

2.2 

11.34 

0.46 

22 

88 

HJ  Heinz 

746.4 

48l/4-  8% 

39  Vi 

1.12 

35.4 

1.20 

1.00 

2.5 

5.08 

0.13 

NR 

NR 

Henley  Group 

NA 

25'/4- 17'/4 

21 

NA 

NA 

0.69 

none 

0.0 

30.33 

1.44 

409 

407 

Hercules 

143.1 

60  -16% 

55 

3.73 

14.7 

1.17 

1.76 

3.2 

27.13 

0.49 

157 

78 

Hershey  Foods 

270.8 

30   -  5% 

22% 

1.39 

16.0 

1.00 

0.54 

2.4 

7.74 

0.35 

515 

564 

Hewlett-Packard 

108.2 

49%- 18 

41'/4 

2.02 

20.4 

1.49 

0.22 

0.5 

15.50 

0.38 

NR 

NR 

Highland  Superstores 

NA 

39'/4-17 

24'/4 

1.35 

18.0 

0.74 

none 

0.0 

5.14 

0.21 

Note:  Excepi  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
for  period  since  such  change.    tPrice  change  dews  not  reflect  the  value  of  shares  received  in  a  spinoff.    tThree  year  price  change    NA:  Not  available,    def:  Deficit. 
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Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

nrire  Rpppnt 

range  price 

Latest 

12-month  Price/  Price/ 

parninpc       pa  rn  incv  c!i|pc 
Cdl  111  UKB         Cdl  lUilKS 

per  share    ratio  ratio 

Indicated 

annual           (  1 1  rrcn  f 

dividend  yield 

Book 

Book  value/ 

value  rprpnl 

(per  share)  price 

159     213    Hillenbrand  Inds 
578     557    Hilton  Hotels 
580     397    Holiday  Corp 
106     633    Holly  Corp 
02     NR    Home  Federal  S&L 

269.4 
86.2 
151.8* 
177.1 
79.5i 

49%- 10%  46% 
80%-27%  70% 
75'/2-22%  70'/2 
21 1/4-  4%  18% 
38%-ll%  25V4 

$2.29         20.5  1.50 
4.03         17.6  2.52 
4.68         15.1  0.99 
3  16           5  9           0  99 
5.01           5.0  0.45 

$0.56  1.2% 
1.80  2.5 
1.16  1.6 

'  1     Ml  \J,\J 

0.20  0.8 

$13.25  0.28 
26.28  0.37 
25.79  0.37 
5  18            0  98 
33.78  1.34 

NR     NR    Home  Group 
555     673  Honeywell 
184     178    George  A  Hormel 
736     651     Hospital  Corp 
220     279    Household  Intl 

NA 
95.3 

245.2 
30.9 

215.6 

ZVA-\SVi  17% 
86'/2-29%    68 Vi 
35  -  8  31'/2 
56%- 18%  335/s 
52*4-14%  48'/s 

0.62         28.0  0.31 
4.89         14.0  0.44 
1.93         16.3  0.33 
9  67           19  6            0  59 
4.16         11.6  0.55 

none  0.0 
2.00  2.9 
0.56  1.8 
n  66         9  0 
1.86  3.9 

19.02  1.09 
56.08  0.82 
16.22  0.51 
94  90            0  79 
30.46  0.63 

569     588    Houston  Industries 

)83     272  Hubbell 

H6     922    Hughes  Tool 

'26     467  Humana 

$37     120    Huntington  Bancshs 

89.0 
151.4 

-80.7 
35.4 
165.7 

37   -17'/a  34% 
36 %-  8V2    27 Vi 
44%-  6%  m 
36%- 12%  19% 
34%-  6%  24'/2 

3.81           9.0  1.05 
2.08          13.2  1.23 
-9.06          def  0.48 
0.56         35.3  0.74 
2.59          9.5  0.82 

2.80  8.2 
0.84  3.1 
0.08  1.0 
0.76  3.8 
0.84  3.4 

25.88  0.76 
11.34  0.41 
16.80  2.17 
9.28  0.47 
16.52  0.67 

'43     512     EF  Hutton  Group 
192     304    IC  Industries 
17        7  ICH 
'61     931     Ideal  Basic  Inds 
>96     612    Illinois  Power 

27.4 
181.4 
842.1 

-93.7 
45.5 

54l/4-17l/2  40 
30'/8-  6'/s  24% 
32%-  1%  22% 
26  -  1%  1% 
32  -17%  30 

0.75         53.3  0.37 
-1.16          def  0.60 
3.58          6.3  0.75 
-28.09           def  0.07 
3.92          7.7  1.62 

0.88  2.2 
0.80  3.2 
none  0.0 
none  0.0 
2.64  8.8 

26.06  0.65 
15.99  0.65 
7.84  0.35 
-8.90  NE 
24.53  0.82 

'.00     262    Illinois  Tool  Works 

'61     784    Imperial  Corp  of  Am 

(48     865  Inco 

(22     837  Ingersoll-Rand 

(00     805    Inland  Steel  Industries 

228.4 
23.4 

-14.9 
-2.2 

-19.8 

50  -12'/4  47% 
19%-  4%  14'/2 
18%-  7%    12  ft 
68%-35'/2  55'/4 
35  -141/2  18% 

1.62         29.4  1.67 
1.34         10.8  0.21 

-0.19          def  0.85 
4.00         13.8  0.40 

-4.25          def  0.18 

0.72  1.5 
none  0.0 
0.20  1.6 
2.60  4.7 
none  0.0 

16.01  0.34 
12.38  0.85 

9.77  0.81 

50.02  0.91 
34.54  1.84 

538     6  83  Insilco 

>31     NR    Inspiration  Resources 

190     NR    Integrated  Resources 

>13     607  Intel 

.08     596  Interco 

69.5 
-62.2t 
118.0 
77.8 
78.8 

23%- 10  V%  21% 
15'/4-  3%  4% 
46  -  8%  23'/4 
49'/2-10ys  20 
47%-17%  42% 

1.36         16.0  0.58 
-4.11           def  0.25 

0.32         72.7  0.22 
-1.56          def  1.89 

3.03         13.9  0.49 

1.00  4.6 
none  0.0 
none  0.0 
none  0.0 

1.60  3.8 

15.22  0.70 
4.25  1.00 
28.36  1.22 
12.25  0.61 
35.31  0.84 

>48     904  InterFirst 
'.42     NR  Intergraph 
186     480  Interlake 

1 94  \ i  R  Intprmark 
i04     396  IBM 

-81.4 

208.0 

118.6 

232.9t 

111.9 

301/2-  4%  5 
40'/2-  3%  19'/4 
39'/2-10      38  % 
16%-  2'/4    1 1 1/2 
161%-55%  120'/2 

-3.92          def  0.18 
1.25         15.4  1.78 
2.65         14.5  0.56 

-0.49          def  0.17 
9.89         12.2  1.44 

none  0.0 
none  0.0 
1.30  3.4 
0.10  0.9 
4.40  3.7 

17.60  3.52 
7.28  0.38 

31.42  0.82 
5.83  0.51 

51.98  0.43 

40     565    Intl  Flavors  &  Frag 
149     861    Intl  Minerals  &  Chem 
i74     354    Intl  Multifoods 

>Q9       AO^       Intprnatinnal  Pnnpr 

F7ib          y>  /  >          1  li  1  C  I  1 1  a  I  1  V"  I  Id  1    I  al/CI 

105     253    Interpublic  Group 

100.0 
-15.1 
87.5 
81.8 
224.9 

48%- 17%  39 
49  -23'/2  27'/2 
31%-12%  27'/2 
74%-32%  71'/s 
30'/2-  6%  26'/2 

2.23          17.5  2.44 
-8.50          def  0.58 
1.92         14.3  0.27 
4.03         17.6  0.79 
1.85         14.3  0.78 

1.16  3.0 
1.00  3.6 
1.18  4.3 
2.40  3.4 
0.60  2.3 

11.52  0.30 
32.09  1.17 
18.51  0.67 
65.76  0.92 
9.53  0.36 

01     123    Interstate  Bakeries 
U4     382    Iowa-Illinois  G&E 
171     597    Iowa  Resources 

. 0 1        J 7  1       fn  alert  Fntprnricpc 

167     530    Irving  Bank 

227.9 
141.7 
123.0 
148.2 
91.2 

24  Vi-  4'/2    23  Vi 
46%- 17%    43  Vi 
27'/2-10'/4  24% 
29'/2-10'/8  25% 
59'/4-16%  48% 

2.06          11.4  0.25 
3.85         11.3  1.03 
2.22         10.9  1.60 
1.96         13.1  1.96 
6.67          7.3  0.45 

none  0.0 
2.90  6.7 
1.60  6.6 
1.52  5.9 
2.08  4.3 

11.62  0.49 
28.35  0.65 
15.50  0.64 
14.75  0.57 
49.28  1.01 

•23     701  ITT 

ill     809    IU  International 

72     130    James  River  Corp  Va 

85     182  Jefferson-Pilot 

74.8 
3.6 
421.2 
485.3 
185.1 

59'/2-20%  52 
30%-  7%  14% 
35  -  5%  30'/2 
31   -  3%  24% 
40'/2-10  32% 

2.43         21.4  0.55 
-3.24          def  0.24 
1.84         16.6  0.80 
1.43         17.4  0.30 
2.80         11.7  1.32 

1.00  1.9 
0.60  4.2 
0.40  1.3 
0.12  0.5 
1.12  3.4 

42.74  0.82 
5.60  0.39 
14.40  0.47 
14.16  0.57 
28.25  0.87 

04     NR    Jefferson  Smurfit 
96     459  Jerrico 
52     531    Jim  Walter 

<!' i           UUJ         J  U 11 113 1>  11   O.  |UI1I19UII 

179     541     Johnson  Controls 

145.5* 
80.8 

273.0 
75.8 

152.0 

32%-  7'/2  31 
26%-  8%  19% 
54%-10%  46% 
74%-28      65  Vt 
65%-17'/2  61% 

1.15         27.1  0.64 
1.30         14.8  0.72 
4.64         10.0  0.63 
2.00         32.6  1.68 
4.71         13.1  0.45 

0.53  1.7 
0.12  0.6 
1.40  3.0 
1.40  2.1 
2.12  3.4 

6.52  0.21 
9.42  0.49 
34.81  0.75 
18.33  0.28 
37.90  0.61 

•41     675    Earle  M  Jorgensen 

lift       WK  Incfpnc 

UO           J  1  J         |  U9 LC113 

75     858    Joy  Manufacturing 
53     517    JWT  Group 
29     439    K  mart 

-13.3 
223.8 
-25.7 
64.2 
211.1 

31%-18'/2  22% 
19 'A-  5%  18% 
37%-19  26 
41'/2-  9%  26 
57%- 15%  49 

0.76         29.9  0.50 
0.97         19.4  1.12 
-4.73          def  0.67 
2.11         12.3  0.39 
2.33         21.0  0.27 

1.00  4.4 
0.48  2.6 
1.40  5.4 
1.12  4.3 
1.48  3.0 

26.11  1.15 
4.66  0.25 
23.88  0.92 
13.80  0.53 
25.98  0.53 

26     835    Kaiser  Alum  &  Chem 

40     112  Kaman 

13     523    Kansas  City  P&L 

-4.1 
287.5 
108.8 

23'/4-ll'/2  14% 
28  -  5%  23% 
32%- 14%  30% 

-3.09           def  0.30 
1.84         12.6  0.44 
3.42          9.0  1.44 

none  0.0 
0.52  2.2 
2.00  6.5 

23.31  1.59 
11.19  0.48 
27.10  0.88 

note:  Except  as  indicated,  price  changes  are  from  Dec.  31. 1981  to  Nov.  18, 1986.    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
ior  period  since  such  change.    tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last 
[  ear.   JThree-year  price  change.    NA:  Not  available.    NE:  Negative  equity,   def:  Deficit. 
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Who's  where  in  the  stoek  market 


Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Price/  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Book 

Book  value/ 
value  recent 
(per  share)  price 

703     356    Kansas  City  Southern 
240     326    Kansas  Power  &  Light 
361     628    Kaufman  &  Broad 
482     877  Kay 
118     143  Kellogg 

42.7 
208.1 
157.1 
119.8' 

323.3 

7154-22%  48% 
65   -17%  57- 
25%-  4%  18 
27%-  6'/8  25  Vi 
58%-10'/4  47% 

$0.09         NM  1.02 
5.05          11.3  0.80 
1.87          9.6  0.28 
3.38          7.5  0.15 
2.45         19.4  1.81 

$1.08  2.2% 
3.16  5.5 
0.33  1.8 
0.24  0.9 
1.08  2.3 

$42.81  0.88 
31.01  0.54 
13.41  0.75 
17.16  0.67 
5.54  0.12 

27       60  Kellwood 
102      69    Kelly  Services 
455     430  Kemper 
NR     NR    Kenner  Parker  Toys 
302     489    Kentucky  Utilities 

702.8 
351.7 
126.7 
NA 
179.2 

38%-  4  36>/8 
61'/2-  7%  53 
35 '/2-  7%  24% 
24  -13%  20% 
48'/s-15  43% 

3.06         11.8  0.51 
2.24         23.7  0.85 
3.30          7.5  0.47 
0.08         NM  0.55 
2.90         15.0  1.51 

0.84  2.3 
0.70  1.3 
0.60  2.4 
none  0.0 
2.52  5.8 

22.60  0.63 
7.99  0.15 
19.18  0.77 
15.65  0.75 
23.83  0.55 

816     661     Kerr  Glass  Mfg 
863     772  Kerr-McGee 
153     137  KeyCorp 
706     581  Kidde 
415     274  Kimberly-Clark 

1.9 
-21.4 
272.9 
41.9 
141.1 

21'/4-  9%  13'/. 
42'/4-22'/2  29% 
30%-  5%  22% 
38'/2-17  33 
92%-28%  79% 

-0.86           def  0.19 
-5.63          def  0.50 
2.84          7.9  0.71 
1.12         29.5  0.30 
5.64         14.1  0.86 

0.44  3.3 
1.10  3.7 
1.00  4.5 
1.20  3.6 
2.48  3.1 

10.99  0.83 
34.65  1.18 
16.53  0.74 
32.05  0.97 
38.07  0.48 

NR     NR    KN  Energy 
230     235  Knight-Ridder 
215     231  Kraft 
646     827  Koppers 
469     363  Kroger 

NA 
210.7' 
219.2t 
66.9 
123.1 

24'/4-  4%  19% 
57%-13%  47 
65%-16'/s  54 
30%-ll'/4  28% 
35   -11%  29 

0.22         NM  0.53 
2.36         19.9  1.44 
2.95         18.3  0.81 
-2.18          def  0.57 
1.01         28.9  0.15 

1.48  7.5 
0.88  1.9 
1.72  3.2 
0.80  2.8 
1.05  3.6 

15.17  0.77 
12.38  0.26 
19.96  0.37 
15.41  0.54 
13.61  0.47 

154     318    Laclede  Gas 

852     NR  Lafarge 

231     670    Lear  Siegler 

609     699     Leaseway  Transport 

151     NR    Leggett  &  Piatt 

272.5 
-18.5* 
209.9 
78.7 
274.6 

39%-  9  37% 
12%-  6%  9% 
92  -20%  89% 
49%-23%  47'/8 
36%-  5  27% 

3.74          10.0  0.53 
0.61         15.4  0.39 
3.31         27.2  0.63 
5.46           8.6  0.38 
1.96         14.1  0.81 

2.10  5.6 
0.20  2.1 
2.00  2.2 
1.50  3.2 
0.40  1.4 

19.83  0.53 
9.29  0.99 
34.40  0.38 
28.97  0.61 
10.05  0.36 

NR     NR    Leslie  Fay  Cos 
522     234    Life  Investors 
357     567    Eli  Lilly 
4        3  Limited 
462     257     Lincoln  National 

NA 
105.2 
158.0 
2,404.2 
125.8 

17%-11%   11  Vi 
50  -23%  49 
83'/2-22'/2  72 '/4 
341/4-  l'/s  29% 
62%-16%  45% 

1.09         10.6  0.41 
4.15         11.8  0.48 
4.01          18.0  2.82 
1.06         28.1  1.90 
4.93          9.3  0.36 

none  0.0 
0.24  0.5 
1.80  2.5 
0.16  0.5 
2.16  4.7 

-0.74  NE 
38.51  0.79 
17.12  0.24 
2.25  0.08 
40.27  0.88 

667     788     Liquid  Air 

690     752    Litton  Industries 

7     NR    Liz  Claiborne 
211       84  Lockheed 
74       76  Loews 

57.1 
47.6' 
1,633.0 
220.9 
416.1 

361/2-14%  27'/2 
93'/2-34%  80 
48'/2-  2      42 1/4 
60'/8-14'/2  50 
72%- 10%  61% 

2.42          11.4  0.62 
2.52         31.7  0.48 
1.87         22.6  2.42 
6.47          7.7  0.32 
6.86          8.9  0.65 

1.60  5.8 
none  0.0 
0.25  0.6 
1.00  2.0 
1.00  1.6 

22.81  0.83 
37.09  0.46 
3.80  0.09 
23.17  0.46 
29.97  0.49 

797     740    Lone  Star  Industries 
853     884    Long  Island  Lighting 
454     469    Longs  Drug  Stores 
692     804    Longview  Fibre 
424     549  Loral 

10.4 

-18.6 
126.8 
46.9 
137.3 

361/4-17%  30'/. 
18   -  3%  IIV2 
38%-12%  32% 
36%-14'/2  35% 
48%-ll'/2  39% 

1.51         20.2  0.51 
3.21           3.6  0.64 
1.73         18.9  0.46 
2.57         13.7  0.84 
2.31         17.2  1.38 

1.90  6.2 
none  0.0 
0.76  2.3 
1.40  4.0 
0.60  1.5 

34.00  1.11 
25.90  2.25 
13.33  0.41 
19.44  0.55 
13.06  0.33 

179     NR  Lorimar-Telepictures 
807     NR     Louisiana  Land 
598     720  Louisiana-Pacific 
443     507    Louisville  Gas  &  Elec 
188     197    Lowe's  Cos 

247.7 
5.1t 
80.2 
129.5 
238.2 

33%-  3'/2  19'/s 
38  -22 '/4  28'/2 
33%- 12%  30  Vt 
44%-171/s  39% 
41%-  6'/4  25% 

-0.43           def  1.22 
-1.44          def  0.99 
1.46         20.6  0.78 
3.19         12.5  1.18 
1.58         16.4  0.46 

none  0.0 
1.00  3.5 
0.80  2.7 
2.60  6.5 
0.40  1.5 

7.17  0.37 
20.63  0.72 
21.20  0.70 
25.12  0.63 
10.99  0.42 

955     917  LTV 
717     850  Lubrizol 
389     519    Lucky  Stores 
791     691  Lukens 
920     901  M/A-Com 

-88.5 
37.4 

149.5 
12.5 

-52.5 

19%-  1%  1% 

35>/8-14!/4  32% 
37%-12%  32% 
\7Vi-  8%  14% 
35%-ll%  12 

-9.87           def  0.02 
1.92         17.0  1.33 
1.18         27.8  0.23 
0.60         24.4  0.18 
0.29         41.4  0.91 

none  0.0 
1.20  3.7 
1.16  3.5 
0.48  3.3 
0.24  2.0 

6.52  3.48 
13.09  0.40 
12.56  0.38 
23.46  1.60 
10.68  0.89 

918     NR    Mack  Trucks 
69      39  Macmiilan 
768     260    Manhattan  Industries 
108     NR    Manor  Care 
279     694  Manpower 

-51.8* 
425.0 
19.2 
338.8 
187.3 

22%-  9%  lO'/i 
54'/4-  5%  41  Va 
23%-  8%  11% 
25  Vi-  2%  17% 
45  -10'/2  39% 

-1.70          def  0.17 
2.43         17.0  1.18 
0.16         74.2  0.15 
0.97         18.4  1.47 

-1.31           def  0.60 

none  0.0 
0.60  1.5 
0.20  1.7 
0.12  0.7 
none  0.0 

17.04  1.66 
11.06  0.27 
13.66  1.15 
4.34  0.24 
5.28  0.13 

760     663    Manufacturers  Hanover 
98     139    Manufacturers  Natl 
951     930  Manville 
594     793  Mapco 
533     411    Marine  Midland  Banks 

23.5 
360.0 
-84.0 

81.1* 
102.2 

57%-22'/2  44 
53%-  5%  40% 
16%-  2  2% 
58  -201/2  55 
56'/2-13%  46 

8.72           5.0  0.23 

5.22  7.7  0.71 
2.49           1.0  0.03 

4.23  13.0  0.69 
6.77          6.8  0.38 

'  3.24  7.4 
1.44  3.6 

none  0.0 
1.00  1.8 
2.04  4.4 

70.08  1.59 
34.96  0.87 
32.95  13.87 
20.57  0.37 
57.07  1.24 

125     173  Marriott 

167     319     Marsh  &  McLennan 

308     308    Marsh  Supermarkets 

311.1 
259.1 
176.4' 

39  -  6%  29>/2 
76%- 14%  59  % 
18%-  5%  16% 

1.37         21.5  0.81 
3.13         18.9  2.55 
1.31         12.3  0.10 

0.13  0.4 
1.90  3.2 
0.40  2.5 

6.48  0.22 
7.02  0.12 
9.09          0.56  i 

Note:  Except  as  indicated,  price  changes  are  from  Dec  31.  1981  to  Nov  18. 1986.    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
for  period  since  such  change.    tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last 

year.    fThree-year  price  change.    NA:  Not  available.    NE:  Negative  equity.    NM:  Not  meaningful,    def:  Deficit.  ! 
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1,069  new  reasons 
why  Conrail  territory 
means  business 


*Thru  October  1986 

SlNCE  1981,  more  than  1,000  new  businesses  have  located  along  Conrail  lines  in  the 
Northeast  and  Midwest  (each  dot  on  the  map).  Nearly  600  in  just  1984-86. 

These  companies  invested  more  than  $6.9  billion.  Over  60,000 jobs  were  added.  And 
since  1981,  this  has  meant  more  than  $426  million  in  revenues  to  Conrail.  Strong  evi- 
dence that  the  Northeast  and  Midwest  are  vital  areas  of  expanding  business  opportunities. 

Reliable  delivery  time,  keenly  competitive  pricing,  innovative  service.  Conrail 
has  provided  America's  shippers  with  these  solid  reasons  to  include  our  company  in 
their  long-range  planning. 

What's  ahead? 

At  Conrail  today  we're  doing  more  of  the  same — helping  companies  locate  and 
test  new  markets,  lower  production  costs,  and  improve  services  to  their  customers. 
Nobody  has  better  experience  in  helping  businesses  meet  their  transportation  needs. 

Our  Industrial  Development  team  has  pinpointed  more  desirable  sites,  and 
we  are  ready  to  negotiate  the  most  competitive  price/service  packages  available. 

If  we  can  be  of  help  to  you,  contact  John  F.  Betak,  AVP,  Industrial  &  Market  Develop- 
ment, 1528  Walnut  Street,  Philadelphia,  PA  19102.  Telephone:  215-893-6459.  Telex: 


A  competitive  force  in  freight  transportation  for  our  CUSTOMERS 


Who's  where  in  the  stoek  market 


Rank 

86     85  Company 

5-year 

price 

change 

1981-85 

price  Recent 
range  price 

Latest 

12-month  Price/  •  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Book 

Book  value/ 
value  recent 
Iper  share)  price 

106     NR     Marshall  &  Ilsley 
382     553    Martin  Marietta 
175     152    Maryland  National 
307     289  Masco 
NR     NR    Masco  Industries 

342.5 
151.6 
251.1 
177.0t 
NA 

38%-  6%  29% 
48 Vi-  9%  40% 
50%-  9'/2  40% 
34'/2-  6%  25% 
27%-  3  19'/2 

$2.94          10.0  0.90 
3.65          11.0  0.47 
4.76          8.5  0.75 
1.46         17.6  2.55 
0.39         50.0  1.13 

$0.80  2.7% 
1.00  2.5 
1.30  3.2 
0.36         1 .4 

none  0.0 

$18.03  061 
12.83  0.32 
25.32  0.63 
7.62  0.30 
2.88  0.15 

832     696  Mattel 
568     NR    Maxicare  Health  Plans 
121     159    May  Dept  Stores 
23     NR     Mayflower  Group 
181     216  Maytag 

-8.0 
89.lt 
317.0 
739.7 
246.1 

31  Vi-  4%  10'/8 
28%-  7%  15'/e 
44%-  7%  34% 
31%-  3  30% 
54%-ll'/8  44% 

0.34         29.8  0.37 
1.01         15.0  0.74 
2.30         15.1  0.54 
1.28         24.0  0.27 
2.62         16.8  1.10 

none  0.0 
none  0.0 
1.04  3.0 
0.80  2.6 
1.78  4.0 

3.03  0.30 
6.67  0.44 
15.88  0.46 
11.32  0.37 
12.96  0.29 

259     158  MCA 

481     431  McCormick 

910     890     McDermott  Intl 

227     147  McDonald's 

336     598     McDonnell  Douglas 

194.6 
119.9 
-46.1 
211.7 
166.0 

56'/2-12%  40% 
45%-17%  42% 
41%-13%  20% 
76%- 17  !/s  60% 
91%-28%  79% 

2.43          16.7  1.32 
2.39         17.9  0.54 
5.96           3.4  0.23 
3.64         16.6  1.90 
6.93         1 1.4  0.26 

0.68  1.7 
0.88  2.1 
1.80  8.8 
0.66  1.1 
2.08  2.6 

18.69  0.46 
21.38  0.50 
32.57  1.59 
16.66  0.28 
65.34  0.83 

491     426  McGraw-Hill 

869     179    MCI  Communications 

611     535  McKesson 

939     NR    McLean  Industries 

932     794  MCorp 

117.9 

-23.5 
78.2 
-72.lt 
-63.1 

63  -22%  56% 
28%-  6  6% 
35%-14'/2  32% 
15%-  2%  3 
34%- 10%  11% 

3.02         18.7  1.84 
0.40         16.3  0.54 
2.07         15.8  0.20 
-6.00           def  0.09 
-1.73          def  0.21 

1.52  2.7 
none  0.0 

1.28  3.9 
none  0.0 

1.40  12.6 

15.39  0.27 
5.59  0.86 

16.61  0.51 
6.97  2.32 

26.46  2.38 

403     569  Mead 
464     214     Media  General 
689     563     Mellon  Bank 
248     217  Melville 
101     NR  MeraBank 

145.7 
125.5 
48.3 
204.6 
355.8t 

60%- 13%  56% 
49%-16%  44% 
72%-27%  54% 
73%-18%  57% 
50%-  9%  50% 

2.86          19.8  0.60 
2.44         18.2  1.01 
7.35           7.4  0.43 
4.27         13.5  0.61 
5.18          9.7  0.62 

1.20  2.1 
0.64  1.4 
2.76  5.1 
1.56  2.7 
0.76  1.5 

33.26  0.59 
21.69  0.49 
60.47  1.11 
20.39  0.35 

28.27  0.56 

386     337    Mercantile  Bancorp 
109      55    Mercantile  Stores 
421     589    Merck  &  Co 
209     129  Meredith 
500     NR     Meridian  Bancorp 

150.0 
338.5 
139.2 
221.4 
112.6* 

37%-ll  30 
117   -21%  98 
116%-32  101% 
82%- 17%  67% 
27%-  9%  22% 

3.65          8.2  0.69 
7.31         13.4  0.74 
4.55         22.3  3.62 
4.29         15.7  1.15 
2.40          9.4  0.79 

1.40  4.7 
1.50  1.5 
2.20  2.2 
1.00  1.5 
1.00  4.4 

27.50  0.92 
46.01  0.47 
18.77  0.19 
32.03  0.47 
15.63  0.69 

881     NR    Meritor  Financial  Group 

465     490    Merrill  Lynch 

NR     NR    Fred  Meyer 

572     377    Michigan  National 

799     795    Middle  South  Utils 

-27.8* 
124.9 
NA 
87.7 
7.9 

13%-  6%  8% 
56%-10%  37% 
14%-13%  14% 
44  -  9%  35% 
16%-  8%  13% 

-0.32           def  0.16 
3.20         11.6  0.45 
1.17         12.2  0.18 
3.44         10.4  0.57 
1.87           7.3  0.80 

0.20  2.5 
0.80  2.1 

none  0.0 
1.20  3.4 

none  0.0 

27.21  3.35 
22.98  0.62 
5.87  0.41 
28.15  0.79 
19.10  1.40 

145      99    Midlantic  Banks 

349     134    Herman  Miller 

558     610     Minn  Mining  &  Mfg 

1        6  Minstar 
913     905    Mitchell  Energy 

281.1 
160.9 
95.0 
4,400.0 
-47.9 

52%-  9%  42% 
31   -  6%  20 
116  -48%  106% 
35%-    %  22% 
33%-  9%  11 

5.36           8.0  0.87 
1.45         13.8  0.92 
6.45         16.5  1.44 
2.23         10.1  0.37 
0.66         16.7  0.71 

1.36  3.2 
0.44  2.2 
3.60  3.4 
none  0.0 
0.24  2.2 

28.92  0.67 
7.83  0.39 
34.98  0.33 
13.50  0.60 
12.08  1.10 

659     814  Mobil 

233     209  Mohasco 

341     205     Monarch  Capital 

11       40    Monfort  of  Colorado 
515     643  Monsanto 

62.2 
209.1 
164.8' 
981.1 
108.2 

39%- 19%  39% 
31%-  6%  25% 
79%- 17  60% 
63   -  4%  50 
79   -28%  73 

3.99           9.8  0.32 
1.43         17.8  0.31 
8.10          7.4  0.37 
5.84          8.6  0.14 
0.46         NM  0.80 

2.20  5.6 
0.36  1.4 
none  0.0 
none  0.0 
2.60  3.6 

34.50  0.88 
23.3  7  0.92 
41.53  0.69 
21.24  0.42 
44.39  0.61 

682     734    Montana  Power 

584     485    Moore  Corp 

895     829    Moore  McConnack 

252     338    JP  Morgan 

NR     NR     Morgan  Stanley  Group 

51.5 
84.1 
-34.3 
201.4 
NA 

43%- 16%  38% 
27%-  8%  20% 
29%- 11%  19% 
96  -22%  81 
82  -61%  70% 

5.55          7.0  1.33 
1.48         13.7  0.83 
-13.66          def  0.42 
9.33          8.7  1.05 
7.80          9.1  0.74 

2.48  6.4 
0.72  3.6 
0.52  2.7 
2.45  3.0 
0.70  1.0 

30.53  0.79 
10.09  0.50 
39.21  2.05 
47.40  0.59 
15.70  0.22 

237     NR  Morrison 
656     745  Morrison-Knudsen 
468     757     Morse  Shoe 
199      92    Morton  Thiokol 
579     593  Motorola 

208.4 
63.8 
123.4 
228.6 
85.7 

25%-  7%  24% 
52%- 15%  43 
39%- 10  31 
40%-  9%  37% 
50  -16%  35% 

0.82         29.4  0.64 
3.81         11.3  0.21 
1.67         18.6  0.29 
2.77         13.5  0.91 
1.41         25.4  0.80 

0.48  2.0 
1.48  3.4 
0.80  2.6 
0.76  2.0 
0.64  1.8 

10.49  0.43 
37.77  0.88 
24.46  0.79 
1 7.46  0.47 
19.15  0.54 

295      89  Munford 
850     854     Murphy  Oil 
228     441     Nacco  Industries 
800     756    Nalco  Chemical 
154     149    Nash  Finch 

181.2 

-15.4 
211.4 

7.5 
272.5 

26%-  6%  21% 
38%-15%  26 
29%-  6%  27% 
37   -18  27 
38%-13%  37% 

0.95         22.4  0.17 
0.87         29.9  0.55 
3.83           7.1  0.44 
1.68          16.1  1.45 
2.67         14.0  0.13 

0.54  2.5 
1.00  3.8 
0.50  1.8 
1.20  4.4 
1.05  2.8 

13.92  0.66 
29.39  1.13 
16.80  0.62 
9.81  0.36 
21.03  0.56 

331     689  Nashua 

212     361     National  City 

708     222    Natl  Convenience 

167.6 
220.8 
40.3 

28%-  4%  23% 
49%- 10%  43% 
18%-  5%  9% 

2.29          10.2  0.32 
5.22          8.3  0.84 
0.17         58.1  0.25 

0.20  0.9 
1.50  3.5 
0.36  3.6 

15.48  0.67 
25.98  0.60 
3.86  0.39 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31.  1981  to  Nov.  18. 1986    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
for  period  since  such  change    tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last 

year.    fThree-year  price  change.    NA:  Not  available.    NM:  Not  meaningful,   def:  Deficit. 
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Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Price/  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Book 

Book  value/ 
value  recent 
(per  share)  price 

12     657    National  Distillers 
.87     408    National  Fuel  Gas 
99     717     National  Intergroup 
S2     577    National  Medical 
48     760    Natl  Semiconductor 

78.0 
184.0 

-36.8 
85.3 
66.7 

47%- 18%    42  Vi 
41l/2-ll5/8    38 'A 
37%-13%  145/s 

117/        ni/  id/ 

3  2  '/8-  9%  25% 
20  -  4%  10% 

$2.27         18.7  0.64 
3.50         10.9  0.50 

-2.57          def  0.08 
1.20         21.5  0.65 

-1.13          def  0.61 

$2.20  5.2% 
2.28  6.0 
0.25  1.7 
0.60  2.3 

none  0.0 

$29.77  0.70 
27.03  0.71 
38.54  2.64 
12.83  0.50 
7.25  0.68 

68     133    National  Service 
47     715  National-Standard 
<>6     918     Navistar  International 
j  j     1  M     didu  Bancorp 
12     184  NCNB 

258.6 
-14.8 
-22.8 
245.3 
175.6 

39%-  8'/2  34'/8 
18   -  7Vs  12'/4 
14%-  2%  5'/2 
0/V4-  678  27Y8 
27%-  5%    20  Vi 

2.17         15.7  0.87 
0.48         25.5  0.19 
-0.18           def  0.18 
3.71           7.5  0.69 
2.48          8.3  0.73 

0.96  2.8 
0.40  3.3 
none  0.0 
1.20  4.3 
0.84  4.1 

12.72  0.37 
22.35  1.82 
-0.21  NE 
26.10  0.94 
14.23  0.69 

28     410  NCR 
95     328    New  England  Electric 
85     505    NY  State  Elec  &  Gas 
oJ      V3    New  York  times 
32     747     Newmont  Mining 

308.0 
147.5 
119.2 
439.6 
33.3 

57   -  9%  44'/; 
35'/4-ll7/8  30% 
38V2-14  32% 

/I  O              Cl/  I^S/ 

42    -  378  34Y8 

63%-27%  57'/2 

3.38          13.2  0.92 
3.04         10.1  1.13 
3.76          8.7  1.40 
1.58         22.0  1.83 
1.68         34.2  2.24 

0.92  2.1 
1.92  6.3 
2.64  8.0 
0.36  1.0 
1.00  1.7 

23.68  0.53 
18.82  0.61 
24.65  0.75 
7.24  0.21 
46.29  0.81 

07     504     Niagara  Mohawk  Power 

39     840  Nicor 

29     642  NIKE 

56     VIZ     i\L  Industries 

56       70  Nordstrom 

41.4 
-10.5 

-6.2 
—88.7 
461.9 

2572-11%  17'/2 
34V2-19  29% 
28  -  6%  13'/4 
39%-  in  4/2 
511/.-  6%    44  74 

2.74           6.4  0.83 
-3.61          def  0.45 

1.30         10.2  0.50 
-5.42           def  0.33 

1.52         29.1  1.21 

2.08  11.9 
1.80  6.0 
0.40  3.0 
none  0.0 
0.26  0.6 

19.61  1.12 
13.33  0.45 

8.39  0.63 
12.61  2.80 

8.43  0.19 

83     629     Norfolk  Southern 
78     203     Ncrstar  Bancorp 
85     NR  Nortek 
4U     440     North  Amer  Philips 
89     359    Northeast  Utilities 

51.1tt 
152.4 

83.8 
100.0 
183.6 

99'/4-40V4  82% 
33  -  9%    26  Vi 
255/s-  55/s  17 
48  —15  39 
28 '/4-  8%  25% 

7.85          10.5  1.28 
2.77          9.6  0.96 
2.66          6.4  0.21 

1    A  A                  TOO                    n  o  c 

1.64           23.8  U.25 
2.80           9.2  1.37 

3.40  4.1 
1.40  5.3 
0.08  0.5 
1.00  2.6 
1.68  6.5 

75.59  0.91 
17.83  0.67 
17.87  1.05 
36.38  0.93 
16.21  0.63 

98     811     No  Indiana  Pub  Svc 
88     309    No  States  Power 
16     267    Northern  Trust 
12     323  Northrop 
45     427     No'Western  Natl  Life 

9.1 
183.9 
218.4 
142.7 
129.4 

15'/2-  8'/s  12 

40 '/«- 11 5/8  34/4 

47   -11  Vs  39 

C/'S/      1  41/  /I'll/ 

56y8—  1 3  Vs  42% 
36 '/2-  9'/4  31/i 

-0.42           def  0.50 
3.15         10.9  1.17 
3.06         12.7  0.76 

1    O  1                 1  A   c                    r\  3  A. 

1.23          34.5  0.36 
4.03            7.8  0.31 

none  0.0 
1.90  5.5 
0.92  2.4 
1.20  2.8 
0.86  2.8 

13.73  1.14 
19.73  0.58 
24.88  0.64 

1  n  a  i                r\  a  11 
19.42  U.46 

30.20  0.97 

06     853    Northwestern  Steel 
40     868  Norton 
81     750  Norwest 
86     623  Nucor 
58     936  NVF 

-41.3 
-13.0 
51.6 
49.4 
-91.2 

26%-  8  14% 
47%-23%  37'/2 
41%- 17  36 

A  C  1  /    1  1  1/  ini/ 
46/8—11/8     2  V% 

3%-     Vs  Va, 

0.41          36.0  0.31 
-6.28          def  0.66 
3.28         11.0  0.46 

T7/1             inn             n  o  3 
2./4            1U.9  U.OO 

-1.18          def  0.02 

none  0.0 
2.00  5.3 
1.80  5.0 
0.32  1.1 

none  0.0 

21  OS  1.43 
24.84  0.66 
36.77  1.02 
16.65  0.56 
-1.11  NE 

10     371  NWA 

10  NR  Nynex 

90     739    Occidental  Petroleum 
16     707  Ugden 

1 1  NR     Ogilvy  Group 

109.3 
100.0* 
13.0 
69.9 
142.9 

61l/8-22'/4    56  Vi 
73/4-29/4  61'/2 
36%-17  27'/s 

AO          1  7  1  /.        A  A  V. 

48    —  i/72  4478 
42   -  9'/2    25  Vi 

2.77         20.4  0.40 
5.94         10.4  1.13 
0.70         38.8  0.30 

n  f  f              Aat             n  nc 
— U.66            der  U.95 

2.03         12.6  0.65 

0.90  1.6 
3.48  5.7 
2.50  9.2 
1.80  4.1 
0.80  3.1 

43.49  0.77 
41.30  0.67 
27.15  1.00 

1  c  no              n  1  a 
15. U8  U.o4 

10.23  0.40 

17     355     Ohio  Casualty 

U     618     Ohio  Edison 

)5     450    Oklahoma  Gas  &  Elec 

>7     161     Old  Republic  Intl 

>3     483  Olin 

80.3 
74.2 
145.1 
126.3 
81.8 

91   -30  Vi    75  Vi 
22Vi-  9%    20 'A 
38%-13%  34% 

/11/    in/  ini/ 
42/4-12%  3UVl 

53/4- 15  72  43% 

7.79           9.7  0.63 
2.44           8.3  1.68 
2.61         13.3  1.34 

a  nn              7/1  n3o 
4.UU             f.O  U.JO 

3.33         13.1  0.59 

3.00  4.0 
1.92  9.5 
2.08  6.0 
0.78  2.6 
1.60  3.7 

47.78  0.63 

16.29  0.80 

18.89  0.55 
17  01              n  m 

29.89  0.69 

13     NR    Omnicom  Group 
18     798  Oneok 
>8     357    Orange  &  Rockland 
(7     NR    Orion  Capital 
>9      83    Outboard  Marine 

14.8 
26.2 

155.1 
82.9 

191.3 

29  -13%  20% 
35  -23%  34% 
40  -13'/8    34 Vs 

ac\\/    ini/  i/il/ 

4U'/4-10'/4  26/4 

38'/2-  7%  29'/s 

0.07         NM  0.67 
2.48          14.1  0.65 
2.94         11.6  0.88 

1  0.1              A**l             n  1/1 
— 1.86             uet  U.06 

0.66         44.1  0.51 

0.98  4.8 
2.56  7.3 
2.18  6.4 

U./6  2.8 

0.64  2.2 

7.03  0.35 
29.61  0.85 
20.98  0.61 

0  3  2  7                  n  07 

Z6.&I  U.8/ 

22.77  0.78 

'  R     637  Owens-Corning 
»0     378  Owens-Illinois 
|I4      64    Oxford  Industries 
19     646  Paccar 
11     470     Pacific  Gas  &  Elec 

NA 
181.8 
150.3 
29.0 
129.8 

12'/2-  9%  9% 
45%- 10%  41% 
25%-  4%  14 
60    — 26/4    4/ 72 
27'/2-10  24!/s 

1.46           6.8  0.08 
3.06         13.6  0.69 
0.98         14.3  0.30 
Z.00            if./  U.4o 

2.65          9.1  1.09 

none  0.0 
0.95  2.3 
0.46  3.3 

1   A  f\               1  CI 

1.4U  Z.y 

1.92  8.0 

31.70  3.21 
25.67  0.61 
11.51  0.82 

oy.4U  U.00 

18.05  0.75 

:9     390     Pacific  Lighting 
i>6     735    Pacific  Resources 
10     NR    Pacific  Telesis 
!9     615  PacifiCorp 
•9     420    PaineWebber  Group 

71.6 
21.1 
85.6* 
100.7 
112.9 

57'/2-22l/2  46% 

1  71/         Cl/          1  /I 

1  fVg—  a'/s    1 0 
62/4-25%  51/2 
38   -161A  35% 
49/8-  8'/4  3VA 

2.14         21.8  0.50 
1.D4            1U.4  U.Z8 

4.88         10.6  1.24 
3.27         11.0  1.19 
2.51         12.8  0.35 

3.48  7.4 
none  0.0 
3.04  5.9 
2.40  6.7 
0.52  1.6 

35.52  0.76 

Q  7/1                   O  CC. 

8-/4  U.DO 
34.08  0.66 
23.84  0.66 
18.16  0.56 

6     468     Pan  Am 

R     812    Panhandle  Eastern 

|S     526  Parker-Hannifin 

104.5 
NA 
63.9 

9'/2-  2%  5% 
27%-24'/4  25% 
30'/2-  9%  25 

0.21         26.8  0.24 
-8.94          def  0.54 
2.00         12.5  0.63 

none  0.0 
2.00  7.7 
0.80  3.2 

3.36  0.60 
37.89  1.46 
14.89  0.60 

lite:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company.  Range  is 
r  period  since  such  change.    ttFour-year  price  change.    ^Three-year  price  change.    NA:  Not  available.    NE:  Negative  equity.    NM-.  Not  meaningful,    def:  Deficit 

IBES,  JANUARY  12,  1987 
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Who's  where  in  the  stock  market 


Latest 

Book 

5-year 

1982-86 

12-month 

Price/ 

Price/ 

Indicated 

Book 

value/ 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

recent 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

pnee 

NR 

NR 

Pay'n  Save 

NA 

16'/4-  6'/4 

7 

NA 

NA 

0.23 

none 

0.0% 

NA 

NA 

480 

301 

Payless  Cashways 

120.0 

34'/2-  7% 

17% 

$1.23 

14.5 

0.41 

$0.16 

0.9 

$  9.61 

0.54 

534 

409 

Penn  Central 

101.8 

621/2-20'/s 

55 '/2 

2.56 

21.7 

0.89 

none 

0.0 

45.32 

0.82 

150 

464 

Penu  Traffic 

276.2 

24  -  5% 

23% 

1.74 

13.6 

0.19 

0.68 

2.9 

14.00 

0.59 

305 

320 

JC  Penney 

1  77  7 

Q/C3/.  TC 
00/4— ZD 

701/i 

17/1 

A  AA 
0.40 

l  z.o 

U.4  1 

T  Aft 
Z.4o 

o.  1 

TT 

n  Aft 

459 

497 

Pennsylvania  P&L 

126.3 

43%-16'/2 

38% 

2.87 

13.5 

1.33 

2.60 

6.7 

25.58 

0.66 

571 

614 

Penn  wait 

88.0" 

59  -21  Vi 

50% 

2.27 

22.4 

0.47 

2.20 

4.3 

28.88 

0.57 

692 

666 

Pennzoil 

46.9 

91  -23% 

70  Vi 

-0.81 

def 

1.50 

2.20 

3.1 

18.23 

0.26 

272 

176 

Pentait 

188.5 

32%-  7'A 

24 

1.56 

15.4 

0.37 

0.66 

2.8 

15.65 

0.65 

878 

243 

People  Express 

—26.7 

1  C  7/,      1  %/. 
J.DVS—  Zv4 

T7/« 

1 78 

i  i  tt 
—  1  l.oz 

uei 

U.Uo 

none 

U.U 

£.  1A 

O.Z4 

1    I  7 

LAI 

313 

322 

Peoples  Energy 

175.0 

23%-  7 

22 

2.27 

9.7 

0.48 

1.32 

6.0 

13.07 

0.59 

479 

283 

PepsiCo 

120.6 

355/s-10% 

26% 

1.65 

16.2 

0.77 

0.64 

2.4 

6.98 

0.26 

NR 

NR 

Perini 

NA 

34  -23 

27% 

0.89 

31.3 

0.12 

0.80 

2.9 

25.63 

0.92 

815 

800 

Perkin-Elmer 

2.3 

37V2-17 

27% 

1.53 

18.1 

0.95 

0.60 

2.2 

15.73 

0.57 

156 

NR 

Perry  Drug  Stores 

1/1,5 

ZU /8—  OV4 

!Zv8 

U.  34 

zz.y 

u.zu 

u.zz 

i  ft 
1  .o 

e  t  o 

fl  Al 
U.4Z 

271 

224 

Petrie  Stores 

190.4 

35%-  8'/2 

30  78 

1.74 

17.3 

1.22 

0.70 

2.3 

10.20 

0.34 

492 

465 

Pfizer 

117.8 

72%-24% 

58 

3.79 

15.3 

2.18 

1.64 

2.8 

17.87 

0.31 

912 

879 

Phelps  Dodge 

-47.2 

34  -12% 

17% 

0.92 

19.3 

0.56 

none 

0.0 

28.65 

1.61 

727 

559 

PHH  Group 

34.9 

47  -17% 

32% 

2.28 

14.2 

0.60 

1.04 

3.2 

16.43 

0.51 

643 

655 

Philadelphia  Elec 

u/.v 

1  A  1/D  O 
Z4/8—  7 

Z^-  78 

t  sn 

Z.oU 

o.z 

1  TO 
1  .JO 

T  TO. 

z.zu 

Q  f. 

y.o 

1  7  Q7 

i  /  .y  i 

n  70 

u.  /  y 

318 

502 

Philip  Morris  Cos 

174.9 

78  -22 

67 

5.82 

11.5 

0.79 

2.30 

3.4 

19.85 

0.30 

864 

849 

Phillips  Petroleum 

-22.2 

18%-  7% 

10 '/2 

1.24 

8.5 

0.21 

0.60 

5.7 

8.47 

0.81 

73 

46 

Phillips-Van  Heusen 

420.6 

44%-  6'/4 

41 

2.96 

13.9 

0.47 

0.40 

1.0 

24.65 

0.60 

544 

177 

Piedmont  Aviation 

99.4 

487/s-18% 

44% 

3.60 

12.5 

0.47 

0.32 

0.7 

29.86 

0.67 

164 

175 

Pillsbury 

AM/.  Q5/, 
4 1  74—  Ov8 

00/4 

1  A  1 
Z.4o 

1  A  O 

u.zo 

i  fin 
I  .uu 

z.o 

1  C  1  T 
1 D.  1 Z 

n  ai 

U.4Z 

777 

521 

Pioneer  Hi-Bred  Intl 

16.6 

43%-20'/4 

29% 

2.31 

12.9 

1.08 

1.04 

3.5 

14.47 

0.48 

71 

240 

Pitney  Bowes 

424.0 

34%-  5% 

32% 

2.07 

15.9 

1.29 

0.66 

2.0 

10.22 

0.31 

921 

888 

Pittston 

-53.2 

25l/2-  9% 

11% 

0.22 

53.4 

0.37 

none 

0.0 

13.22 

l.ll 

570 

434 

Pittway 

88.9 

107!/2-41% 

102 

6.67 

15.3 

0.81 

1.80 

1.8 

56.72 

0.56 

552 

NR 

ri\L  financial 

yt>.v+ 

D  1    —  1 D  78 

A  T 
4Z 

A  A  1 

4.01 

Q  1 

y.  i 

i  no 

i  .uy 

i.DZ 

o.o 

T  T  OA 

n  ee 

210 

575 

Polaroid 

221.3 

73%- 16% 

65% 

2.91 

22.6 

1.32 

1.00 

1.5 

29.79 

0.45 

335 

349 

Ponderosa 

167.0 

26-8 

24% 

1.22 

19.9 

0.46 

0.40 

1.6 

14.98 

0.62 

358 

473 

Portland  General 

158.0 

36%-ll% 

32% 

3.00 

10.8 

1.84 

1.96 

6.1 

20.13 

0.62 

600 

742 

Potlatch 

79.8* 

61  -19 

53  Vi 

3.79 

14.1 

0.74 

1.68 

3.1 

36.26 

0.68 

180 

245 

Potomac  Electric 

246.6 

CO  1 A     1  TV. 

DU74 

4.U1 

IZ.o 

1    7  A 

T  T  A 

A  7 

T  1   A  1 
Zl.41 

n  a  2 
U.4o 

165 

282 

PPG  Industries 

263.6' 

72  -14'/2 

68% 

5.10 

13.5 

0.89 

1.92 

2.8 

28.77 

0.42 

NR 

NR 

Premark  International 

NA 

21'/2-17'/2 

20% 

0.20 

NM 

0.37 

0.20 

1.0 

NA 

NA 

313 

2 

Price  Co 

175.0ft 

55%-  3 

33 

1.25 

26.4 

0.58 

none 

0.0 

3.53 

0.11 

219 

641 

Primark 

215.8 

29-7 

25 

2.63 

9.5 

0.29 

1.10 

4.4 

21.50 

0.86 

819 

834 

Prime  Computer 

U.U 

oU74— 11/78 

1  C\A 

1  .U4 

1  C  1 
lD.l 

n  on 
u.yu 

none 

n  r\ 
U.U 

O.UO 

U.j  1 

605 

438 

Procter  &  Gamble 

79.2 

82'/2-38 

72 

4.32 

16.7 

0.75 

2.70 

3.8 

33.90 

0.47 

626 

315 

Provident  Life  &  Acc 

74.1 

33  -  8% 

24% 

3.51 

6.9 

0.48 

0.84 

3.4 

24.01 

0.99 

668 

810 

PS  Group 

57.0 

35'/s-15 

31 

0.07 

NM 

0.27 

0.60 

1.9 

32.21 

1.04 

762 

609 

Public  Service  Colo 

22.8 

24%-13% 

17'/2 

1.50 

11.7 

0.54 

2.00 

11.4 

17.15 

0.98 

868 

906 

Public  Service  Ind 

T  T  C 

LfVi—  o/8 

If]/, 

t  no 

z.uy 

7  A 

(A 

O  7"/ 

none 

U.U 

o.ZU 

U.Z  1 

905 

882 

Public  Service  NH 

-40.3 

20  -  3'/2 

8% 

2.39 

3.7 

0.64 

none 

0.0 

26.54 

2.99 

698 

NR 

Public  Service  NM 

44.7 

377/8-19'/2 

34% 

3.30 

10.4 

2.01 

2.92 

8.5 

25.73 

0.75  ; 

436 

476 

Public  Svc  Enterprise 

131.9 

48%- 17% 

41% 

4.19 

10.0 

1.24 

2.96 

7.1 

28.61 

0.69 

64 

81 

Pueblo  International 

437.9 

24%-  3% 

19'/2 

1.56 

12.5 

0.11 

0.20 

1.0 

14.07 

0.72  ; 

649 

660 

Dunn*   CniinJ    I>  W.  I 

ruget  sound  r&L 

Go.  J 

TCI/.  Ot/. 

ZD  74—  y/4 

1  1  S/« 

1   O  T 

11.0 

1    A  1 

1.4/ 

O  1 
0.1 

1  C  7fl 

13.  /U 

U- 1  o 

- 

273 

NR 

Pullman -  Pea body 

188.3tt 

105/s-  % 

7% 

0.40 

19.4 

0.64 

0.12 

1.5 

1.54 

0.20  ! 

169 

91 

Pulte  Home 

257.3 

37Vi-  3% 

13% 

0.76 

17.9 

0.40 

0.12 

0.9 

7.19 

0.53 

874 

815 

Purolator  Courier 

-25.7 

70  -15 

26% 

-6.24 

def 

0.25 

none 

0.0 

23.28 

0.87 

113 

115 

Quaker  Oats 

333.6 

42%-  8 

38% 

2.33 

16.6 

0.81 

0.85 

2.2 

10.65 

0.27 

502 

688 

Quaker  State  Oil 

1 12.1 

30  —  9% 

26% 

2.08 

12.6 

0.75 

1.00 

3.8 

13.05 

U.  jU 

431 

653 

Questar 

135.2 

39  -12% 

37% 

2.49 

15.1 

1.15 

'  1.80 

4.8 

23.19 

0.62 

432 

248 

Rainier  Bancorp 

132.4 

43%-  8% 

31% 

3.33 

9.4 

0.78 

1.08 

3.4 

24.68 

0.79 

53 

80 

Ralston  Purina 

466.7 

77  -107s 

68 

5.37 

12.7 

0.94 

1.10 

1.6 

11.53 

0.17 1 

784 

706 

Ramada  Inns 

14.3 

11%-  4% 

7 

0.28 

25.0 

0.43 

none 

0.0 

7.22 

1.03 

710 

693 

Raychem 

39.6 

140  -37 

82% 

4.75 

17.3 

1.15 

0.44 

0.5 

39.44 

0.48 

630 

767 

Raytheon 

71.2 

67%-28% 

64 

5.03 

12.7 

0.71 

1.80 

2.8 

24.84 

0.39 

377 

242 

Reichhold  Chemicals 

152.7 

43'/s-10 

28% 

-3.38 

def 

0.27 

0.80 

2.8 

24.14 

0.84 

NR 

NR 

Reliance  Group  Holding 

NA 

10%-  8!/s 

8% 

0.12 

67.7 

0.21 

0.16 

2.0 

3.90 

0.48  ' 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  isj 
for  period  since  such  change.    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last  year.    ttFour-year  price  change    ^Three-year  price  change.    NA:  Nod 

available.    NM:  Not  meaningful    def:  Deficit 
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Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Price/  Price/ 
earnings     earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Book 

Book  value/ 
value  recent 
(per  share)  price 

521     525    Republic  New  York 
902     700  RepublicBank 
531     538  Research-Cottrell 
275     493    Resorts  International 
440     413    Revco  DS 

105.3 
-38.6 
102.5 
188.0 
130.1* 

52'/2-147/s  52 
38'/4-21!/2  22l/2 
32%-  9%  30% 
77   -15'/8  47% 
39%-14%  37 

$4.81          10.8  1.03 
2.53          8.9  0.31 
2.17         14.2  0.52 

-1.77          def  0.74 
1.65         22.4  0.43 

$1.12  2.2% 
1.64  7.3 
0.32  1.0 
none  0.0 
0.80  2.2 

$29.29  0.56 
39.65  1.76 
18.80  0.61 
20.73  0.43 
12.11  0.33 

694     817    Revere  Copper 
221     297    Revlon  Group 
796     816  Rexnord 
573     748    Reynolds  Metals 
460     362    Riggs  National 

46.6 
215.2 
10.6 
87.5 
125.9 

21%-  4%  215/s 
19'/4-  3  13 
22  >/4-  8'/2  17 
52%-18%  45 

41%-  9'/4  30% 

-5.26           def  0.39 
-0.44          def  0.34 
1.23         13.8  0.38 
2.32         19.4  0.27 
2.79         10.9  0.93 

none  0.0 
none  0.0 
0.44  2.6 
1.00  2.2 
1.10  3.6 

10.79  0.50 
3.24  0.25 
18.82  1.11 
45.43  1.01 
20.73  0.68 

255     335    Rite  Aid 

372     583    RJR  Nabisco 

621     676  RLC 

613     484    Roadway  Services 

934     702    HH  Robertson 

198.7 
154.0t 

75.0tt 

77.8 
-63.3 

35  Vi-  9       28 '/2 
55%-l6  47% 

11%-  3%  10'/2 

45%-15%  34 

48'/2-ll'/4       11 '/4 

1.71          16.7  0.71 
3.79         12.6  0.73 
0.73         14.4  0.45 
1.88         18.1  0.79 
-6.68          def  0.11 

0.58  2.0 
1.60  3.3 
0.20  1.9 
1.10  3.2 
none  0.0 

9.65  0.34 
19.14  0.40 
6.05  0.58 

15.37  0.45 

22.38  1.99 

871     778    AH  Robins 
640     429    Rochester  Gas  &  Elec 
401     561     Rockwell  Intl 
207     202    Rohm  &  Haas 
88      85    Rohr  Industries 

-24.0 
68.5 
145.8 
222.1 
378.0 

29%-  5'/2  9'/R 
29%- 10  24Vis 
48%-12%  40'/4 
36%-  7%  32% 
36%-  6%  29% 

2.99          3.1  0.29 
3.24           7.4  0.92 
4.12          9.8  0.48 
1.94         16.9  1.09 
2.70         11.1  0.84 

none  0.0 
2.20  9.1 
1.20  3.0 
0.80  2.4 

none  0.0 

-1.95  NE 

23.79  0.99 
19.53  0.49 
13.59  0.41 

17.80  0.60 

NR     NR  Rollins 
62     250    Roper  Corp 

466     360    Rorer  Group 
28      35    Rose's  Stores 
85      43  Rubbermaid 

NA 
446.3* 
124.8 
677.8 
393.5 

18'/.-  4%  16% 
39%-  4%  36% 
471/2-1 6%  40% 
23   -  1%  17'/2 
28  %-  4%  22% 

0.82         20.0  1.21 
3.49         10.6  0.28 
6.49          6.3  1.31 
1.32         13.3  0.31 
0.93         24.5  2.19 

0.48  2.9 
0.96  2.6 
1.16  2.8 
0.21  1.2 
0.28  1.2 

1.61  0.10 
15.88  0.43 
12.28  0.30 
7.84  0.45 
4.16  0.18 

449     305  Ruddick 
396     725    Ryan  Homes 
162     239    Ryder  System 
258     154  Rykoff-Sexton 
78     NR    Ryland  Group 

128.6 
147.3 
266.9 
195.7 
400.8 

18%-  6  15 
50%- 12  46% 
34%-  7%  32% 
32%-  7%  25% 
27%-  2%  18 

1.40         10.7  0.15 
3.43         13.5  0.53 
2.02         16.3  0.69 
1.01         25.6  0.17 
1.88          9.6  0.35 

0.44  2.9 
1.20  2.6 
0.44  1.3 
0.60  2.3 
0.40  2.2 

11.41  0.76 
21.86  0.47 
12.17  0.37 
13.05  0.50 
6.54  0.36 

326     259  Safeco 

96     294    Safeway  Stores 
685     403    St  Paul  Cos 
253     150  Salomon 
280     329    San  Diego  Gas  &  Elec 

169.6 
367.0 
50.4 
201.0 
187.0 

64  -14%    53  % 
67'/s-12%  61% 
54%- 17%  36% 
59%- 10  39% 
42  !/2-l  1%  35% 

6.66          8.0  0.72 
2.89         21.4  0.19 

3.79  9.7  0.55 

3.80  10.3  0.23 
3.54         10.1  1.19 

1.70  3.2 
1.70  2.7 
1.50  4.1 
0.64  1.6 
2.38  6.6 

32.87  0.62 
26.67  0.43 
25.25  0.69 
19.93  0.51 
20.65  0.58 

752     NR    Santa  Fe  Southern 

117      94    Sara  Lee 

352      28    Savannah  Foods 

937     909  Savin 

355     461  Scana 

25.2t 
323.8 
160.0 
-67.7 
158.3 

39%-20'/4  32% 
38%-  7Vi  33% 
37'/2-  8'/i  22% 
10%-  1%  25/8 
42%-14'/2  38% 

1.53         21.5  0.90 
2.07         16.1  0.44 
2.03         11.2  0.24 
-4.67          def  0.15 
2.92         13.3  1.42 

1.00  3.0 
1.00  3.0 
0.88  3.9 
none  0.0 
2.24  5.8 

33.97  1.03 
11.29  0.34 
16.01  0.70 
-4.34  NE 
20.01  0.52 

299     604  Schering-Plough 
908     895  Schlumberger 
422     278    SCI  Systems 
149     350    Scott  Paper 
751      NR  Scotty's 

179.9 
-43.2 
138.2 
278.1" 
25.8 

88   -26'/4  78% 
62%-27%  31% 
30  %-  5'A  16% 
66%-13%  60'/2 
21%-  8%  12% 

4.18         18.8  2.13 
-0.69           def  1.67 
1.03         16.4  0.51 
4.87         12.4  0.67 
0.84         15.2  0.37 

1.80  2.3 
1.20  3.8 
none  0.0 
1.36  2.2 
0.52  4.1 

28.59  0.36 
23.24  0.73 

8.29  0.49 

32.60  0.54 
11.65  0.91 

225     334  Seagram 
652     389    Sealed  Power 
360     266    Sears,  Roebuck 
525     339    Seaway  Food  Town 
512     387    Security  Pacific 

213.0 
65.1 
157.4 
104.7* 
109.1 

64  -14'/2  60% 
32%-12%  26% 
50'/8-15'/2  41% 
23%-  8  22 
40%-10%  35% 

4.30          14.0  2.53 
2.26         11.8  0.50 

3.67  11.3  0.36 
0.97         22.7  0.09 

4.68  7.6  0.47 

1.00  1.7 
1.10  4.1 
1.76  4.2 
0.68  3.1 
1.48  4.2 

37.31  0.62 
20.86  0.78 
31.70  0.76 
19.19  0.87 
29.90  0.84 

634     271     Service  Merchandise 
564     333    ServiceMaster  Inds 
586     682  Shaklee 
21      29    Shaw  Industries 
350     238  Shawmut 

70.2 
92.6 
83.2 
751.9 
160.8 

27   -  4%  10 
30%- 10%  23% 
42%-  7  21% 
23%-  1%  18% 
55%- 15%  48% 

-1.19           def  0.14 
1.04         22.8  0.71 
4.48           4.9  0.71 
1.45          12.7  0.54 
5.26           9.2  0.85 

0.08  0.8 
0.88  3.7 
0.72  3.3 
0.40  2.2 
1.84  3.8 

9.85  0.99 
2.33  0.10 

12.59  0.58 
8.29  0.45 

37.43  0.78 

NR     NR    Shaw's  Supermarkets 
87      66  Sherwin-Williams 
139     NR  Shoney's 
112      63    Signet  Banking 
274     165  Singer 

NA 
386.4 
294.6 
333.9 
188.3t 

23%- 19  20% 
321/4-  4%  26% 
31   -  5%  25% 
38%-  7  32 
59%-ll%  40 

1.24         16.7  0.26 
1.75         15.3  0.53 
1.18         21.8  1.55 
3.42           9.4  0.89 
4.28          9.3  0.41 

none  0.0 
0.50  1.9 
0.14  0.5 
1.24  3.9 
0.40  1.0 

6.05  0.29 
10.10  0.38 

6.10  0.24 
17.97  0.56 
23.89  0.60 

835     738  Skyline 
322     265     AO  Smith 
[959     939    Smith  International 

-8.4 
172.2 

-92.6 

30»/4-ll%  13% 
32%-  4%  22 
45%-  1%  3% 

0.94         14.5  0.49 
3.80           5.8  0.20 
-13.70          def  0.15 

0.48  3.5 
0.80  3.6 
none  0.0 

11.32  0.83 
25.01  1.14 
8.07  2.39 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov  18, 1986.    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
for  period  since  such  change.    fPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last 
i  year.    ttFour-year  price  change.    ^Three-year  price  change    NA:  Not  available    NE:  Negative  equity    def:  Deficit. 
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Who's  where  in  the  stock  market 


Latest 

Book 

5-year 

1982-86 

12-month 

Price/, 

Price/ 

Indicated 

Book 

value/ 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

recent 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

price 

31 

103 

—  .  rf.  it  j  , 
SmitniieEd  Foods 

604.3 

23   -  21/t 

201/4 

$1.76 

11.5 

0.06 

0.0% 

$7.98 

0.39 

/  33 

763 

SmithKline  Beckman 

94  A 

1  \JD  /8 3U 

S4Va 

6  5 1 

12.9 

1 .80 

$3  00 

3  6 

90  U 

U.OJ 

400 

433 

Snap-on  Tools 

146.1 

32'/»-  8% 

26 

1.57 

16.6 

1.67 

0.64 

2.5 

8.24 

0.32 

MS 

207 

Society 

216.7 

71'/i-141/4 

57 

6.94 

8.2 

0.70 

1.92 

3.4 

43.58 

0.76 

859 

733 

Sonat 

-19.6 

43'/8-197/8 

27'/s 

-2.10 

def 

0.53 

2.00 

7.4 

33.62 

1.24 

239 

155 

Sonoco  Products 

208.2 

41  -lO'/i 

37% 

2.41 

15.5 

0.87 

0.80 

2.1 

13.51 

0  36 

890 

NR 

Soo  Line 

39  <; 

36%— 19 

20 

-1.01 

def 

0.30 

0  0 

32  44 

1  62 

498 

448 

Southeast  Banking 

112.9 

46'/2-13% 

39'/s 

4.37 

9.0 

0.67 

1.20 

3.1 

28.63 

0.73 

442 

449 

So  Calif  Edison 

129.6 

38%-14 

33 

3.32 

9.9 

1.36 

2.28 

6.9 

21.11 

0.64 

506 

506 

Southern  Company 

110.4 

27'/4-ll% 

25  Va 

3.16 

8.0 

1.03 

2.14 

8.5 

19.83 

0.79 

398 

269 

... 
So  New  England  1  elecom 

146.9 

61  i/i-90/Vs 

54 

4.21 

12.8 

1.22 

2.80 

5.2 

31.24 

0  58 

917 

768 

Southern  Union 

-50.6 

31  -105/s 

1  j 

-2.22 

def 

0.47 

0.80 

7.3 

16.66 

1.51 

392 

201 

Southland 

148.0 

57  -17 

52'/2 

4.39 

12.0 

0.27 

1.12 

2.1 

29.64 

0.56 

394 

188 

Southmark 

147.8 

14  -  2% 

8'/2 

1.21 

7.0 

0.62 

0.24 

2.8 

10.08 

1.19 

566 

287 

Southwest  Airlines 

91.6 

35'/4-10% 

22 '/s 

1.45 

15.3 

0.95 

0.13 

0.6 

14.45 

0.65 

772 

894 

Southwest  Forest  Ind 

17.7 

221/2-  7'/4 

I8V4 

-1.79 

def 

0.36 

0.0 

18.81 

1  03 

433 

NR 

Southwest  Gas 

132.4 

9  1  3/»_  S3/a 

19% 

1.57 

12.6 

0.54 

1.28 

6.5 

12.45 

0.63 

591 

NR 

Southwestern  Bell 

82.2* 

1163/8-55 

107V4 

9.75 

11.0 

1.35 

6.40 

6.0 

74.25 

0.69 

386 

351 

Southwestern  Pub  Svc 

150.0 

377/8-ll5/s 

32'/2 

2.75 

11.8 

1.64 

2.12 

6.5 

14.01 

0.43 

671 

NR 

Sovran  Financial 

55.4* 

44>/2-16% 

33  >/s 

3.23 

10.3 

1.01 

1.36 

4.1 

18.21 

0.55 

501 

358 

Springs  Industries 

1 12.2 

JU  /8 — ZU 

497/8 

2.64 

1  H  Q 
10.7 

0.30 

1.52 

3.0 

50  06 

1  00 

676 

626 

Square  D 

53.7 

50  —21% 

44% 

3.05 

14.5 

0.92 

1.84 

4. 1 

21  00 

0.47 

226 

252 

Squibb 

212.6 

124'/8-287/8 

102% 

4.92 

20.8 

2.93 

2.00 

2.0 

27.41 

0.27 

NR 

NR 

SSMC 

NA 

17'/2-ll'/2 

13% 

NA 

NA 

0.14 

none 

0.0 

NA 

NA 

754 

770 

Staley  Continental 

24.7 

33%- 15% 

27% 

0.88 

31.5 

0.27 

0.80 

2.9 

23.05 

0.83 

575 

432 

St.ii  n  Jti  ynt 

87.1 

*KJ  /4 —  1U  /I 

351/4 

2.82 

12.9 

0.70 

1.08 

3.0 

21.47 

0.59 

283 

273 

Ctrl  rnmmi>rrial  Tnh 

185.7 

25   —  7Va 

22 

2.46 

8.9 

0.21 

0.44 

2.0 

20.12 

0.91 

787 

824 

Standard  Oil 

13.6 

58%-26'/2 

47% 

-^.89 

def 

1.04 

2.80 

5.9 

34.18 

0.73 

487 

495 

Stanley  Works 

118.6 

30%-  8'/2 

25  Vi 

1.94 

13.1 

0.74 

0.76 

3.0 

12.03 

0.47 

34 

18 

State  Street  Boston 

576.8 

28%-  3% 

26Vs 

1.80 

14.5 

1.46 

0.36 

1.4 

9.48 

0.36 

NR 

NR 

St  'iter  Rrntriprc 

NA 

231/4—  91/4 

18 

1.48 

12.2 

0.09 

0.0 

1.69 

0.09 

532 

516 

*s  f  (■rliiiK  Tifiio 

102.2 

52   - 1 9% 

45 

2  08 

21.6 

1.37 

1.32 

2.9 

15.75 

0.35 

493 

460 

JP  Stevens 

116.4 

37%- 12% 

34% 

2.28 

15.2 

0.39 

1.20 

3.5 

28.78 

0.83 

928 

789 

Stewart  &  Stevenson 

-57.6 

21%-  9% 

12% 

-4.76 

def 

0.23 

none 

0.0 

15.32 

1.19 

774 

677 

Stewart-Warner 

17.5 

36  -2C/4 

27% 

1.01 

27.5 

0.66 

1.68 

6.1 

25.76 

0.93 

135 

244 

302.3 

Do  /8 — 12.  /2 

53  Vi 

0  50 

NM 

0  47 

0  60 

1.1 

21  34 

0  40 

45 

32 

&r<^  9 

4  o  7 .  _ 

A9Vo  71/0 
02.  /8 —    /  /8 

^  1  i/i 

3  ns 

1  A  7 

n  1  ft 

U.  L  O 

1  in 

90  3ft 

i7  .OO 

0  57 

960 

945 

Storage  Technology 

-92.9 

36%-  1 

2% 

0.44 

5.7 

0.13 

none 

0.0 

-1.57 

NE 

30 

26 

Strawbridge  &  Clothier 

618.4 

63  Vi-  5'/8 

43 '/2 

3.28 

13.3 

0.41 

0.93 

2.1 

22.63 

0.52 

371 

NR 

Student  Loan 

154.0* 

66%-21 

63  Vi 

2.92 

21.7 

1.75 

0.36 

0.6 

10.32 

0.16 

92 

15 

Smnijru  ot  America 

372.9 

3Q  33/, 

oy    —  0/4 

9  3i/> 

Z.O  /2 

1 .00 

1 9  A 

n  ad 

u.oo 

1  A 

5  41 

0  23 

236 

498 

Sim  ( 1  he mi u"i  1 

208.9 

R43/i_  1  3 1/4 

OH  /4 — 10/4 

73% 

3.07 

24.0 

1.13 

0.48 

0.7 

24.61 

0.33 

767 

732 

Sun  Company 

19.2 

59'/2-26% 

541/4 

6.62 

8.2 

0.52 

3.00 

5.5 

47.85 

0.88 

749 

779 

Sundstrand 

26.2 

64%-23'/4 

53 

4.27 

12.4 

0.70 

1.80 

3.4 

31.56 

0.60 

NR 

NR 

SunTrust  Banks 

NA 

28  -15'/2 

20% 

1.88 

11.1 

1.08 

0.64 

3.1 

10.72 

0.51 

51 

56 

Jlipci  rUUU  JCIVILC3 

4AQ  3 

9  7Va     3  1/i 

£,1  /4 —  O/4 

17/8 

1  48 

1  3  4 

0  no 

1  A 
1 .0 

1  U.Zo 

n  ^9 

U.Ji 

844 

NR 

Simer  Rite  Pnnnc 

-14.0* 

97l/i_l  1 1/„ 

— 7  74  11/4 

12% 

0  47 

26  1 

0  10 

0  20 

1  6 

6  08 

0.50 

477 

192 

Super  Valu  Stores 

121.6 

27%-  7% 

21% 

1.13 

19.2 

0.19 

0.42 

1.9 

7.20 

0.33 

46 

50 

Supermarkets  General 

484.4 

32V+-  4'/s 

28  Vs 

1.80 

15.6 

0.21 

0.28 

1.0 

9.63 

0.34 

270 

156 

Sysco 

191.1 

33%-  9'/4 

28% 

1.38 

20.8 

0.38 

0.28 

1.0 

9.01 

0.31 

86 

110 

Ta  1 1 1> v  Innnctrini: 

i  aiicy  iiiuusirics 

3Q3  1 

Z.H  /4 —   O  /8 

1 77/0 

1 .00 

U.OZ 

U-OVJ 

1  7 

1  4  f!9 

n  7a 

753 

831 

npanfiPtri  Pnmniitprc 

X.  dllUClil  \_UU1UUICI9 

24.8 

4.ni/,_i  JVa 

34% 

1  44 

1  .7J 

n  n 

10  16 

0  29 

775 

570 

Tandy 

17.0 

641/2-22% 

391/2 

2.23 

17.7 

1.13 

0.50 

1.3 

14.57 

0.37 

NR 

NR 

TCF  Banking  &  Savings 

NA 

15%-ll'/4 

121/s 

1.80 

6.7 

0.14 

none 

0.0 

29.14 

2.40 

419 

456 

TECO  Energy 

140.0 

54%- 17% 

48 

3.49 

13.8 

1.52 

2.52 

5.3 

25.72 

0.54 

561 

405 

Tecumseh  Products 

93.5 

130  -52  Vi 

120 

9.63 

12.5 

0.81 

3.20 

2.7 

88.02 

0.73 

779 

797 

Tektronix 

16.1 

86%-34 

63% 

2.56 

25.0 

0.92 

1.00 

1.6 

43.42 

0.68 

82 

NR 

Tele-Communications 

397.9 

29l/g-  314 

22% 

0.86 

26.6 

3.56 

none 

0.0 

3.92 

0.17 

478 

442 

Teledyne 

121.3t 

367%-69'/2 

306 Vi 

24.76 

12.4 

1.11 

none 

0.0 

134.72 

0.44 

16 

10 

Telex 

857.7 

69  -  5'/. 

62 '/4 

4.91 

12.7 

1.19 

none 

0.0 

18.55 

0.30 

641 

NR 

Temple-Inland 

68.3* 

59'/e-25% 

55% 

3.06 

18.0 

1.08 

0.72 

1.3 

35.72 

0.65 

781 

821 

Tenneco 

15.3 

45%-22% 

38% 

-0.22 

def 

0.38 

3.04 

7.9 

39.71 

1.03 

911 

880 

Tesoro  Petroleum 

-46.3 

24  Vt-  7 1/2 

10% 

-9.76 

def 

0.10 

none 

0.0 

21.29 

1.98 

Note:  Except  as  indicated,  price  changes  are  from  Dec  31,  1981  to  Nov  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Range  is 
for  period  since  such  change    fPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff.    *Three-year  price  change.    NA:  Not  available 

NE:  Negative  equity.    NM:  Not  m>  .  ningful.    def:  Deficit. 
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LET'S  GET  IT  TOGETHER 


BUCKLE  UP 


The  name  on  the  front 

says  a  lot  about 
the  name  on  the  side. 


n  a  very  real  way,  your  fleet  of 
ehicles  represents  the  face  of 
our  company  or  business  to  the 
est  of  the  world.  They  are 
our  flagships,  presenting 
our  image  as  they  go 
bout  their  work. 


people  perceive  them  as 
the  high-quality,  dependable, 
reliable  vehicles  thev  are. 


Id  you  should,  no  doubt, 
le  careful  what  it  is  you  put 
jour  name  on.  Put  it  on  just  any 
jDrt  of  truck,  and  you  risk 
>oking  equally  unimpressive. 

tut  put  your  name  on  a  GMC 
nek  and  you're  making  quite 
inother  statement.  A  GMC 
truck  is  distinctive.  It's 
different.  Different  because 


GM 


The  workers  who  build  GMC 
trucks  are  aware  of  this 
consumer  fondness  for 
the  products  of  their 
labor.  And  it  makes  them 
feel  proud.  When  workers 
take  pride  in  their  work,  they 
work  better  and  they  work 
harder.  They  pay  a  little  more 
attention.  Care  a  little  more.  We 
think  it  shows.  So  much  so, 
we're  saying  "it's  not  just  a 
truck  anymore."  Our  workers 
agree  and  wear  that  slogan 


proudly  on  buttons  proclaiming 
it  to  the  world. 

So  whether  you  need  pickups  (in 
full  or  compact  size),  vans  or 
Jimmys  for  your  particular  com- 
mercial purpose,  maybe  you 
should  make  sure  they  say  GMC 
on  the  front.  It  says  it's  not 
"just"  a  truck.  Which  says  that 
yours  is  not  "just"  a  business. 

Which  of  course,  says 
a  lot  about  you. 

GMCtruck 

ITS  NOT  JUST  A  TRUCK 
ANYMORE. 


Who's  where  in  the  stock  market 


Rank 

86     85  Company 

5-year 

price 

change 

1982-86 

price  Recent 
range  price 

Latest 

12-month  Priee/  Price/ 
earnings    earnings  sales 
per  share    ratio  ratio 

Indicated 

annual  Current 
dividend  yield 

Boi 

Book  val 
value  rec 
(per  share)  prii 

805     839  Texaco 
40     606    Texas  Ait 
916     741     Texas  American  Bcshs 
897     803    Texas  Commerce  Bcshs 
785     774    Texas  Eastern 

6.1 
520.0 
-50.0 
-34.6 
13.8 

48%-26  .  35 
40%-  4  34% 
45%- 14%  16% 
48'/4-16'/2  25  Va 
41'/4-18'/2  29% 

$4.09           8.6  0.23 
0.45         NM  0.48 

-9.42          def  0.29 
0.37         68.2  0.49 

-2.27          def  0.35 

$3.00  8.6% 
none  0.0 
0.40  2.4 
1.56  6.2 
1.00  3.3 

$57.04  1.6 
5.56  0.1 
34.80  2.0 
36.02  1.4 
27.41  0.9 

780     NR    Texas  Industries 
709     783    Texas  Instruments 
647     543    Texas  Utilities 
452     522  Textron 
90     NR    Third  National 

15.3 
39.9 
66.9 
127.2 
375.9 

4 11/2-1 4  Mi  25  V» 
176  -70V2ll2% 
371/2-191/8  32% 
65'/4-17i/4  60'/2 
39'/4-  6%  33% 

1.26         19.9  0.32 
-1.42           def  0.59 
4.32           7.6  1.17 
6.29          9.6  0.49 
0.03         11.9  1.23 

0.80  3.2 
2.00  1.8 
2.68  8.2 
1.80  3.0 
0.76  2.2 

24.03  0.9 
56.73  0.5 
29.46  0.9 
40.07  0.6 
16.43  0.4 

867     785    Thorn  Apple  Valley 
933     698  TIE/Communications 
930     910    Tiger  International 
715     NR    Time  Inc 
329     284    Times  Mirror 

-23.1 
-63.2 
-62.0 
38.0* 
168.9 

9%-  3%  5 
40%-  2%  3'/2 

14'/4-  3%  5'/8 

91%-33%  71% 
73%- 17%  61'/2 

-1.13           def  0.03 
-1.01           def  0.40 
-3.01           def  0.14 
6.53         11.0  1.23 
5.68         10.8  1.35 

none  0.0 
none  0.0 
none  0.0 
1.00  1.4 
1.50  2.4 

7.84  1.5 
5.89  1.6 
-0.15  N 
19.28  0.2 
15.12  0.2 

894     836  Timken 
855     680    Todd  Shipyards 
NR     NR    Tops  Markets 
115      57  Torchmark 
196     622  Toro 

-34.2 
-18.8 
NA 
326.6t 
231.7 

68'/4-39'/2  42% 
41%-18%  22% 
25%- 18  19'/2 
38'/2-  5%  28 
291/4-  5%  24% 

-4.14           def  0.49 
-0.02          def  0.21 
1.59         12.3  0.14 
2.80         10.0  1.30 
2.09         11.9  0.39 

1.00  2.3 
1.32  5.8 
none  0.0 
0.80  2.9 
0.50  2.0 

64.83  1.5 
31.50  1.3 
10.99  0.5 
12.29  0.4 
9.51  0.3 

953     938  Tosco 
95      25    Toys  "R"  Us 
718     587  Tracor 
610     NR    Trans  World  Airlines 
695     488  Transamerica 

-86.9 
369.9 
37.2 
78.3* 
46.5 

18%-  1  2% 
34%-  5%  27'/2 
28I/4-10'/4  18% 
28  -  7'/s  20  Vi 
40'/8-16'/2  341/4 

-0.62           def  0.06 
0.92         29.9  1.63 
0.20         NM  0.61 

-9.11          def  0.18 
3.48          9.8  0.43 

none  0.0 
none  0.0 

0.36  1.9 
none  0.0 

1.76  5.1 

-13.81  Nl 
5.81  0.2 

10.11  0.5 
10.67  0.5 

29.12  0.81 

825     780    Transco  Energy 
NR     NR    Transworld  Corp 
548     290  Travelers 

18     NR    Triangle  Industries 
559     NR  Tribune 

-3.8 
NA 
96.6 
827.4 
94.7* 

63'/2-23'/8  44  >/4 
42%- 15%  38% 
59'/2-16!/2  43% 
31%-  2Vi  26% 
78   -24  59% 

-0.38           def  0.29 
3.36         11.4  0.68 
4.80           9.0  0.28 
3.66          7.2  0.14 
7.71           7.7  1.21 

2.72«  6.1tt 
0.40  1.0 
2.16  5.0 
0.12  0.5 
1.00  1.7 

32.24  0.7 

14.25  0.3 
41.58  0.9 

5.58  0.21 
22.37  0.3 

808     881    Trinity  Industries 
241     424  Trinova 
642     652  TRW 
678     352  Turner 
42     466    Tyco  Laboratories 

4.6 
208.1 
68.3* 
52.0 
518.1 

25%-  9  17 
54'/8-13!/8  47% 
110  -45%  92'/s 
31%-10%  21 
42 '/2-  5      38  % 

0.40         42.5  0.59 
7.07          6.8  0.45 
4.83          19.1  0.45 
2.01          10.4  0.04 
2.27         16.9  0.76 

0.50  2.9 
1.00  2.1 
3.20  3.5 
1.30  6.2 
0.40  1.0 

10.22  0.6 
31.16  0.6 
33.85  0.3 
16.69  0.7 
11.52  0.3 

810     510  Tyler 

6      17    Tyson  Foods 
185     237  UAL 
813     851  UGI 
517     571    Union  Camp 

4.3 
1,746.2 
244.7 

2.9 
107.6 

17%-  6  12'/4 
38'/4-  1%  24 
64%-15V8  56% 
28'/4-16'/2  26% 
56%-21  51% 

0.69          17.8  0.24 
1.18         20.3  0.68 
1.00         56.9  0.33 
-3.30           def  0.48 
2.20         23.4  1.28 

0.40  3.3 
0.04  0.2 
1.00  1.8 
2.04  7.6 
1.64  3.2 

10.89  0.8 
3.64  0.1 
43.93  0.7 
19.44  0.7 
26.88  0.5 

729     667    Union  Carbide 
309     NR    Union  Electric 
788     852    Union  Pacific 
448     704  Unisys 
12     NR    United  Artists  Commun 

34.3 
175.9 

13.5 
128.7 
971.7 

33%-10%  23 
31%-10%  30 
63   -291/)  59 
80%-29%  77% 
21%-  1%  16% 

5.95           3.9  0.31 
2.85          10.5  1.72 
-4.56           def  0.89 
5.53          14.1  0.54 
0.22         76.1  1.34 

1.50  6.5 
1.92  6.4 
1.80  3.1 
2.60  3.3 
0.04  0.2 

19.82  0.8 
18.50  0.6 
39.93  0.6 
54.71  0.7 
2.62  0.1 

756     NR    United  Banks  of  Colo 
330     602    United  Brands 
896     NR    United  Financial  Group 
618     619    United  Illuminating 
313     108    United  Merchants 

24.4 
168.8 
-34.5 

76.5 
175.0 

35'/2-13  251/2 
36%-  6'/2  32'A 
12%-  2  2% 
36'A-  9  32% 

21V2-  3'/2  11 

2.51         10.2  0.55 
3.22         10.0  0.16 

-1.39          def  0.03 
5.84          5.6  0.93 

-3.95          def  0.13 

1.08  4.2 
0.05  0.2 

none  0.0 
2.32  7.1 

none  0.0 

27.56  1.0 
23.46  0.7 
13.92  5.8 
37.15  1.1 
12.65  1.1 

644     574    US  Bancorp 
888     900    US  Home 
321       75    US  Shoe 
356     NR    US  Tobacco 
297     NR    United  Stationers 

67.6 
-30.9 
172.7 
158.0 
180.4 

27%-  8'/s  22% 
20%-  4%  4% 
27%-  554  22% 
45'/2-14l/s  40% 
28%-  4%  15'/4 

2.50           9.1  0.82 
-2.33          def  0.22 
0.95         23.9  0.52 
3.63         11.2  2.25 
0.96         15.9  0.37 

0.80  3.5 
none  0.0 
0.46  2.0 
1.96  4.8 
0.24  1.6 

19.19  0.8 
7.76  1.6 
10.86  0.4 
11.64  0.2 
5.72  0.3 

508     611    United  Technologies 
746     647    United  Telecom 
238     138    United  Virginia  Bksh 
NR     514  Univar 
334     281     Universal  Foods 

109.6 
26.4 
208.4 
NA 
167.1 

56'/4-15%  43% 
31!/4-15%  27'/2 
35%-  8%  29% 
15'/2-  9%  11% 
28  -10%  27% 

3.42         12.8  0.37 
0.01          NM  0.85 
2.86         10.4  0.95 
0.59         19.1  0.12 
1.42         19.3  0.47 

1.40  3.2 
1.92  7.0 
0.92  3.1 
0.20  1.8 
0.80  2.9 

31.38  0.7 
17.41  0.6 
16.80  0.5 
8.03  0.7 
12.43  0.4 

426     631     Universal  Leaf 

893     845  Unocal 

NR     NR    UNUM  Corp 

137.1 
-33.9* 
NA 

31    -11  Vs  28% 
51    -15%  24% 
28%-26%  26l/2 

2.67         10.8  0.37 
0.28         NM  0.34 
NA          NA  0.56 

1.08  3.8 
1.00  4.0 
0.40  1.5 

17.08  0.5 
14.01  0.5 
NA  N 

Note:  Except  as  indicated,  price  changes  are  from  Dec  31, 1981  to  Nov  18. 1986    NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company  Rang 
for  period  since  such  change.    tPrice  change  does  not  reflect  the  value  of  shares  received  in  a  spinoff    'Shares  outstanding  have  declined  by  10%  or  more  in  the 
year.    ^Three-year  price  change.    NA:  Not  available    NE:  Negative  equity    NM:  Not  meaningful    def:  Deficit    **Does  not  include  stock  dividends  given  in  anotl 
company  as  part  of  the  dividend. 
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Stability 
Respected  The\\forld  Over. 


Stability.  You've  come  to  expect  it  from  the  Swiss. 
Fact  is,  the  whole  world  banks  on  it. 

That's  why  we're  proud  of  our  Swiss  heritage. 
Proud  to  maintain  our  old  world  values. 

Proud  to  be  American,  too.  Imaginative.  Bold. 
And  exciting. 

An  American  organ  ization  of  Swiss  descent.  The 
best  of  both  worlds.  The  best  insurance  protection  for 
your  valued  business. 


We  create  world  class  insurance  that's  in  a  class 
by  itself. 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
operation. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
stability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company*  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg,  I L  60196 


A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


Who's  where  in  the  stock  market 


Latest 

DOOl 

5-year 

1982-86 

12-month 

Price/ 

Price/ 

Indicated 

Book 

valu 

Rank 

price 

price 

Recent 

earnings 

earnings 

sales 

annual 

Current 

value 

rece 

86 

85 

Company 

change 

range 

price 

per  share 

ratio 

ratio 

dividend 

yield 

(per  share) 

prici 

loo 

A*)  £ 

Upyonn 

244.7 

1 03%- 1 9 

92% 

$3  84 

24  1 

2  60 

^  1  ^9 

1 .0  /o 

fin  Qo 
J7ZU.00 

U.Zo 

151 

Wl 

MP 

f  1Q  Wpet 
U3  ncsi 

96.0t 

62   -27  Vi 

'  541/2 

5.01 

10.9 

1 .26 

3  04 

3 .0 

00.47 

C\  A7 

—  . 

USAir  Group 

214.7 

40'/4-10 

37% 

3.15 

11.9 

0.56 

0.12 

0.3 

35.37 

0.95 

An  7 

496 

USF&G 

78.8 

46%-15% 

37 

3.03 

12.2 

0.57 

2.32 

6.3 

18.91 

0.51 1 

103 

236 

USG 

350.7 

46%-  6% 

37% 

3.43 

11.0 

0.90 

1.12 

3.0 

15.03 

0.40 

C,SL 

537 

T  1  v.  1  if*> 
XJ  jLHc 

98.9 

49 141/2 

45% 

4.40 

10.4 

0  78 

1  A 
Z..KJ 

u.yo 

Oo3 

730 

-29.3 

33 1/4-1 4  Vi 

21'/8 

-1.65 

def 

0.34 

1  20 

c  7 

Al  70 

Z.Uo 

657 

540 

Utah  Power  &  Light 

63.6 

37%-17% 

29% 

2.18 

13.4 

1.66 

2.32 

7.9 

18.72 

0.64 

"JO 

913 

Valero  Energy 

-63.9 

36%-  5% 

8'/4 

-3.99 

def 

0.10 

none 

0.0 

17.84 

2.16 

673 

547 

Valley  National 

54.9 

50%-13'/8 

35% 

3.80 

9.3 

0.56 

1.44 

4.1 

31.76 

0.90 

657 

445 

V  «  f  1 1*  11   A99Utld  ICS 

63.6 

63%- 12% 

24% 

-0.70 

def 

0.59 

0.26 

j  j 

20  14 

n  «  1 

w.o  1 

802 

856 

7.1 

6%-  l'/8 

1% 

0.31 

6.0 

0.22 

0  0 

n  0 1 

n  aq 
u.*+y 

38 

23 

VF  V 

533.1 

36   -  3% 

32  Vt 

2.26 

14.3 

1.35 

0.72 

2.2 

8.91 

0.28 

475 

383 

Vulcan  Materials 

122.7 

124'/2-38%  12C/4 

"7.71 

15.6 

1.38 

2.96 

2.5 

46.67 

0.39 

24 

19 

Wal-Mart  Stores 

723.5 

53%-  4% 

43% 

1.41 

31.0 

1.12 

0.17 

0.4 

4.55 

0.10 

195 

86 

WJ  '\  1  sin 3 ii  m 

232.6 

34   -  6I/2 

24% 

2.45 

10.1 

0.08 

0.20 

0.8 

25  35 

1  no 

70 

37 

TV  *f  IglCCll 

424.3 

39'/2-  5'/2 

31% 

1.67 

19.1 

0.54 

0.54 

1.7 

9  00 

0  28 

886 

764 

Wang  Laboratories 

-30.1 

42'/2-10'/2 

11% 

0.11 

NM 

0.65 

0.16 

1.4 

9.59 

0.82 

857 

776 

Warner  Communications 

-19.4 

31%-  8'/2 

22 '/s 

1.70 

13.0 

1.03 

0.30 

1.4 

3.56 

0.16 

407 

404 

Warner-Lambert 

144.9 

63'/8-19'/8 

54% 

-3.05 

def 

1.33 

1.68 

3.1 

11.77 

0.22 

654 

443 

W'lcninornn   (  '  ji.   I  inhl 
VV  dSlllllglUIl  Vjd5  LlJ^lll 

64.1 

30V«-12 

26% 

2  20 

1 1.9 

0.59 

1  76 

6  7 

1  7  07 

U.Oo 

661 

724 

Wicntnornn   N  ttwtnii 
VrdMllll^ltfll  l^dllwlldl 

61.8 

37%-14% 

31% 

3.23 

9.8 

0.56 

1  08 

3  4 

34  92 

1  in 

91 

54 

Washington  Post 

375.5 

184'/2-27%  148 

7.50 

19.7 

1.64 

1.12 

0.8 

27.26 

0.18 

246 

341 

Waste  Management 

205.5 

571/2-12% 

51% 

2.00 

25.9 

2.84 

0.56 

1.1 

11.14 

0.22 

161 

314 

Del  £  Webb 

267.3 

28 '/4-  4% 

25% 

2.31 

10.9 

0.70 

0.20 

0.8 

16.81 

0.67 

193 

87 

VV  CIS  iTldlKClS 

233.0 

42  -10% 

37 

2.06 

18.0 

1.05 

0.54 

1  5 

1 1  89 

U.OZ 

127 

365 

Wollc  Pif on 

vvciis  rdigu 

309.8 

115   -18'/4  104V2 

9.49 

1 1.0 

0.76 

3.12 

3.0 

61.87 

0  59 

338 

67 

Wendy's  International 

165.5 

17%-  3% 

11% 

0.13 

NM 

0.95 

0.24 

2.1 

4.66 

0.41 

473 

416 

West  Point-Pepperell 

123.0 

60%-19'/4 

51 

4.09 

12.5 

0.41 

2.20 

4.3 

44.72 

0.88 

373 

823 

Western  Air  Lines 

153.8 

13  -  25/s 

12% 

-0.10 

def 

0.52 

none 

0.0 

4.70 

0.38 

964 

944 

fTCSlClU            LW  r\lllcl 

-97.4 

23%-  % 

% 

-7.80 

def 

0.10 

0.0 

5.68 

9.09 

10 

NR 

Western  SXa  T  Accnr 

1  203.2 

28   -  % 

19 

3.03 

6.3 

0.42 

0.24 

1.3 

4.54 

0.24 

954 

866 

Western  Union 

-88.0 

541/4-  3% 

4% 

-17.63 

def 

0.11 

none 

0.0 

11.27 

2.58 

107 

180 

Westinghouse 

340.2* 

60%-10% 

56 '/s 

4.16 

13.5 

0.77 

1.40 

2.5 

21.03 

0.37 

879 

787 

Westmoreland  Coal 

-26.9 

27%-13'/2 

17 

2.48 

6.9 

0.24 

0.60 

3.5 

21.97 

1.291 

664 

503 

\A/*1C  tl,  Iff! 

59.3 

39%- 11 

37% 

3  75 

10  0 

0  90 

1  00 

2.7 

35  16 

0  93 

233 

302 

WpttiTlll 

VV  CUCIdU 

209.1 

43>/4-  9% 

38% 

2.81 

13.6 

0.13 

1  04 

2.7 

18.09 

0.47 

745 

782 

Weyerhaeuser 

26.7 

41%-22'/2 

36% 

1.64 

22.4 

0.88 

1.30 

3.5 

22.93 

0.62 

940 

902 

Wheeling-Pittsburgh 

-72.1 

35%-  6% 

8% 

-27.32 

def 

0.06 

none 

0.0 

-19.44 

NE 

317 

296 

Whirlpool 

174.9 

41'/2-ll!/4 

34% 

2.82 

12.4 

0.66 

1.10 

3.2 

16.46 

0.47 

833 

848 

VV  111  I  IdKCl 

-8.2 

39%-14!/2 

30% 

-0.68 

def 

0.44 

0.60 

2.0 

27.92 

0.91 

924 

911 

\A/i r> Lac 
•  VKKtS 

—56.3 

10%-  2 

4 

n  97 

u.z.  / 

14  8 

0  24 

n  n 

4  Qg 

1.02 

476 

605 

Wicor 

122.3 

46  -15% 

41'/8 

3.55 

11.6 

0.31 

2.60 

6.3 

29.88 

0.73 

406 

632 

Willamette  Inds 

145.0 

43 '/2-  9% 

43 

2.43 

17.7 

0.95 

1.03 

2.4 

18.62 

0.43 

854 

860 

Williams  Cos 

-18.7 

33'/2-12% 

22 '/4 

-0.19 

def 

0.30 

1.40 

6.3 

35.33 

1.59 

631 

719 

Wilcnn  Gnnnc 

vviisuu  ruuus 

71.1 

15   -  4'/4 

9% 

— j.70 

def 

0  05 

0  0 

5. 10 

0.53 

374 

342 

nimi  l/i\ic  jiurcs 

153.7 

59  -17 

46% 

2  71 

17  2 

0  23 

1.80 

3.9 

17.05 

0.37 

256 

246 

Wisconsin  Electric 

197.9 

64'/2-17'/2 

54  Vs 

4.82 

11.2 

1.26 

2.68 

5.0 

30.97 

0.57 

340 

311 

Wisconsin  P&L 

164.9 

60'/4-19 

51 

4.04 

12.6 

1.15 

2.96 

5.8 

27.62 

0.54 

276 

276 

Wisconsin  Public  Svc 

187.9 

63  -17% 

53% 

4.16 

12.9 

1.03 

3.00 

5.6 

28.82 

0.54; 

217 

428 

Wi  tco 

217.8 

38%-  9Vs 

34 '/4 

2  87 

1  1  Q 

11.7 

n  <?5 

U.JJ 

1  12 

3  3 

18  67 

0.55 

94 

317 

i7n  8 

j  i  U.o 

49   -  7% 

42% 

9  00 

z.yy 

1  A  9 
1<+.Z 

n  ag, 

U.4J 

1 . 1  z 

9  A 
z.o 

18  76 

0  44 

413 

457 

Worthington  Inds 

142.0 

20%-  4% 

17% 

1.03 

17.2 

0.64 

0.36 

2.0 

5.63 

0.32 

134 

223 

Wm  Wrigley  Jr 

302.8 

51    -  9% 

47 

2.45 

19.2 

1.45 

1.32 

2.8 

12.25 

0.26 

846 

703 

Wyman-Gordon 

-14.4 

38 

18% 

-0.11 

def 

0.93 

0.80 

4.3 

16.79 

0.90 

721 

754 

Xerox 

36.1 

72'/4-27'/8 

55 '/s 

4.57 

12.1 

0.59 

3.00 

5.4 

45.47 

0.82 

84 

168 

Yellow  Freight  System 

393.7 

41!/2-  5% 

38% 

2.46 

15.8 

0.67 

0.62 

1.6 

11.27 

0.29 

NR 

NR 

York  International 

NA 

18%-13'/2 

16% 

NA 

NA 

0.22 

none 

0.0 

20.42 

1.21 

528 

718 

Zale 

103.0 

45%- 17% 

42% 

-2.12 

def 

0.47 

1.40 

3.3 

32.91 

0.77 

957 

925 

Zapata 

-91.2 

29'/4-  2% 

2% 

-7.84 

def 

0.21 

none 

0.0 

19.02 

7.61 

39 

12 

Zayre 

524.4 

43%-  3% 

25  >/2 

1.43 

17.8 

0.31 

0.32 

1.3 

10.31 

0.40 

595 

762 

Zenith  Electronics 

80.9 

38%-  9% 

20'/s 

-0.29 

def 

0.26 

none 

0.0 

18.90 

0.94 

674 

386 

Zurn  Industries 

54.5 

45%- 18 

38% 

2.52 

15.3 

0.64 

1.32 

3.4 

27.88 

0.72 

Note:  Fjicept  as  indicated,  price  changes  are  from  Dec.  31, 1981  to  Nov.  18, 1986.  NR:  Not  ranked  due  to  merger,  spinoff,  new  issue  or  conversion  to  stock  company.  Range  i| 
for  period  since  such  change    'Shares  outstanding  have  declined  by  10%  or  more  in  the  last  year    ^Three-year  price  change.    NA:  Not  available.    NE:  Negativ 

equity.    NM:  Not  meaningful    def:  Deficit 
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AT&T  IS  IN  THE 
ART  OF  DOING  BUSINESS. 


Organizing  a  breakthrough 
show  of  the  best  young  artists 
in  Paris  was  Madame  DuBois' 
biggest  achievement.  An 
achievement  so  big,  she  wanted 
to  duplicate  her  success  in 
America.  But  now  she  faced 
a  new  challenge:  finding  the 
right  gallery  in  which  to  hold 
the  exhibit. 

From  the  telexes  several  U.S. 
gallery  owners  sent  her,  the 
spaces  sounded  less  than  spec- 
tacular. Until  the  owner  of  one 
gallery  called  and  used  his 
powers  of  description  to  help 
her  realize  just  how  perfect  his 
space  would  be. 

Making  your  ideas  come  to  life 
is  just  one  of  the  many  reasons 
to  use  AT&T  International 
Long  Distance  Service  when 
doing  business  overseas.  And 
that's  just  the  beginning  of 
the  services  AT&T  offers  both 
internationally  and  in  the  U.S. 
To  find  out  just  how  well  these 
services  can  work  for  you,  call 
your  Account  Executive  or  an 
AT&T  Sales  Specialist  toll  free 

at  1 800  222-0400.  ©  1986  AT&T 


AT&T 

The  right  choice. 


I 

IfelSi 
Into! 
Haiti- 
fcr'sS 

Itlli v- 

Jiiiltt 
ISepei  \ 
I'titti 
Tins  t 
MieH 

3::' ! 
I*' 
Bsra  1 
*.« 
fat; 

5c< 

Hat' 

'e  ii 

m 
m 

laei 
W 
Into 

M£ 

kUtu 

trt«  A 
iw 
M 

itirl 
■', 

WHO'S 
WHERE  IN 
PROFITABILITY 

Five-year  profitability  champs  that  haven't  stayed  fit  over 
the  latest  12  months  won't  stay  champs  much  longer. 

f  vhk  1,012  COMPANIES  m  the  Forbes  Annual    even  35.4%  is,  oi  course,  unsustainably  high.  With  rc- 
^ Report  on  American  Business,  none  shows  a    wards  like  that  out  there,  competitors  like  Costco  and 
H  higher  five-year  return  on  equity  than  Coleco    Pace  Warehouse  will  continue  to  take  away  market  share. 
w^Jp' '  Industries.  During  the  period,  the  Hartford,       Or  take  Apple  Computer,  which  fell  from  second  place 
^^^^  Conn. -based  toy  company  has  averaged  an  amaz-    to  tenth  in  profitability.  Its  44.6%  five-year  average  profit- 
ing $1.22  in  earnings  for  every  $1  of  shareholder  equity  in    ability  still  reflects  the  firm's  early  explosive  growth  in  the 
the  company.  But  will  Coleco  be  top  dog  again  next  year?    late  1970s.  But  nearly  $2  billion  (sales)  Apple  has  not  been 
Probably  not.  During  the  latest  12  months  the  company's    coasting.  Its  latest  12-month  return  on  equity  is  26.9%,  its 
profitability  plunged  dramatically,  to  a  dismal  3.2%  return    net  profit  margin  is  8.1%  and  its  Macintosh  computer  is 
on  equity.  Why?  Because  in  1986  Coleco  was  hit  with  a    selling  briskly.  That  was  enough  to  make  Apple  Forbes' 
double  whammy:  Its  equity  base  expanded  as  a  result  of  the    most  improved  computer  company  (see p.  101). 
earnings  piled  up  by  the  colossal  success  of  its  Cabbage       Over  the  long  run,  few  companies  ever  beat  the  aver- 
Patch  dolls  the  year  before.  But  sales  of  the  dolls  collapsed,    ages — in  profitability  or  anything  else.  Look  at  the  top  152 
sending  earnings  into  a  nosedive.                                    firms  on  our  list,  all  with  five-year  average  return  on 
Coleco  is  not  alone  in  failing  to  broaden  its  market  base,    equity  of  20%  or  more.  Only  71  kept  this  pace  over  the  last 
Take  Price  Co.,  a  warehouse  retailer  and  last  year's  profit-    12  months.  This  means  that  only  about  half  of  the  leading 
ability  leader.  Its  12-month  return  on  equity  slipped  to    companies  are  likely  to  rate  high  again  next  year.  Yester- 
35.4%,  compared  with  its  five-year  average  of  59.3%.  But    day's  performance  means  nothing  tomorrow.  ■ 

Who's  where  in  prof  itability 

ruth 
lt'>j 

Return  on  equity 

latest 
5-year  12 
Company                 rank      average  months 

Return  on  equity 

latest 
5-year  12 
Company                   rank      average  months 

Return  on  equity 

late 

5-year  12 

Company                   rank      average  monl 

9i| 

U 
h 

u 

Coleco  Industries            1         122.3%  3.2% 
Highland  Superstores       2         63.8  26.3 
Liz  Claiborne                 3         63.5  49.2 
Price  Co                       4          59.3  35.4 
Columbia  S&L               5          50.0  30.2 

Charter  Medical              19          36.4%  20.1% 
General  Cinema             20          35.3  22.7 
Wal-Mart  Stores             21          35.1  31.0 
Geico                          22         34.4  41.4 
Savannah  Foods             23         34.4  12.7 

Dow  Jones  37  31.4%  29  5 
Deluxe  Check  38  31.0  32.9 
Western  S&L  39  30.5  66.7 
US  Tobacco  40  30.0  31.2 
EG&G                          41          29.7  24.5 

la 
lit 
Im 

JM 
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h 
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Subaru  of  America          6         49.9  34.4 
First  Executive               7         45.4  15.4 
ServiceMaster  Inds          8          44.9  44.6 
Limited                        9          44.7  47.1 
Apple  Computer           10         44.6  26.9 

American  Home  Prods    24         34.3  33.4 
Comdisco                     25         34.0  28.3 
Tandy                         26         34.0  16.8 
Bruno's                        27         33.9  18.6 
American  Continental     28          33.8  24.0 

Food  Lion  42  29.4  27.7 
SmithKline  Beckman  43  28.7  22.2 
Manor  Care  44  28.7  24.9 
Brunswick  45  28.0  20.6 
Family  Dollar  Stores       46          27.9  26.4 

NIKE                           11          40.8  16.6 
Allegheny  Beverage       12         40.3  def 
Student  Loan                13          40.0  28.3 
Lockheed                    14         39.1  27.9 
ICH                           15         36.8  45.7 

Kellogg                         29          33.4  44.2 
Hasbro                        30         33.4  21.4 
VF                               31          32.9  25.4 
Humana                        32          32.8  6.0 
Telex                            33          32.4  26.5 

Minstar  47  27.7  16.5 
Circuit  City  Stores  48  27.7  22.8 
Super  Rite  Foods  49  27.2  7.7 
American  Stores  50  27.1  16^ 
First  Boston                  51          26.9  18.5 

Dun  &  Bradstteet          16         36.6  24.8 
Big  Bear                      17         36.5  20.3 
Intergraph                   18         36.5  17.2 

MCI  Communications    34         32.4  7.2 
Monfort  of  Colorado       35         31.9  27.5 
Maxicare  Health            36         31.8+t  15.1 

Abbott  Laboratories  52  26.8  28.3 
Teledyne  53  26.5  18.4 
Emerson  Radio               54          25.7  35.1 

\ 

Di 
k 

def:  Deficit.    ttThree-year  average. 
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Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

latest 

rank 

5-year 

12 

5-year 

12 

5-year 

12 

Company 

average 

months 

Company 

rank 

average 

months 

J  inn  mm' 
V  1 1 1 1 1  [.Id  1 1  > 

rank 

average 

months 

;fferson  Smurfit 

55 

25.6% 

1 7.6% 

Supermarkets  General 

119 

21.2% 

18.7% 

Raytheon 

181 

19.1% 

20.3% 

Hied  Bancshares 

56 

25.5 

1.3 

Worthington  Inds 

120 

21.2 

19.6 

Collins  Foods  Intl 

184 

19.1 

10.6 

Washington  Post 

57 

25.4 

27.5 

HJ  Heinz 

121 

21.2 

23.3 

Sara  Lee 

184 

19.1 

19.8 

larsh  &  McLennan 

58 

25.4 

44.6 

Albertson's 

122 

21.1 

18.3 

CoreStates  Financial 

186 

19.1 

16.5 

haw's  Supermarkets 

59 

25 .3t 

20.5 

Wang  Laboratories 

123 

21.1 

1.2 

Genuine  Parts 

187 

19.0 

16.9 

hilip  Morris  Cos 

A.n 
DU 

TCI 
ZD.  1 

29.3 

E-Systems 

124 

21.1 

14.3 

Chesebrough-Pond's 

188 

19.0 

17.6 

i  Heileman  Brewing 

61 

25.0 

15.9 

Midlantic  Banks 

125 

21.0 

18.5 

Curtice-Burns  Foods 

189 

19.0 

12.6 

JM 

62 

24.9 

19.0 

Holly  Corp 

126 

21.0 

34.1 

Minn  Mining  &  Mfg 

189 

19.0 

18.4 

laytag 

63 

24.7t 

20.2 

Dollar  General 

127 

21.0 

8.7 

SCI  Systems 

191 

19.0 

13.3 

elly  Services 

64 

24.7 

28.0 

Capital  Cities/ABC 

128 

20.9 

13.6 

Cullum  Cos 

192 

19.0 

15.7 

indley  Western  Inds 

65 

24.7 

14.6 

Merck 

129 

20.9 

24.2 

Republic  New  York 

193 

18.9 

16.4 

uper  Valu  Stores 

66 

24.6 

15.7 

Salomon 

130 

20.9 

19.1 

Hilton  Hotels 

194 

18.9 

15.3 

nited  Stationers 

66 

24.6 

16.8 

Emery  Air  Freight 

131 

20.8 

def 

National  Service 

195 

18.9 

17.1 

oys  "R"  Us 

68 

24.6 

15.8 

Waste  Management 

132 

20.7 

18.0 

Bergen  Brunswig 

196 

18.9 

12.8 

ulte  Home 

69 

24.6 

10.6 

Transworld 

133 

20.7t 

23.6 

Stop  &  Shop  Cos 

197 

18.9 

10.5 

>ean  Foods 

70 

24.4 

21.7 

Delchamps 

134 

20.7 

10.7 

Revco  DS 

198 

18.9 

13.4 

urner 

71 

24.3 

12.0 

American  Medical 

135 

20.6 

def 

Banc  One 

199 

18.9 

18.0 

rime  Computer 

72 

24.3 

12.9 

Fleetwood  Enterprises 

136 

20.5 

13.7 

Roadway  Services 

200 

18.8 

12.2 

lorton  Thiokol 

73 

24.3 

17.1 

Emerson  Electric 

137 

20.4 

18.7 

US  Shoe 

200 

18.8 

8.8 

honey's 

74 

24.3 

19.3 

Southwestern  Pub  Svc 

138 

20.4 

19.6 

Automatic  Data 

202 

18.8 

17.8 

atl  Convenience 

75 

24.3 

4.3 

Ogilvy  Group 

139 

20.4 

19.8 

Hewlett-Packard 

202 

18.8 

13.0 

ulbro 

76 

24.0 

18.2 

Ametek 

140 

20.3 

15.9 

CityFed  Financial 

204 

18.8 

21.0 

eneral  Dynamics 

77 

23.9 

27.2 

Gap 

141 

20.3 

31.5 

Payless  Cashways 

205 

18.8 

12.8 

red  Meyer 

78 

23.8tt 

19.9 

Carlisle  Cos 

142 

20.3 

8.8 

Consolidated  Papers 

206 

18.8 

19.3 

Lelville 

79 

23.8 

20.9 

Carolina  Freight 

142 

20.3 

16.6 

Fleet  Financial 

207 

18.7 

21.9 

eneral  Host 

80 

23.7 

16.5 

Anheuser-Busch  Cos 

144 

20.3 

19.7 

McCormick 

208 

18.7 

1 1.2 

;&R  Block 

81 

23.7 

21.8 

Rubbermaid 

145 

20.2 

22.4 

Southwest  Airlines 

209 

18.7 

10.0 

ristol-Myers 

82 

23.6 

22.7 

AMP 

146 

20.2 

14.0 

Masco 

210 

18.6 

19.2 

tandard  Oil 

83 

23.5 

def 

Petrie  Stores 

147 

20.2 

17.1 

Times  Mirror 

210 

18.6 

37.6 

chlumberger 

84 

23.3 

def 

Intl  Flavors  &  Frags 

148 

20.1 

19.4 

Mitchell  Energy 

212 

18.6 

5.5 

jnes  Dept  Stores 

85 

23.2 

11.6 

Hannaford  Bros 

149 

20.1 

17.6 

PepsiCo 

213 

18.6 

23.6 

ite  Aid 

86 

22.9 

17.7 

Leggett  &  Piatt 

150 

20.0 

19.5 

First  Wachovia 

214 

18.5 

17.8 

oews 

87 

22.9 

22.9 

Clorox 

151 

20.0 

18.9 

Lear  Siegler 

214 

18.5 

9.7 

larriott 

87 

22.9 

21.1 

Fuqua  Industries 

152 

20.0 

22.4 

SunTrust  Banks 

216 

18.5tt 

17.5 

ederal  Express 

89 

22.9 

12.7 

Flowers  Industries 

153 

19.9 

19.5 

Bowater 

217 

18.5 

10.9 

JR  Nabisco 

90 

22.8 

19.8 

Weis  Markets 

153 

19.9 

17.3 

Coachmen  Industries 

217 

18.5 

2.1 

riant  Food 

91 

22.8 

21.8 

Snap-on  Tools 

155 

19.9 

19.1 

Rollins 

217 

18.5 

56.9 

suthmark 

92 

22.7 

12.3 

American  Brands 

156 

19.8 

14.6 

Blount 

220 

18.4 

2.9 

olden  West  Finl 

93 

22.7 

38.6 

Rockwell  Intl 

157 

19.8 

21.1 

Nordstrom 

221 

18.3 

18.0 

loca-Cola 

94 

22.6 

26.9 

Shaw  Industries 

158 

19.8 

18.7 

Procter  &  Gamble 

222 

18.2 

13.2 

li  Lilly 

94 

22.6 

23.4 

General  Electric 

159 

19.8 

17.4 

Exxon 

223 

18.2 

19.6 

yson  Foods 

96 

22.5 

32.4 

Pfizer 

160 

19.7 

21.2 

Pitney  Bowes 

223 

18.2 

20.2 

IcDonald's 

97 

22.5 

21.9 

Entex 

161 

19.7 

def 

Hospital  Corp 

225 

18.2 

11.0 

/endy's  Intl 

98 

22.5 

2.8 

Winn-Dixie  Stores 

162 

19.6 

16.5 

American  Greetings 

226 

18.1 

15.0 

IcGraw-Hill 

99 

22.4 

19.6 

National  Medical 

163 

19.6 

9.5 

Advanced  Micro 

227 

18.1 

def 

erman  Miller 

100 

22.4 

19.7 

Sysco 

164 

19.6 

16.4 

Barnett  Banks  Fla 

228 

18.1 

18.0 

/algreen 

101 

22.3 

21.3 

Rohr  Industries 

165 

19.5 

17.8 

Consol  Freightways 

229 

18.1 

14.7 

rowning-Ferris  Inds 

102 

22.2 

22.8 

Hechinger 

166 

19.5 

14.7 

Cincinnati  Financial 

230 

18.1 

18.3 

onAgra 

103 

22.2 

21.9 

Gillette 

167 

19.5 

19.5 

Nacco  Industries 

231 

18.1 

22.8 

istens 

104 

22.2 

20.9 

Tyco  Laboratories 

168 

19.4 

21.1 

Church's  Fried 

232 
-  ■ 

18.1 

3.7 

ioneer  Hi-Bred  Intl 

105 

22.1 

16.0 

PaineWebber  Group 

169 

19.4 

13.8 

Fleming  Cos 

233 

 Von  " 

18.0 

12.0 

quifax 

106 

22.1 

26.4 

Reliance  Group 

170 

19.4tt 

3.1 

Ryder  System 

234 

18.0 

16.6 

rown-Forman 

107 

21.9 

17.7 

Time  Inc 

170 

19.4t 

33.9 

Whirlpool 

235 

18.0 

17.1 

ew  York  Times 

108 

21.9 

21.8 

Johnson  &  Johnson 

172 

19.4 

10.9 

Oxford  Industries 

236 

18.0 

8.7 

over 

109 

21.7 

14.3 

Mayflower  Group 

173 

19.3 

11.3 

Combined  Intl 

237 

17.9 

24.5 

imes  River  Corp  Va 

110 

21.7 

13.2 

Litton  Industries 

174 

19.3 

7.4 

Loral 

238 

17.9 

17.7 

HH  Group 

111 

21.7 

14.5 

Rorer  Group 

175 

19.3 

52.9 

American  Bankers 

239 

17.9 

18.6 

annett 

112 

21.6 

20.9 

Cooper  Tire  &  Rubber 

176 

19.2 

12.3 

Northrop 

239 

17.9 

6.3 

9rt  Howard  Paper 

113 

21.6 

14.7 

Hershey  Foods 

176 

19.2 

18.0 

Pentair 

241 

17.8 

10.0 

alco  Chemical 

114 

21.5 

17.1 

Collins  &  Aikrnan 

178 

19.2 

19.2 

Todd  Shipyards 

241 

17.8 

def 

quitable  Resources 

115 

21.5 

15.2 

Shaklee 

179 

19.1 

35.6 

PNC  Financial 

243 

17.8 

20.1 

ibrell  Brothers 

116 

21.4 

16.0 

Universal  Leaf 

180 

19.1 

16.6 

Piedmont  Aviation 

244 

17.8 

12.1 

tate  Street  Boston 

117 

21.3 

19.0 

Meredith 

181 

19.1 

14.3 

Interpublic  Group 

245 

17.7 

19.4 

'illard  Dept  Stores 

118 

21.3 

18.4 

Ralston  Purina 

181 

19.1 

46.6 

Farmers  Group 

246 

17.7 

16.7 

lef:  Deficit    NA:  Not  available.    tFour-year  average.    ttThree-year  average. 
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Who's  where  in  profitability 


Return  on  equity 

latest 
5-year  12 
Company                 rank      average  months 

Return  on  equity 

latest 
5-year  12 
Company                  rank      average  months 

Return  on  equity 

latest 
5-year  12 
Company                    rank       average  months 

Hillenbrand  Inds          246         17.7%  17.3% 
Texas  Commerce         246         17.7  1.0 
Square  D                    249         17.7  14.5 
Lucky  Stores               250         17.7  9.4 
Amoco                      251         17.7  8.4 

Diversified  Energies       311         16.2%  t  def 
Morrison                     311         16.2  7.9% 
Third  National              313         16.2  17.4 
Bank  of  New  England     314         16.2  18.5 
JP  Morgan                   315         16.1  19.7 

Jamesway                    375         15.3%  10.1% 
Rohm  &  Haas               376         15.2  14.3 
Marshall  &  Ilsley           377         15.2  16.3 
Questar                       377         15.2  10.7 
Unocal                        377         15.2  2.0 

Continental  Bancorp     252         17.5  17.4 
RR  Donnelley             252         17.5  16.8 
Hubbell                     254         17.5  18.3 
American  Express         255         17.5  24.1 
Old  Republic  Intl         256         17.4  14.4 

First  Fidelity  Bncp          316         16.1  15.6 
USG                            316         16.1  22.8 
Northeast  Utilities         318         16.1  17.3 
Texas  Utilities              319         16.1  14.7 
McLean  Industries         320         16.0  def 

May  Dept  Stores           380         15.2t  14.5 
Rochester  G&E             381         15.2  13.6 
Beverly  Enterprises        382         15.2  11.8 
Munford                       382          15.2  6.8 
Federal-Mogul               384          15.2  12.9 

MCorp                      257         17.4  def 
Longs  Drug  Stores        258         17.4  13.0 
Berkshire  Hathaway      259         17.4  27.3 
United  Illuminating      259         17.4  15.7 
EF  Hutton  Group          261          17.3  2.9 

Central  &  South  West    321         16.0  16.0 
Gerber  Products            322         16.0  11.1 
Kaman                        322         16.0  16.4 
Portland  General            322         16.0  14.9 
Florida  Natl  Banks         325         15.9  12.4 

Meridian  Bancorp          384         15.2  15.4 
Sterling  Drug                384         15.2  13.2 
Centerior  Energy           387         15.2  14.0 
KeyCorp                       387          15.2  17.2 
Potomac  Electric            387          15.2  18.7 

United  Virginia  Bkshs  261         17  3        17  0 
New  England  Electric    263         17  3  16.2 
Centel                       264         17.3  15.7 
TIE/Communications   265         17.3  def 
Fidelcor                     266         17.3  17.7 

WW  Grainger                325         15.9  16.2 
Std  Commercial  Tob      325         15.9  12.2 
Universal  Foods            325         15.9  11.4 
Circle  K                      329         15.9  19.5 
WmWrigleyJr              330         15.9  20.0 

Witco                           390          15.1  15.4 
Johnson  Controls          391         15.1  12.4 
AnixterBros                 392         15.1  10.9 
Scotty's                        392          15.1  7.3 
Kimberly-Clark             394         15.1  14.8 

Lowe's  Cos                 266         17.3  14.4 
Pillsbury                    268         17.2  17.0 
Sonoco  Products          268         17.2  17.8 
Ryland  Group              270         17.2  28.8 
Zayre                          270         17.2  13.9 

Knight-Ridder               331         15.9  19.1 
Jerrico                        332         15.8  13.7 
Bank  of  New  York         333         15.8  17.0 
Brooklyn  Union  Gas      334         15.8  10.1 
Westinghouse               334         15.8  19.8 

Niagara  Mohawk  Power  395          15.1  14.0 
Allegheny  Power           396         15.1  15.8 
Bairnco                       397         15.1  12.1 
Southern  Company        398         15.0  15.9 
Engelhard                     399          15.0  9.7 

Hartford  National         272         17.2  18.0 
Bankers  Trust  NY        273         17.2  17.5 
Sovran  Financial          274         17.1  17.7 
Avery  International      275         17.1  15.2 
Mercantile  Stores         276         17.1  15.9 

Vulcan  Materials           336         15.8  16.5 
Wisconsin  Electric         336         15.8  15.6 
Kroger                          338         15.7  7.4 
Brown  Group                339         15.7  11.9 
Freeport-McMoRan        340         15.7  2.7 

Sundstrand                   399          15.0  13.5 
Merrill  Lynch               401         15.0  13.9 
Signet  Banking             402         15.0  19.0 
AZP  Group                  403         15.0  13.2 
Consolidated  Edison       404         15.0  13.1 

United  Artists             277         17.1  8.4 
Ball  Corp                    278          17.0  17.6 
Dayton-Hudson           279         17.0  14.4 
Boeing                       280         16.9  15.2 
American  Intl  Group    281         16.9  16.9 

Norstar  Bancorp            341         15.7  15.5 
Nucor                         341         15.7  16.5 
Macmillan                    343         15.7  22.0 
Media  General              343         15.7  11.2 
Integrated  Resources      345         15.7  1.1 

Computer  Sciences        405         14.9  12.3 
Maryland  National         406         14.9  18.8 
Alltel                          407         14.9  15.4 
Kansas  City  Southern     407         14.9  0.2 
Torchmark                  409         14.8  22.8 

Upjohn                       281          16.9  18.4 
San  Diego  G&E           283         16.9  17.1 
Emhart                      284         16.9  def 
Colt  Industries            285         16.8  26.0 
Boatmen's  Bancshares  286         16.8  14.5 

RepublicBank               346         15.6  6.4 
Dexter                         347         15.6  13.7 
First  of  America  Bank     348         15.6  17.2 
PacifiCorp                    348         15.6  13.7 
Sealed  Power                350         15.6  10.8 

CPC  International         410         14.8  14.4 
Leaseway  Transport       411         14.8  18.9 
Figgie  International        412         14.8  16.2 
First  Tennessee  Natl      413         14.8  16.1 
Commonwealth  Ed        414         14.7  15.6 

Quaker  Oats               287         16.7  22.8 
Citizens  &  Southern     288         16.7  18.4 
Southland                   289         16.7  14.8 
Kansas  City  P&L         290         16.6  12.6 
Edison  Bros  Stores        291         16.6  12.9 

Contel                         351          15.6  16.0 
Tandem  Computers       351         15.6  14.2 
Citicorp                       353         15.5  13.4 
Pittway                       354         15.5  11.8 
Tecumseh  Products       355         15.5  10.9 

General  Re                   414         14.7  13.9 
Squibb                         414          14.7  18.0 
Mapco                        417         14.7  20.6 
TECO  Energy               417         14.7  13.6 
NY  State  E&G               419          14.7  15.3 

Rose's  Stores               291         16.6  16.8 
First  Union                 293         16.6  19.1 
Arkla                        294         16.6  10.4 
Transco  Energy            295         16.5  def 
Big  V  Supermarkets      296         16.5  13.0 

Illinois  Power                356         15.5  16.0 
Chemical  New  York      357         15.4  14.7 
Wisconsin  Public  Svc     357         15.4  14.4 
Bank  of  Boston             359         15.4  15.6 
Union  Electric              360         15.4       15  4 

Enron                           420          14.7  2.6 
Harcourt  Brace             421         14.7  22.0 
Ford  Motor                  422         14.6  26.5 
Yellow  Freight  System    422         14.6  21.8 
Sonat                           424          14.6  def 

Stanadyne                  296         16.5  13.1 
NCNB                        298         16.5  17.4 
Service  Merchandise     299         16.4  def 
Security  Pacific            300         16.4  15.7 
Iowa-Illinois  G&E        301         16.4  13.6 

Univar                         360         15.41  7.4 
American  Family           362         15.4  23.7 
Consol  Natural  Gas       362         15.4  12.3 
Grumman                    362         15.4  11.4 
Long  Island  Lighting      365         15.4  12.4 

Federal  Co                    425          14.6  187 
Illinois  Tool  Works        425         14.6  10.1 
American  General         427         14.6  13.5 
Pacific  G&E                 428         14.5  14.7 
Huntington  Bcshs          429          14.5  15.7 

Commonwealth  Energy  302         16.4  15.7 
Wisconsin  P&L            303         16.4  14.6 
Kansas  Power  &  Light  304         16.4  16.3 
Peoples  Energy            305         16.4  17.4 
Tracor                       306         16.3  2.0 

Laclede  Gas                  366         15.4  18.9 
Sherwin-Williams          366         15.4  17.3 
Campbell  Soup             368         15.3  16.1 
Murphy  Oil                  369         15.3  3.0 
Bay-Banks                       370          15.3  16.8 

Perry  Drug  Stores          430         14.4  10.4 
Stanley  Works              431         14.4  16.1 
Echlin                         432         14.4  16.0 
Mercantile  Bancorp        432         14.4  13.3 
Baltimore  G&E             434         14.4  16.2 

Wyman-Gordon           307         16.3  def 
USAir  Group               308         16.3  8.9 
Southern  Calif  Edison   309         16.3  15.7 
No  States  Power          310         16.3  16.0 

Moore  Corp                  370         15.3  14.7 
Centra!  Hudson  G&E     372         15.3  16.4 
Kraft                            372         15.3  14.8 
Alco  Standard               374         15.3  12.5 

Montana  Power             434          14.4  18.2 
National  Fuel  Gas          436         14.4  13.0 
Ruddick                       436          14.4  12.3 
Delmarva  Power  &  Lt     438         14.3  15.6 

def.  Deficit.    tFour-year  average. 
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Company 


Return  on  equity 

latest 
5-year  12 
rank      average  months 


GAF  503  13.4%  24.0% 

Rykoff-Sexton  504  13.4  7.9 

Manufacturers  Hanover  505  13.4  12.4 

Tektronix  505  13.4  6.0 

Shawmut  507  13.4  14.1 


Public  Service  Colo 
Dennison  Mfg 
Digital  Equipment 
Riggs  National 
Arden  Group 


566 
568 
568 
570 
571 


12.5% 

12.5 

12.5 

12.5 

12.4 


5% 


5.7 
13.5 
13.5 
14.1 


US  Bancorp 
Cummins  Engine 
Allied  Stores 
Central  III  Pub  Svc 
Baker  International 


507 
509 
510 
510 
512 


13.4 
13.4 
13.4 
13.4 
13.4 


13.0 
def 
12.4 
13.1 
def 


First  Wisconsin 
Kentucky  Utilities 
Society 

Colgate-Palmolive 
Cooper  Industries 


571 
571 
574 
575 
575 


12.4 
12.4 
12.4 
12.4 
12.4 


12.9 
12.2 
15.9 
13.7 
11.0 


Sun  Company 
General  Motors 
Wetterau 
Centex 
Nash  Finch 


512 
514 
514 
516 
516 


13.4 

13.3 

13.3 

13.3f 

13.3 


13.8 
12.9 
15.5 
15.2 
12.7 


Detroit  Edison 
Pennsylvania  P&L 
Norfolk  Southern 
George  A  Hormel 
K  mart 


577 
577 
579 
580 
581 


12.4 
12.4 
12.4 
12.3 
12.2 


14.8 
11.2 
10.4 
11.9 
9.0 


Middle  South  Utils 
Southeast  Banking 
McKesson 
Pacific  Lighting 
Chevron 


518 
519 
520 
521 
522 


13.3 
13.3 
13.2 
13.2 
13.1 


9.8 
15.3 
12.5 
6.0 
9.0 


North  Amer  Philips  582  12.2  4.5 

Utah  Power  &  Light  583  12.1  11.7 

DeSoto  584  12.1  5.1 

Halliburton  584  12.1  def 

Texas  Eastern  584  12.1  def 


DWG  522  13.1  def 

Morrison-Knudsen  522  13.1  10.1 

Briggs  &  Stratum  525  13.1  11.1 

Washington  Gas  Light  526  13.1  12.3 

Zurn  Industries  527  13.1  9.0 


DPL 

Household  Intl 
General  Signal 
Armstrong  Rubber 
Atlantic  Richfield 


587 
587 
589 
590 
590 


12.1 
12.1 
12.1 
12.0 
12.0 


9.0 
13.7 
3.8 
def 
12.3 


Harris  Corp 
Boston  Edison 
Phillips  Petroleum 
Purolator  Courier 
Borg-Warner 


528 
529 
530 
530 
532 


13.1 
13.1 
13.1 
13.1 
13.0 


7.1 
14.5 
14.6 

def 
12.9 


FMC 

rWT  Group 
Honeywell 
Sears,  Roebuck 
Kemper 


592 
593 
594 
594 
596 


12.0 
12.0 
12.0 
12.0 
12.0 


16.1 
15.3 
8.7 
11.6 
17.2 


Safeco  532  13.0  20.3 

Texas  American  Bcshs  534  13.0  def 

M/A-Com  535  13.0  2.7 

United  Telecom  536  12.9  0.1 

JC  Penney  537  12.9  11.9 


Paccar  597  12.0  6.8 

Westvaco  598  11.9  10.7 

Harsco  599  11.9  10.3 

Occidental  Petroleum  599  11.9  2.6 

Triangle  Industries  601  11.9  65.6 


United  Banks  of  Colo  537  12.9  9.1 

Public  Svc  Enterprise  539  12.9  14.7 

Raychem  540  12.8  13.2 

Chase  Manhattan  541  12.8  13.4 

Texas  Industries  542  12.8  5.5 


GTE  602  11.9  def 

Public  Service  Ind  603  11.9  65.3 

CNA  Financial  604  11.9  19.1 

Intl  Minerals  &  Chem  604  11.9  def 

American  Electric  606  11.8  12.4 


Finl  Corp  of  America  543  12.7  118.2 

Quaker  State  Oil  543  12.7  15.9 

Burlington  Northern  545  12  7  def 

Economics  Laboratory  546  12.7  18.3 

KN  Energy  546  12.7  1.5 


Becton  Dickinson 
Tribune 

Monarch  Capital 

Insilco 

Kellwood 


606 
608 
609 
610 
611 


11.8 
11.8 
11.8 
11.8 
11.7 


15.6 
34.5 
19.5 
9.0 
17.7 


Jefferson-Pilot  548  12.7  9.9 

Motorola  548  12.7  7.4 

Atlantic  City  Electric  550  12.7  14.2 

Louisville  G&E  551  12.7  12.7 

Mellon  Bank  551  12.7  12.2 


Bell  &  Howell 

Wicor 

Dana 

Hercules 

Greyhound 


612 
613 
614 
615 
616 


11.7 
11.7 
11.6 
11.6 
11.6 


13.8 
11.9 
9.6 
13.8 
10.4 


Puget  Sound  P&L  553  12.7  11.7 

Avon  Products  554  12.7  def 

Duquesne  Light  554  12.7  12.5 

MCA  554  12.7  13.0 

Marsh  Supermarkets  557  12.6  14.4 


Louisiana  Land 
WR  Grace 
NBD  Bancorp 
Guy  F  Atkinson 
Arvin  Industries 


617 
618 
619 
620 
621 


11.6 
11.6 
11.5 
11.5 
11.5 


def 
6.8 

14.2 
5.8 

17.0 


Nortek  557  12.6  14.9 

Federal  Paper  Board  559  12.6  9.1 

Business  Men's  Assur  560  12.6  def 

Kidde  560  12.6  3.5 

TRW  560  12.6  14.3 


LB  Foster  622  11.5  def 

Dominion  Resources  623  11.4  13.0 

Commerce  Bcshs  624  11.4  11.8 

Hanover  Insurance  625  11.4  16.5 

Seagram  626  11.4  11.5 


Union  Camp 
Coastal  Corp 
Archer-Daniels 
Eastman  Kodak 


563 
564 
565 
566 


12.5 
12.5 
12.5 
12.5 


8.2 
2.2 
13.1 
1.7 


Bemis  627  11.4  12.7 

West  Point-Pepperell  628  11.3  9.2 

EI  du  Pont  629  11.3  12.7 

Crown  Cork  &  Seal  630  11.2  14.4 
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Company                 rank      average  months 

Return  on  equity 

latest 
5-year  12 
Company                   rank       average  months 

Return  on  equity 

latest 
5-year  12 
Company                   rank      average  month 

Phillips- Van  Heusen     630         11.2%  12.0% 
Outboard  Marine          632         11.2  2.9 
Computervision           633         11.2  def 
Tenneco                    634         11.2  def 
Transamerica              635         11.1  12.0 

CNW                           695           9.5%  0.1% 
American  Standard        696          9.5  11.3 
Bearings                      697          9.4  1.5 
Staley  Continental         698           9.3  3.8 
USLife                        698          9.3  10.4 

PS  Group                      759           7.1%  0.2°/i 
General  Instrument       760          7.1  def 
Adolph  Coors                761           7.0  6.7 
International  Paper        762          7.0  6.1 
Williams  Cos               763          7.0  def 

CBI  Industries             636         11.1  7.7 
Goodyear                   637         11.1  9.1 
Ohio  Casualty             637         11.1  16.3 
Seaway  Food  Town       639         11.0  5.1 
Mobil                         640         11.0        11  6 

Intel                           700          9.3  def 
Eaton                         701          9.2  10.6 
Centerre  Bancorp          702          9.1  9.3 
Ceco  Industries             703          9.1  7.9 
Earle  M  Jorgensen         704          9.1  2.9 

Trinity  Industries           764           7.0         3  9 
Allied-Signal                765          6.9  def 
United  Financial           766          6.8t  def 
Tele-Communications    767          6.8  21.9 
Champion  Spark  Plug     768          6.7  def 

Getty  Petroleum          641         11.0  36.6 
Carpenter  Technology  642         11.0  4.2 
Travelers                   643         10.9  11.5 
Fischbach                   644         10.9  def 
American  Cyanamid     645         10.9  9.9 

Farm  House  Foods          705           9.1  5.7 
ITT                             706           9.0  5.7 
Coming  Glass  Works     707          9.0  13.6 
Springs  Industries          708          8.8  5.3 
Roper  Corp                  709          8.8  22.8 

Soo  Line                       769           6.7  def 
Natl  Semiconductor       770           6.6  def 
DeKalb                       771           6.6  def 
Bally  Manufacturing       772           6.5  6.7 
Potlatch                        773           6.4  10.5 

Esselte  Business  Sys      646         10.8  13.5 
AMR                          647          10.8  11.6 
Union  Pacific              647         10.8  def 
Comerica                   649         10.8  10.5 
Lincoln  National          650         10.8  12.2 

Willamette  Inds            710          8.8  13.1 
Dorsey                        711          8.7  13.8 
First  Chicago                712          8.7  13.0 
Monsanto                     712           8.7  1.0 
Singer                         714          8.7  17.9 

Eastern  Gas  &  Fuel        774          6.4  11.3 
Skyline                       775          6.2  8.5 
Moore  McCormack        776          6.2  def 
Fieldcrest  Cannon          777          6.2  7.5 
USF&G                       778          6.1  16.0 

Xerox                        650         10.8  10.1 
Celanese                    652         10.8  22.2 
Zapata                       652         10.8  def 
Delta  Air  Lines            654         10.7  5.4 
Textron                      654         10.7  15.7 

Commercial  Metals        715           8.7  10.5 
Walt  Disney                 716          8.7  19.9 
RLC                            716           8.7t  12.1 
Combustion  Eng            718           8.6  7.7 
Manhattan  Industries     719           8.6  1.2 

Fisher  Foods                  779           6.1  def 
Perini                         780          6.1  3.5 
Allen  Group                 781           6.0  7.9 
Weyerhaeuser                782           6.0  7.2 
Fruehauf                     783          6.0  5.8 

Central  Steel  &  Wire     656         10  7  7.5 
AmeriTrust                657         10.7  11.2 
Armstrong  World  Inds  658         10.6  15.8 
First  City  Bancorp        659         10.6  def 
Chubb                       660         10.5  14.1 

Interlake                      720           8.6  8.4 
No  Indiana  Pub  Svc       721          8.5  def 
Columbia  Gas  System    722          8.5  4.8 
Stone  Container            723          8.5  2.3 
Unisys                        723          8.5  10.1 

ADT                            784           5.9  def 
Day  International          785          5.9  9.1 
GenCorp                     786          5.8  10.5 
HFAhmanson              787          5.8  24.0 
Zenith  Electronics         788          5.8  def 

Godfrey                     661         10.5  20.4 
First  Security              662         10.5  5.8 
Hawaiian  Electric         662         10.5  12.4 
Owens-Corning            664         10.5  4.6 
Liquid  Air                   665         10.5  10.6 

InterFirst                      725           8.5  def 
Pueblo  International      726          8.4  11.1 
Continental  Corp          727          8.4  12.6 
Northern  Trust             727          8.4  12.3 
IC  Industries                729          8.4  def 

Burlington  Inds              789           5.8  5.0 
Southern  Union            790          5.7  def 
Rexnord                      791           5.7  6.5 
Tesoro  Petroleum          791           5.7  def 
NL  Industries                793           5.7  def 

Atlanta  Gas  Light         666         10.5  10.5 
Carson  Pirie  Scott        667         10.5  8.0 
Handy  &  Harman         668         10.4  def 
Manufacturers  Natl      669         10.4  14.9 
CBS                           670         10.4  30.7 

HH  Robertson              730          8.3  def 
Trinova                      731          8.3  22.7 
Carter  Hawley  Hale        732           8.2  7.6 
Data  General                733          8.2  0.8 
Owens-Illinois              734          8.2  11.9 

Texas  Instruments         793          5.7  def 
Cyclops                       795          5.6  9.8 
Stewart-Warner             796          5.6  3.9 
Lone  Star  Industries       797          5.4  4.4 
Mohasco                       798           5.4  6.1 

Gt  Northern  Nekoosa    671         10.4  5.8 
Marine  Midland  Banks  671         10.4  11.9 
Life  Investors              673         10.3  10.8 
Scott  Paper                 674         10.3  14.9 
Central  Maine  Power    675         10.2  10.9 

California  First  Bank      735           8.2  10.3 
Ogden                        736          8.2  def 
Ferro                           737           8.2  8.2 
American  Petrofina        738          8.1  def 
Jim  Walter                   739          8.0  14.0 

Georgia-Pacific              799           5.3  10.3 
American  Maize            800          5.3  1.4 
Michigan  National         801           5.2  12.2 
Beneficial  Corp              802           5.2  def 
Resorts  Intl                  802          5.2  def 

Ryan  Homes               676         10.1  15.7 
Enserch                     677         10.1  def 
Arkansas  Best             678         10.0  21.5 
Pacific  Resources         679         10.0  17.6 
Gordon  Jewelry            680         10.0  5.5 

CSX                           740          8.0  def 
Sun  Chemical               740          8.0  12.5 
Penn  Central                742          7.9  5.7 
Gulf  &  Western             743           7.9  11.7 
Longview  Fibre             744          7.8  13.2 

Orion  Capital               804          5.2  def 
Boise  Cascade               805          5.2  5.8 
Brockway  Inc  (NY)         806           5.1  13.1 
Warner-Lambert            807          5.1  def 
Di  Giorgio                   808          5.1  13.0 

Smithfield  Foods          680         10.0  22.1 
Penn  Traffic                682           9.9  12.4 
Gelco                        683          9.9  def 
Santa  Fe  Southern        683          9.9  4.5 
Caesars  World             685          9.8  17.8 

Best  Products                745           7  7  def 
Equitable  of  Iowa           746           7.7  15.6 
National  Distillers         747          7.6  7.6 
Washington  National      748           7.6  9.3 
Morse  Shoe                   749           7.5  6.8 

Cameron  Iron  Works      809           5.1  def 
BankAmerica               810          5.0  def 
Gt  Western  Financial      811           5.0  23.3 
NWA                           812           5.0  6.4 
Firestone                     813          4.9  0.7 

Primark                     686          9.7       12  2 
Kerr-McGee                687          9.6  def 
Joy  Manufacturing        688          9.6  def 

Norwest                     688          9.6  8.9 
Intsrco                      690          9.6  8.6 

Amdahl                      750          7.5  4.6 
Del  E  Webb                 751          7.5  13.7 
Dow  Chemical             752          7.4  5.4 
Aetna  Life  &  Cas           753           7.4  16.6 
McDermott  Intl             754           7.4  18.3 

Foodarama  Supermkts    814          4.9  11.9 
Ingersoll-Rand              815          4.8  8.0 
Pennwalt                      816           4.7  7.9 
Barnes  Group                817           4.7  14.4 
American  Can               818           4.7  15.6 

Ponderosa                  691          9.6  8.1 
Cabot                        692          9.6  13.1 
Varian  Associates         692          9.6  def 
Texaco                       694           9.6  7.2 

Kay                             755           7.4  19.7 
St  Paul  Cos                   756           7.3  15.0 
Mead                           757           7.2  8.6 
Northwestern  Natl  Life  758           7.2  13.3 

Dresser  Industries          819           4.7  def 
General  Public  Utils       820           4.6  9.3 
CertainTeed                  821           4.5  12.4 
Alcoa                           822           4.5  def 

def:  Deficit.    tFour-year  average  1 

Return  on  equity 

Return  on  equity 

Return  on  equity 

latest 

latest 

latest 

rank 

5-year 

12 

5-year 

12 

5-year 

12 

Company 

average 

months 

Company 

rank 

average 

months 

Company 

rank 

average 

months 

Heck's 

823 

4.4% 

def 

Copperweld 

887 

def 

def 

Evans  Products 

951 

def 

def 

Butler  Manufacturing 

824 

4.4 

8.2% 

Manpower 

888 

def 

def 

Savin 

952 

def 

def 

Kaufman  &  Broad 

824 

4.4 

13.9 

Dravo 

889 

def 

3.2% 

Navistar  Intl 

953 

deft 

def 

Consumers  Power 

826 

4.3 

def 

Chicago  Pneumatic 

890 

def 

def 

Allan     /"*!■     ■  1  .  ■  ■ 

Ailis-cnalmers 

954 

def 

def 

nugnes  1 001 

826 

4.3 

def 

Westmoreland  Coal 

890 

def 

11.3 

Texas  Air 

955 

deftt 

8.1% 

Ashland  Oil 

828 

4.3 

18.5 

Becor  Western 

892 

def 

1.5 

Wickes  Cos 

956 

deftt 

6.6 

FW  Woolworth 

828 

4.3 

15.9 

Koppers 

893 

def 

def 

Storage  Technology 

957 

def 

NE 

Thorn  Apple  Valley 

830 

4.3 

def 

Mack  Trucks 

894 

def 

def 

Tiger  International 

958 

def 

def 

Reichhold  Chemicals 

831 

4.1 

def 

Toro 

895 

def 

21.1 

Pullman- Peabody 

959 

NE 

26.0 

Amerada  Hess 

832 

4.1 

def 

Pittston 

896 

def 

1.7 

AM  International 

959 

NE 

def 

Deere 

833 

4.0 

def 

Reynolds  Metals 

897 

def 

5.1 

Chrysler 

959 

NE 

31.1 

Olin 

834 

4.0 

11.1 

Global  Marine 

898 

def 

def 

Revlon  Group 

959 

NE 

def 

Foxboro 

835 

3.9 

def 

People  Express 

899 

deft 

def 

Varity  Corp 

959 

NE 

34.1 

I  TCI 

836 

3.8 

def 

Eagle-Picher  Inds 

900 

def 

def 

American  President 

NA 

0.7 

Norton 

837 

3.6 

def 

1  in.  a  o.  n  '  T  , .  , 

Lireat  Aocr  tea 

901 

def 

8.9 

American  Tel  &  Tel 

NA 

12.0 

Nashua 

838 

3.6 

14.8 

Revere  Copper 

902 

def 

def 

AmeriFirst  Federal 

NA 

NA 

Polaroid 

838 

3.6 

9.8 

Nicor 

903 

def 

def 

Ameritech 

NA 

15.0 

Timken 

840 

3.6 

def 

Gearhart  Industries 

904 

def 

def 

Anchor  Glass 

NA 

201.7 

I  T  A  T 

UAL 

841 

3.5 

2.3 

Fedl  Natl  Mortgage 

905 

def 

11.3 

Bear  Stearns  Cos 

NA 

37.1 

Commercial  Credit 

842 

3.4t 

1.5 

Ramada  Inns 

906 

def 

3.9 

Bell  Atlantic 

NA 

14.7 

Champion  Intl 

843 

3.3 

6.7 

BF  Goodrich 

907 

def 

def 

BellSouth 

NA 

15.1 

Alcan  Aluminium 

844 

3.3 

def 

Kaiser  Alum  &  Chem 

908 

def 

def 

CalFed 

NA 

16.9 

Western  Co  No  Amer 

845 

3.3 

def 

First  Pennsylvania 

909 

def 

def 

Carteret  Savings 

NA 

14.5 

Newmont  Mining 

846 

3.3 

3.6 

Alexander  &  Alexander 

910 

deftt 

1.0 

^astie     v  our 

NA 

13.0 

Gibraltar  Financial 

847 

3.1 

19.2 

Continental  Illinois 

911 

def 

4.1 

CenTrust  Savings 

NA 

def 

Union  Carbide 

848 

3.1 

30.0 

Clark  Equipment 

912 

def 

def 

Child  World 

NA 

5.7 

Louisiana-Pacific 

849 

2.9 

6.9 

Kerr  Glass  Mfg 

913 

def 

def 

Coast  S&L  Assoc 

NA 

12.4 

Research-Cottrell 

850 

2.8 

11.5 

Southwest  Forest  Inds 

914 

def 

def 

Compaq  Computer 

NA 

25.4 

Warner  Comm 

851 

2.6 

47.8 

General  Refractories 

915 

def 

31.3 

Costco  Wholesale 

NA 

10.8 

Alexander's 

852 

2.6 

3.7 

Chromalloy  American 

916 

def 

11.1 

CrossLand  Savings 

NA 

17.4 

Ampco-Pittsburgh 

853 

2.4 

def 

Genesco 

917 

def 

def 

Cyprus  Minerals 

NA 

def 

Zale 

854 

2.4 

def 

Allegheny  Intl 

918 

def 

def 

Dime  Savings  Bank 

NA 

NA 

Cincinnati  Milacron 

855 

2.3 

6.9 

Fairchild  Industries 

919 

def 

5.2 

Fireman's  Fund 

NA 

12.8 

Data  point 

856 

2.0 

def 

Phelps  Dodge 

920 

def 

3.2 

First  Federal  Mich 

NA 

31.8 

VjOUld 

857 

2.0 

def 

Athlone  Industries 

921 

def 

def 

Honda  federal  a&L 

NA 

def 

Cigna 

858 

1.9t 

def 

Inland  Steel  Inds 

922 

def 

def 

General  Mills 

NA 

25.8 

Gates  Learjet 

859 

1.5 

def 

Northwestern  Steel 

923 

def 

2.0 

GlenFed 

NA 

13.3 

Arrow  Electronics 

860 

1.2 

def 

Harnischfeger  Inds 

924 

def 

def 

Gt  Am  First  Savings 

NA 

18.4 

Crown  Central  Pet 

861 

1.2 

def 

Asarco 

925 

def 

def 

Henley  Group 

NA 

NA 

Crane 

862 

1.2 

15.3 

Smith  International 

926 

def 

def 

Home  rederai  aoiL 

NA 

14.8 

Talley  Industries 

862 

1.2 

11.6 

National  Intergroup 

927 

def 

def 

Home  Group 

NA 

3.3 

Anchor  Hocking 

864 

1.1 

def 

American  Hoist 

928 

def 

def 

Kenner  Parker  Toys 

NA 

0.5 

United  Brands 

865 

1.1 

13.7 

Imperial  Corp  of  Am 

929 

deft 

10.8 

Leslie  Fay  Cos 

NA 

NE 

AO  Smith 

866 

1.1 

15.2 

Armco 

930 

def 

def 

Masco  Industries 

NA 

13.5 

|P  Stevens 

867 

0.9 

7.9 

Western  Union 

931 

def 

def 

MeraBank 

NA 

18.3 

First  City  Inds 

868 

0.9 

def 

Inco 

932 

def 

def 

Meritor  Financial 

NA 

def 

USX 

869 

0.6 

def 

Interstate  Bakeries 

933 

def 

19.5 

Morgan  Stanley 

NA 

49.7 

Black  &  Decker 

870 

0.4 

def 

Mattel 

934 

deft 

11.2 

Nynex 

NA 

14.4 

\llied  Supermarkets 

871 

0.4tt 

4.8 

LTV 

935 

def 

def 

Omnicom  Group 

NA 

NA 

\merican  Bakeries 

872 

0.2 

12.4 

A  AA  A  V 

AM  A  A 

936 

def 

def 

Pacific  Telesis 

NA 

14.3 

\mfac 

872 

0.2 

def 

United  Merchants 

937 

def 

def 

Pay'n  Save 

NA 

NA 

Diamond  Shamrock 

874 

0.2 

def 

AH  Robins 

938 

deft 

NE 

Premark  Intl 

NA 

NA 

ontrol  Data 

875 

0.0 

def 

Inspiration  Resources 

939 

def 

def 

Southwestern  Bell 

NA 

13.1 

itewart  &  Stevenson 

876 

def 

def 

Pan  Am 

940 

def 

6.3 

SSMC 

NA 

NA 

ukens 

877 

def 

2.6 

Bethlehem  Steel 

941 

def 

def 

Stater  Bros 

NA 

87.6 

JS  Home 

878 

def 

def 

Wilson  Foods 

942 

def 

def 

TCF  Banking  &  Savings 

NA 

NA 

luor 

879 

def 

def 

Tosco 

943 

deftt 

def 

Temple-Inland 

NA 

8.6 

National-Standard 

880 

def 

2.2 

Eastern  Air  Lines 

944 

def 

def 

Tops  Markets 

NA 

16.7 

iitarge 

881 

def 

6.6 

Ideal  Basic  Inds 

945 

def 

def 

Trans  World  Airlines 

NA 

def 

Zaterpillar 

882 

def 

10.1 

Wheeling-Pittsburgh 

946 

def 

def 

UNUM  Corp 

NA 

NA 

lorman's 

883 

def 

21.1 

Charter 

947 

deft 

def 

US  West 

NA 

13.7 

U  International 

884 

def 

def 

Western  Air  Lines 

948 

def 

def 

York  International 

NA 

NA 

Aanville 

885 

def 

7.6 

American  Motors 

949 

def 

def 

iATX 

886 

def 

8.3 

NVF 

950 

deft 

def 

def:  Deficit    NA:  Not  available    NE:  Negative  equity    tFour-year  average    ttThree-year  average 
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WHO'S  WHERE  IN  THE 
INDUSTRY  GROUPS 

Stock  prices  were  hotter  than  corporate  earnings  in  1986. 
Meanwhile,  profitability  continued  to  slip:  The  average 
company  was  unable  to  match  its  five-year  performance. 


INDUSTRY  IN  THE  U.S.  HUFFED  AND  PUFFED  through 
1986  but  couldn't  quite  make  the  grade.  For  the  12 
months  through  Sept.  30,  the  1,012  companies  in 
our  annual  survey  of  business  averaged  a  return  on 
equity  of  13.0%,  vs.  a  12.6%  five-year  average.  One 
year  ago  five-year  profitability  was  13.7%.  Latest  12- 
month  earnings  are  up  2.8%  for  the  median  firm.  But  real 
earnings  growth  (after  subtracting  a  modest  1.5%  gain  in 
the  Consumer  Price  Index)  is  only  1.3%.  U.S.  business  is 
getting  less  and  less  profitable. 

Wall  Street  apparently  couldn't  have  cared  less.  During 
the  last  two  years,  stock  prices  steadily  climbed  to  new 
highs,  with  the  price/earnings  multiple  on  the  Wilshire 


index  up  from  10.8  at  year-end  1984  to  17.5  at  present. 
True,  profits  are  no  longer  pumped  by  double-digit  infla- 
tion, but  the  expansion  of  the  multiple  may  be  ready  for  a 
major  correction  if  earnings  don't  soon  improve. 

The  top-ranked  groups  in  five-year  average  return  on 
equity  are  beverages  and  tobacco,  health,  communications 
media  and  food  distributors.  At  the  bottom  are  metals, 
heavy  equipment,  air  transport  and  coal.  Coal,  however, 
posted  an  1 1.3%  return  on  equity  in  the  latest  12  months. 

Freight  carriers  in  the  air  transport  industry  posted  the 
largest  12-month  decline — from  a  five-year  average  return 
of  13.1%  to  a  deficit.  Only  a  few  years  ago  these  companies 
were  Wall  Street  favorites.  Times  sure  change.  ■ 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

latest 

debt  as 

net 

latest 

latest 

5-year 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

Industry 

rank  average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

months 

Beverages  and  tobacco 

1  21.9% 

18.2% 

33.8% 

6.5% 

12 

7.6% 

11.0% 

5 

9.2% 

10.4% 

Alcoholic  beverages 

20.3 

15.9 

33.8 

6.5 

11.5 

8.2 

5.0 

12.9 

Soft  drinks 

22.6 

23.6 

68.4 

8.8 

5.3 

12.8 

9.1 

-14.1 

Tobacco 

22.8 

18.2 

26.3 

6.5 

7.6 

19.7 

10.1 

1.9 

Health 

2  19.3 

15.6 

31.3 

8.3 

11 

8.3 

13.6 

3 

10.5 

10.5 

Drugs 

17.9 

17.8 

23.1 

10.9 

4.9 

11.0 

6.6 

10.1 

Medical  supplies 

17.7 

15.7 

24.4 

8.8 

9.8 

14.7 

6.3 

24.5 

Health  care  services 

24.7 

11.4 

157.9 

4.3 

32.5 

19.2 

24.4 

-10.8 

Communications  media 

3  19.1 

20.9 

46.0 

7.3 

4 

11.5 

12.0 

1 

15.6 

9.0 

Publishing 

19.1 

20.9 

50.3 

7.4 

11.1 

11.1 

16.3 

7.8 

Broadcasting 

19.1 

21.9 

85.0 

7.3 

14.3 

12.3 

14.9 

39.3 

Media  services 

19.1 

19.6 

10.0 

5.4 

12.1 

16.3 

16.8 

19.3 

Food  distributors 

4  17.0 

13.0 

62.0 

1.2 

9 

9.5 

8.8 

4 

9.6 

1.2 

Wholesale  and  supply 

16.2 

12.0 

76.5 

1.0 

14.3 

11.5 

7.6 

-3.9 

Major  supermarkets 

18.9 

10.8 

67.0 

1.1 

10.7 

4.7 

14.2 

-14.9 

Regional  supermarkets 

14.4 

14.4 

50.9 

1.1 

7.2 

7.5 

9.6 

7.5 

Convenience  stores 

16.3 

10.8 

125.7 

1.4 

19.3 

-0.7 

11.3 

-18.9 

Restaurant  chains 

18.1 

12.2 

53.8 

3.1 

9.5 

10.1 

7.8 

0.2 
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Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

latest 

debt  as 

net 

latest 

latest 

5-year 

12 

%  of 

profit 

5-year 

12 

5  year 

12 

inn  cf  rv 

rank 

average 

months 

equity 

iiidlClll 

rank 

average 

rank 
r 

average 

1X1UI1 

lectrical  equipment 

5 

16.7% 

16.7% 

13.9% 

6.3% 

21 

5.2% 

7.3% 

8 

7.1% 

9.8% 

nancial  services 

6 

16.5 

13.9 

120.3 

3.9 

1 

15.6 

9.2 

16 

-0.9 

8.9 

:inancial  companies 

13.9 

12.0 

149.1 

4.9 

12.5 

8.2 

5.6 

2.7 

irokerage  houses 

19.4 

18.5 

57.9 

3.8 

23.5 

17.9 

-5.9 

11.3 

Commodity  traders 

8.7 

19.1 

74.0 

1.8 

-2.3 

-5.9 

-0.9 

91.9 

etailing 

6 

16.5 

13.0 

52.4 

2.7 

3 

12.6 

8.8 

2 

11.6 

7.5 

&pparel 

18.3 

13.9 

36.6 

3.2 

15.2 

10.2 

10.8 

19.9 

Catalog  showrooms 

10.0 

def 

99.8 

def 

20.1 

-1.8 

-14.3 

P-D 

")pna rtmpn t  Qtnrp^ 

.'L  [Ml  (.  1  1  1  I.  1  1  I    -M  U  1  L  ^ 

13.2 

11.8 

66.4 

3.2 

10.6 

5.8 

10.3 

5.5 

Discount  and  variety 

1  7  9 

1  3  0 

lo.y 

AO  A 
OZ.4 

1  Q 

1  -O 

1  A  Q 

14.  y 

1  A  A 
14.4 

ZO.  / 

7  3 

—f.o 

Drugs 

1  ft  9 
1  o.Z 

1  4  0 

i4.y 

70  9 

1  O 

i  .y 

lo.o 

0  1 

O.l 

lo.  1 

1  i 
—  1.1 

ewelry 

ft  7 

1  9  A 
1Z.O 

A3  9 
OO.Z 

0  3 
Z.o 

3  Q 
O.O 

Q  A 

y.o 

0  A 
—Z.O 

a  n  a 
4U.0 

shoes 

1  1  A 

I  I  .O 

1Z.4 

34  7 
o4.  / 

3  0 
O.Z 

3  7 

O.f 

A  O 

o.y 

A  Q 
—O.O 

Zl  -o 

Miscellaneous 

1  ft  ft 
lo.o 

\A  7 
14.  / 

34  3 
04.0 

0  Q 
Z.o 

o  o  n 
zz.u 

1  0  Q 

iz.y 

17  o 

1  I -O 

O  1 

Z.o 

idustrial,  office  services 

8 

15.3 

14.5 

24.5 

4.0 

12 

7.6 

14.2 

6 

8.8 

5.2 

ndustrial  services 

18.7 

17.6 

14.1 

4.6 

9.9 

12.0 

11.5 

6.1 

Dffice  products  &  services 

14.9 

13.8 

38.0 

4.0 

6.7 

14.2 

2.7 

4.8 

>od  processors 

9 

15.1 

14.6 

51.3 

3.1 

20 

5.3 

6.0 

8 

7.1 

12.9 

-ood  commodities 

13.1 

11.6 

41.4 

1.9 

4.8 

4.7 

-6.5 

-15.3 

vleatpacking 

I  1  o 

I I  .y 

LO.  1 

fin  l 

5U.  1 

1 .0 

c  i 

J.O 

o  n 

z.u 

3  n 
o.U 

3fl  0 

OU.Z 

Jranded  foods 

1  A  7 

lo.  / 

i  7  n 
1  /  .u 

Jl.O 

D.D 

ft  n 

o.U 

ft  £ 
o.o 

1  0  ft 
1  Z.o 

anks  and  thrifts 

10 

15.0 

15.5 

41.9 

7.8 

2 

13.7 

5.4 

7 

7.6 

12.0 

1  t-i  n  a  fi  nn  a  1 
VI  Ul  Lllld  LiUlldX 

13.6 

13.4 

60.4 

6.1 

3.3 

-4.9 

2.9 

6.1 

Vortheast 

16.1 

17.0 

35.0 

9.8 

14.6 

13.8 

9.8 

15.4 

Mid-Atlantic 

15.2 

17.0 

35.4 

9.1 

13.8 

8.1 

11.4 

10.9 

North  central 

1Z.4 

14  9 
14. Z 

04  7 
Z4.  / 

ft  ^ 

o.O 

i  i  ^ 

3.1 

o  n 

y.u 

i  a  n 

14. U 

southeast 

1  A  A 

lo.o 

1  7  £ 

1  /  .O 

07  A 

Z/  .O 

O  1 

y.  i 

14  7 
14.  / 

A  O 

o.y 

1  ^  o 
lo.y 

117 
11./ 

South  central 

15.6 

def 

40.3 

def 

11.8 

-14.4 

-7.4 

P-D 

Western 

13.7 

12.6 

54.3 

6.3 

7.6 

2.5 

4.6 

9.0 

rhrift  institutions 

15.8 

17.9 

106.1 

5.4 

23.8 

9.5 

NM 

27.4 

erospace  and  defense 

1  t 
1  1 

1  A  O 
14. V 

1  Z-  > 

Oft  1 

Zo.  1 

3  O 

03 
ZO 

A  7 
4./ 

s  A 
j  .4 

1  4 
14 

O  A 
U.O 

7  O 

prtrw  1 1 1 1 1 1 1 1  c 
cllIU  UllllllCa 

12 

14.3 

14.5 

93.5 

13.1 

10 

8.4 

-0.6 

10 

6.8 

2.8 

Northeast 

1  4  A 
14.0 

1  4  A 
14. 0 

Qfl  ^ 

yu.j 

1  3  4 
10.4 

7  ft 

i  n 

—  1  .u 

ft  4 

±  3 

4,0 

North  central 

14  9 
14. Z 

1  4  C. 
14. D 

1  f13  ^ 
1UO.O 

1 9  1 

1 Z.  1 

ft  9 

O.J. 

_ n  3 

— u.o 

A 

o.o 

9  1 

Z.  1 

Southeast 

1  A  o 
14. U 

1  3  ft 

lo.o 

01  7 

7  1 .  / 

1 9  n 

1  z.u 

1  l.O 

4  7 

7  l 

/ .  i 

n  n 

u.u 

South  central 

1/11 
14.  1 

14  7 
14.  / 

00  7 

77./ 

1  3  ^ 

i  n  o 

3  7 

— o.  / 

A  1 

0. 1 

n  o 

u.z 

Western 

14.5 

13.5 

85.9 

14.6 

9.4 

0.8 

5.8 

5.6 

elecommunications 

IZ 

14. 6 

I  j.  5 

Oo.U 

ft  ft 

o.o 

c 

114 
1 1.4 

3  A 

on 
zu 

3  n 

—O.U 

3  n 

O.U 

Carriers 

1  A  O 

14. y 

l  3  7 
lo.  f 

7H  7 

i  n  o 
iu.y 

i  n  n 

3  7 

O.  / 

^  7 

o.  / 

A  A 
4.4 

Manufacturing 

lo.U 

Q  7 

O.  / 

9£  1 
ZD.  1 

0  ft 
Z.o 

1  3  A 

lo.o 

n  ft 

U.o 

i  n  a 

—  1  u.o 

on  l 

— ZU.  1 

atural  gas 

14 

14.0 

ll.3 

81.9 

4.8 

14 

7.5 

-6.5 

ii 

5.2 

-8.5 

Producers  &  pipeliners 

12.7 

def 

1 15.8 

def 

5.7 

—15.6 

-19.5 

P— D 

Distributors 

14.2 

13.6 

79.4 

8.1 

8.3 

-3.0 

7.1 

1.2 

ntegrated 

14.2 

7.2 

76.6 

3.5 

5.0 

-14.1 

-4.8 

-11.4 

onsumer  products 

15 

12.7 

13.6 

41.7 

4.4 

26 

3.9 

7.4 

17 

-1.7 

9.3 

Appliances 

12.7 

16.6 

43.6 

3.5 

7.5 

6.7 

2.9 

3.6 

-lome  furnishings 

8.9 

8.3 

44.5 

2.3 

1.3 

6.0 

-6.6 

20.8 

-fousehold  products 

18.2 

18.3 

20.1 

6.3 

4.6 

6.7 

2.4 

9.1 

Personal  products 

16.4 

14.7 

43.9 

5.4 

4.6 

9.9 

0.4 

9.6 

isurance 

16 

12.6 

14.6 

17.2 

5.8 

6 

11.1 

16.3 

12 

3.4 

48.2 

Brokers 

9.9 

22.8 

22.2 

7.0 

10.8 

25.3 

-0.8 

49.1 

Diversified 

12.5 

15.5 

16.4 

6.3 

10.9 

15.6 

4.0 

43.5 

-ife  and  health 

13.1 

14.3 

15.2 

5.8 

17.3 

12.9 

10.1 

54.2 

Property  and  casualty 

11.1 

15.0 

20.6 

5.4 

8.7 

20.4 

-15.1 

59.1 

'-D:  Profit  to  deficit    def:  Deficit    NM:  Not  meaningful 
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Industry  medians 


Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Sales 

Earnings  per  share 

latest 

debt  as 

net 

latest 

latest 

5 

12 

%  of 

profit 

5-year 

12 

5-year 

12 

rank 

average 

months 

equity 

margin 

rank 

average 

months 

rank 

average 

month' 

Leisure  and  recreation 

17 

12.5% 

13.4% 

82.2% 

5.2% 

21 

5.2% 

21.6% 

26 

-10.9% 

7.7% 

Entertainment 

10.4 

13.0 

74.6 

6.4 

9.1 

14.0 

-24.7 

2.7 

Hotels  and  gaming 

y.o 

l  z  i 

i  j.j 

5.9 

5.4 

5.1 

1.2 

12.4 

Recreation 

27.7 

16.5 

22.6 

3.7 

6.7 

10.4 

51.8 

14.2 

Photography 

12.5 

9.8 

15.6 

5.8 

-2.6 

7.3 

-9.6 

41.9 

Toys  and  electronics 

33.4 

7.2 

112.9 

1.4 

24.2 

-^.1 

NM 

-33.9 

Computers  &  electronics 

18 

12.2 

6.3 

20.5 

3.0 

7 

10.9 

1.8 

22 

-4.2 

-35.3 

Computers 

13.1 

9.5 

24.2 

3.5 

14.6 

7.6 

1.9 

-1.0 

Electronic  equipment 

12.1 

6.3 

20.5 

3.2 

7.8 

-0.4 

-1.7 

-38.9 

Semiconductors 

8.2 

def 

21.1 

def 

13.4 

-9.0 

NM 

P-D 

Packaging 

19 

11.9 

13.1 

44.5 

3.8 

18 

6.2 

6.0 

13 

1.3 

9.6 

Surface  transportation 

1  o 

11  Q 
I  1.7 

1  ft  A 

81  9 

1  c 

7.2 

2.9 

14 

ft  f, 

—10.4 

Railroads 

9.5 

0.1 

79.3 

0.3 

3.6 

-7.3 

-2.7 

P-D 

Trucking  and  leasing 

14.7 

14.3 

98.4 

3.5 

8.4 

10.9 

5.0 

18.1 

Other  surface 

13.9 

5.6 

60.6 

2.5 

9.4 

7.8 

0.1 

-AA.7 

Chemicals 

lift 

1  l.o 

1  ft  0 
1U." 

a*>  7 

A  1 
*f.  O 

?R 
£0 

1  c 
1 .  J 

1.1 

25 

—10.2 

1.1 

Diversified 

10.9 

12.7 

40.6 

4.4 

0.9 

1.2 

-4.1 

12.3 

Specialized 

13.4 

9.7 

45.7 

2.9 

2.2 

0.9 

-10.5 

-7.6 

Conglomerates 

21 

11.8 

9.0 

60.1 

2.9 

27 

2.3 

-2.3 

19 

-2.3 

-20.1 

Automotive 

23 

11.5 

10.1 

36.7 

2.9 

17 

6.5 

3.0 

21 

-3.6 

-29.9 

Automobiles  and  trucks 

6.0 

6.8 

32.8 

2.7 

8.6 

1.4 

NM 

^14.7 

Automotive  parts 

11.6 

11.6 

40.0 

2.9 

5.5 

3.4 

-12.6 

-26.7 

Recreational  vehicles 

18.5 

8.5 

8.9 

3.1 

28.0 

-2.8 

20.5 

-24.8 

Tire  and  rubber 

8.5 

4.9 

38.7 

1.7 

4.9 

4.1 

-5.2 

-56.1 

Apparel,  shoes  &  textiles 

24 

11.3 

8.7 

35.5 

2.8 

19 

5.5 

-2.1 

18 

-2.0 

39.6 

Apparel 

11.7 

8.7 

20.9 

3.3 

9.8 

-3.3 

14.9 

25.9 

Shoes 

1  7  1 

1A  O 

1  7 

O  A 

—  1.0 

1  1 
— 1.1 

O  7 

y.  / 

Textiles 

9.8 

6.6 

44.5 

2.2 

1.0 

1.3 

-20.0 

43.4 

Oil 

25 

10.9 

def 

63.1 

def 

29 

0.5 

-15.4 

28 

-34.0 

P-D 

International  oils 

12.5 

10.3 

49.8 

4.0 

-0.4 

-20.0 

-8.2 

19.8 

Other  oil  and  gas 

11.0 

2.0 

70.0 

0.3 

0.8 

-14.8 

-28.5 

P-D 

Oilfield  services 

5.1 

def 

69.3 

def 

-2.7 

-19.7 

NM 

P-D 

Construction 

26 

10.5 

8.6 

40.2 

3.1 

24 

4.6 

2.6 

24 

-5.1 

-8.3 

Residential  builders 

10.1 

13.7 

11.5 

3.5 

9.5 

4.1 

17.2 

13.6 

Commercial  builders 

11.5 

5.8 

29.0 

1.0 

2.6 

4.1 

-29.8 

-23.5 

Cement  and  gypsum 

5.8 

5.0 

63.7 

2.4 

2.7 

-1.5 

-21.7 

-60.1 

Lumber 

5.3 

7.1 

58.0 

3.8 

4.7 

-0.4 

-7.9 

56.2 

Other  materials 

12.1 

11.7 

41.0 

3.8 

5.0 

4.3 

0.2 

-10.4 

Paper 

27 

10.4 

10.4 

63.5 

4.6 

16 

7.1 

3.9 

22 

-4.2 

-0.7 

Coal 

28 

6.4 

11.3 

75.5 

3.8 

25 

4.5 

2.4 

29 

NM 

-13.5 

Air  transport 

29 

6.1 

2.3 

83.6 

0.7 

8 

9.8 

2.7 

29 

NM 

-93.2 

Freight 

13.1 

def 

48.9 

def 

6.2 

1.1 

NM 

P-D 

Airlines 

5.0 

5.9 

148.8 

1.2 

10.1 

9.8 

NM 

-79.3 

Heavy  equipment 

30 

5.7 

6.7 

42.8 

2.2 

30 

-2.9 

1.0 

27 

-33.1 

-37.6 

Agricultural 

4.0 

15.1 

107.1 

0.2 

-11.6 

-3.0 

-33.1 

P-D 

Building  and  mining 

def 

def 

43.5 

def 

-8.0 

-2.1 

NM 

P-D 

Industrial 

8.3 

7.9 

38.8 

2.3 

-0.7 

1.6 

-16.2 

-27.9 

Metals 

31 

def 

def 

50.7 

def 

31 

-3.7 

-3.0 

29 

NM 

P-D 

Nonferrous  metals 

def 

def 

62.3 

def 

-4.4 

-2.7 

NM 

P-D 

Steel 

0.2 

0.2 

44.6 

def 

-1.7 

-3.8 

NM 

P-D 

All-industry  medians 

12.6 

13.0 

46.0 

3.9 

7.1 

3.9 

-0.9 

2.8 

P-D:  Profit  to  deficit,    def:  Deficit.    NM:  Not  meaningful 


POD  RP  Q   IAMTTAPV  10  108 


Who  can  help  an  airline's  expansion  idea 
become  a  new  route  to  success? 


+ 


naa 

0  H  O 

Q0O 

SI  9  S3 
QBE 


Whose  cellular  technology  can  connect 
the  airline's  financial  officers  with  their 
investment  banker? 


REVENUE  PASSENGER  MILES 


AVAILABLE  SEAT  MILES 


Who  can  custom  design  an  office 
automation  system  to  generate  the 
feasibility  study? 


Whose  telecommunications  software  can 
facilitate  an  expanded  ticketing  system? 


Whose  custom  network  can  be  used 
to  announce  the  new  routes  to  hotels  and 
golf  resorts? 


Who  makes  it  easier  for  new  business  ideas  to 
get  off  the  ground? 


THE  ANSWER  IS  NYNEX 

aiecommunications  •  Information  Systems  •  Software  •  Publishing  •  Business  Services 

NYNEX  Corporation  1986  For  information,  1-800-535-1535 


WHO'S  WHERE 
IN  THIS  ISSUE 


On  pages  64  to  213,  companies  were  ranked 
against  their  peers  in  the  same  industry.  On  the 
following  pages,  organized  alphabetically,  we 
show  how  each  of  1,012  companies  stacks  up 
against  every  other  company  in  the  survey, 
regardless  of  industry.  There  are  three  rankings 
for  every  corporation:  five-year  average  return 

on  equity,  five-year  earnings  growth  and 
five-year  stock  market  performance.  In  addition, 
the  last  column  lists  each  company's  industry 
survey  page.  Those  companies  with  more  than 
one  page  number  are  in  multiple  lines  of 
business.  In  this  survey  a  company  can  appear  in 
as  many  as  three  different  industries  or 
subindustries. 
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Where  to  find  the  company 

Rank 

Rank 

Industry 
Stock  survey 
ompany                     Profitability     Growth         market  page 

Industry 
Stock  survey 
Company                      Profitability     Growth         market  page 

Abbott  Laboratories              52             159             203      140,  140 
ADT                                 784                               734  101 
Advanced  Micro                 227               **             375  101 
Aetna  Life  &  Cas               753             712             765  154 
IFAhmanson                   787               *"             138  74 

AnixterBros                       392             618              722  212 
Apple  Computer                   10              86             662  101 
Archer-Daniels                    565              605              538  134 
Arden  Group                      571             139              26  130 
Arkansas  Best                    678               "              59  210 

Air  Prods  &  Chems            453             501             581  93 
Albertson's                       122             215             190  130 
Alcan  Aluminium              844                             733  162 
Alco  Standard                    374             569             505      106,  148 
Alexander  &  Alexander       910               **             806  154 

Arkla                                 294             619              794  164 
Armco                              930               "             950  162 
Armstrong  Rubber               590             589             583  71 
Armstrong  World  Inds          658             112             173  108 
Arrow  Electronics               860               "             927  101 

Alexander  &  Baldwin          467             269              48  210 
Alexander's                       852             252             124  206 
Allegheny  Beverage              12               **             509  130 
Allegheny  International       918               **             923  106,114 
Allegheny  Power                396             414             261  120 

Arvin  Industries                  621               47              148  71,114 
Asarco                              925               **             903  162 
Ashland  Oil                       828               **             603  198 
-  Athlone  Industries              921               **             904  162 
Guy  F  Atkinson                  620             511               "  108 

Allen  Group                      781               "             675  71 
Allied  Bancshares                56             192             892  74 
Allied-Signal                     765               **             719        64,  71 
Allied  Stores                     510             219              75  206 
Allied  Supermarkets           871               **              58      130,  130 

Atlanta  Gas  Light                666             351             250  164 
Atlantic  City  Electric           550             466             446  120 
Atlantic  Richfield                590               "             747  198 
Automatic  Data                  202             217             324  148 
Avery  International             275             216             298  202 

Allis-Chalmers                  954               "             949  146 
Alltel                              407             374             397  212 
Alcoa                              822               **             730  162 
AM  International               959               "             704  148 
AMAX                              936                "             944       97,  162 

Avnet                               476             598             769  101 
Avon  Products                     554                "             827  114 
AZP  Group                         403              444              688  120 
Bairnco                              397               94              367      101,  108 
Baker  International              512                **             941  198 

Amdahl                           750             289             702  101 
Amerada  Hess                   832               "             819  198 
American  Bakeries             872               **             214  134 
American  Bankers              239             221             518  154 
American  Brands                156             525             453       78,  106 

Ball  Corp                            278              228              110  202 
Bally  Manufacturing            772               **             882  158,158 
Baltimore  G&E                   434             295             257      120,  164 
Banc  One                            199              226              301  74 
Bank  of  Boston                   359             335             344  74 

American  Can                   818               "*             410      154,  206 
American  Continental          28               12              13  74 
American  Cyanamid           645             565             328       93,  140 
American  Electric              606             503             632  120 
American  Express               255             472             365  126 

Bank  of  New  England            314             318              245  74 
Bank  of  New  York                333              265              343  74 
BankAmerica                      810                "*             880  74 
Bankers  Trust  NY                273             419              402  74 
Barnes  Group                     817               "             617  71 

American  Family               362              98              20  154 
American  General              427             480             348  154 
American  Greetings            226             129             224  99 
American  Hoist                 928               **             914  114,146 
American  Home  Prods          24             290             520  114,140 

Barnett  Banks  Fla                228             167             191  74 
Bausch  &  Lomb                  478             214             714  140 
Baxter  Travenol  Labs           451             672             800  140 
BayBanks                           370             331              264  74 
Bear  Stearns  Cos                   "               **               **  126 

American  Intl  Group           281              511              494  154 
American  Maize                800               **             484  134 
American  Medical              135             254             862  140 
American  Motors               949               **             735  71 
American  Natl  Ins              499             160             247  154 

Bearings                           697             616             828  146 
Becor  Western                     892                **             872       64,  146 
Becton  Dickinson                606             541             540  140 
Bell  &  Howell                    612               "             137  148 
Bell  Atlantic                        "*               "             537  212 

American  Petrofina             738                **             858  198 
American  President                             482             731  210 
American  Standard             696             714             712  108,108,210 
American  Stores                  50              68              60      130,  206 
American  Tel  &  Tel              **               **             713  212 

BellSouth                              "                "*             553  212 
Bemis                              627             338              99  202 
Beneficial  Corp                   802               **             172      126,  154 
Bergen  Brunswig                 196             202             738  140 
Berkshire  Hathaway             259              30              76  106,154 

AmeriFirst  Federal                **  74 
Ameritech                          **               **             562  212 
AmeriTrust                      657             395             327  74 
Ames  Dept  Stores                85              90              33  206 
Ametek                           140             274             672  146 

Best  Products                      745              724              836  206 
Bethlehem  Steel                  941               "             945  162 
Beverly  Enterprises              382             122             427  140 
Big  Bear                               17               88              576  130 
Big  V  Supermarkets              296             637              659  130 

Amfac                             872               **             838      106,  134 
Amoco                            251             483             740  198 
AMP                                 146              519             488  101 
Ampco-Pittsburgh              853               *"             819      146,  162 
AMR                               647               *"              80  66 

Bindley  Western  Inds             65              110              764  140 
Black  &  Decker                  870               **             792  114 
H&R  Block                         81             360             438      126,  148 
Blount                                220             597              633  108 
Boatmen's  Bancshares          286             319             353  74 

Anchor  Glass                        *"                "                "  202 
inchor  Hocking                864               "             615  114,202 
Anheuser-Busch  Cos           144             172             163  78 

Boeing                               280             479              202  64 
Boise  Cascade                    805             607             635     108,  202,  204 
Borden                             480             332              81       93,  134 

Profitability:  5-year  return  on  equity.    Growth:  5-year  annual  earnings-per-share  growth    Stock  Market:  5-year  price  change.    "Not  ranked. 
Note;  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry 
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Where  to  find  the  company 


Rank 


Industry 


Rank 


Industry 


Stock 

survey 

Stock 

survey 

Company 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

Borg-Warner 

532 

428 

268 

71,  93,  148 

Cigna 

858 

776 

126,  154 

Borman's 

883 

14 

13U 

CILCorp 

501 

415 

286 

120,  164 

Boston  Edison 

52° 

427 

437 

i  in 
1ZU 

Cincinnati  Financial 

230 

361 

146 

154 

Bowater 

217 

590 

»« 

204 

Cincinnati  G&E 

483 

415 

637 

120,  164 

Briggs  &  Stratton 

525 

586 



700 

1 14 

Cincinnati  Milacron 

855 

845 

'  146 

Bristol-Myers 

82 

218 

11/1     1  A  f\ 
114,  14U 

Circle  K 

329 

120 

130 

Brockway  Inc  (NY) 

806 

699 

325 

luZ 

Circuit  City  Stores 

48 

23 

2 

206 

Brooklyn  Union  Gas 

334 

428 

C  1  1 

S  1 1 

1  A.A 
lt>4 

Citicorp 

353 

237 

560 

74 

Brovvn-Fonnan 

107 

345 

684 

78 

Citizens  &  Southern 

288 

261 

320 

74 

Brown  Group 

339 

550 

423 

68,  206 

CityFed  Financial 

204 

24 

54 

74 



Browning-Ferris  Inds 

102 

144 

142 

1  A  Q 

14o 

Clark  Equipment 

912 

873 

71,  146 

Bruno's 

27 

yl 

5/ 

Clorox 

151 

137 

116 

114 

Brunswick 

45 

28 

5b 

1  CO 

1  JO 

CNA  Financial 

604 

124 

208 

154 

Burlington  Inds 

789 

711 

666 

68,  114 

CNW 

695 

818 

210 

Burlington  Northern 

545 

342 

435 

164,  210 

Coachmen  Industries 

217 

131 

354 

71 

Business  Men's  Assur 

560 

422 

E  A  7 
34/ 

lo4 

Coast  S&L  Assoc 

74 

Butler  Manufacturing 

824 

." 

773 

108 

Coastal  Corp 

564 

72 

691 

164,  198 

Cabot 

oVZ 

77n 

//U 

70,  iyo 

Coca-Cola 

94 

348 

243 

78 

Caesars  World 

685 

•  * 

519 

158 

Coleco  Industries 

1 

346 

158 

CalFed 

»« 

4 

711 

74 

Colgate-Palmolive 

575 

674 

424 

114 

California  First  Bank 

735 

601 

- 

434 

(  4 

Collins  &  Aikman 

178 

32 

19 

68 

Cameron  Iron  Works 

809 

a  a  7 
V4/ 

1  Oil 

iy<5 

Collins  Foods  Intl 

184 

102 

67 

130,  130 

Campbell  Soup 

368 

313 

132 

1  1A 
1 J4 

Colt  Industries 

285 

265 

64,  71,  14< 

Capital  Cities/ABC 

128 

181 

160 

99,  99 

Columbia  Gas  System 

722 

737 

164 

Capital  Holding 

491 

330 

284 

154 

Columbia  S&L 

5 

133 

35 

74 

Carlisle  Cos 

142 

567 

812 

101,  108 

Combined  Intl 

237 

383 

456 

154 

Carolina  Freight 

142 

1  77 

1// 

OD 

Combustion  Eng 

718 

843 

146 

Carolina  Power  &  Lt 

486 

401 

557 

120 

Comdisco 

25 

45 

251 

148 

Carpenter  Technology 

642 

658 

884 

162 

f^nftiprira 

649 

430 

408 

74 

Carson  Pirie  Scott 

667 

423 

111 

130,  206 

Commerce  Bcshs 

624 

239 

359 

74 

Carter  Hawley  Hale 

732 

611 

316 

ir**c  in/ 
zUo,  ZUo 

Commercial  Credit 

842 

126 

Carteret  Savings 

601 

74 

Commercial  Metals 

715 

650 

514 

126 

Castle  &  Cook 

554 

134 

Commonwealth  Ed 

414 

316 

650 

120 

Caterpillar 

882 

»* 

889 

146 

Pnm monwpsttn  Fn prt»v 
v  w 1 1 1 1 1 1 n 1 1  rrcaiiu  lik  1 1,  v 

302 

196 

319 

1 20  1 64 

CBI  Industries 

636 

907 

93,  108 

Compaq  Computer 

744 

'  101 

670 

- 

709 

300 

— —  

99,  158 

Computer  Sciences 

405 

495 

278 

64,  148 

Ceco  Industries 

703 

593 

223 

108 

Computervision 

633 

925 

101 

Celanese 

032 

1 14 

68,  93 

ConAgra 

103 

186 

79 

134 

Centel 

264 

441 

628 

212 

V_(MIMMIUtl  ICU  LUIMM1 

404 

256 

267 

120 

Centerior  Energy 

387 

328 

mm 

120 

Consol  Freightways 

229 

437 

430 

210 

_ 

Centerre  Bancorp 

/l)Z 

614 

679 

74 

Consol  Natural  Gas 

362 

257 

369 

164 

Centex 

516 

168 

108,  108 

Consolidated  Papers 

206 

209 

131 

204 

central  &  south  West 

321 

362 

420 

120 

Consumers  Power 

826 

830 

120,  164 

Central  Hudson  G&E 

372 

418 

645 

120 

212 

Central  111  Pub  Svc 

510 

443 

366 

120,  164 

Continental  Bancorp 

252 

403 

347 

74 

Central  Maine  Power 

675 

721 

699 

120 

Continental  Corp 

727 

693 

651 

154 

central  steel  &  wire 

656 

498 

639 

162 

Continental  Illinois 

911 

74 

CenTrust  Savings 

74 

Control  Data 

875 

883 

101 

CertainTeed 

821 

381 

108 

Cooper  Industries 

081 

o/ 0 

1 1 0,  1 4o 

Champion  Intl 

843 

»« 

669 

108,  204 

Cooper  Tire  &  Rubber 

176 

493 

143 

71 

Champion  Spark  Plug 

768 

663 

720 

71 

Adolph  Coors 

761 

566 

447 

78 

Charter 

947 

926 

198 

Copperweld 

887 

942 

162 

Charter  Medical 

19 

42 

232 

140 

CoreStates  Financial 

186 

83 

105 

74 

Chase  Manhattan 

541 

504 

742 

74 

Corning  Glass  Works 

707 

595 

527 

101,  114,  14! 

Chemical  New  York 

357 

382 

616 

74 

Costco  Wholesale 

206 

Chesebrough-Pond's 

188 

594 

728 

93,  114,  134 

CPC  International 

410 

625 

536 

134,  134 

Chevron 

522 

639 

804 

198 

Crane 

862 

670 

108 

Chicago  Pneumatic 

890 

«* 

550 

71,  146 

CrossLand  Savings 

•  * 

74 

Child  World 

*« 

206 

Crown  Central  Pet 

861 

837 

198 

Chromalloy  American 

916 

750 

106,  146 

Crown  Cork  &  Seal 

630 

445 

189 

202 

Cunc 
Cfdo 
Cijn 
Da* 

k 

a: 
U 
3i» 
D« 

in 
* 

Dili 

Mil 
tan 

DrVu: 

km 
Ian 

K 
Jim 
Dibit 
Dijii 
Dili,: 


Mil 
j  111 

u 

j  ni 
SD 

ha 


ta 

k 

hi 

DTI 
ijul 

■m 

-i-icr 

Eutn 

'm 
ah 
boi 
■on 
I'AC 


Chrysler 
Chubb 

Church's  Fried 


959 
660 
232 


2 

648 
627 


8 

294 
741 


71 
154 
130 


CSX 
Culbro 
Cullum  Cos 


740 
76 
192 


398 
438 


701 
77 
417 


Profitability:  5-year  return  on  equity'.    Growth:  5  year  annual  earnings-per-share  growth.    Stock  Market:  S-year  price  change 

Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry. 
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Rank 

Rank 

Industry 
Stock  survey 
Company                    Profitability     Growth         market  page 

Industry 
Stock  survey 
Company                     Profitability     Growth        market  page 

ummins  Engine                509               52             627  71 
:urtice-Burns  Foods           189             179             388  134 
:yclops                           795                             282  162 
Cyprus  Minerals                   *"               **               **             97,  162 
)ana                               614             230             625  71 

Equifax                             106             343              61  126 
Equitable  of  Iowa                 746             577              530  154,206 
Equitable  Resources             115             248             497  164 

Ethyl                                 439              286               43       93,  154 

)ata  General                     733             647             778  101 
>atapoint                         856               *"               **  101 
>ay  International               785             283             399  71,146 
)ay  ton- Hudson                  279              219             296  206 
)ean  Foods                        70             140              55  134 

Evans  Products                   951               "             965  206 
Exxon                              223             536             495  198 
Fairchild  Industries              919                "             834  64 

Familv  1  lull  ir  Vitnrps                   &ti                    7£  OfWs 

Farm  House  Foods               705             667             842  130 

Jeere                              833             720             898  146 
)eKalb                            771             662             901            134,  198 
>elchamps                       134             321             577  130 
>elmarva  Power  &  Lt         438             263             339  120 
)elta  Air  Lines                  654               **             565  66 

Farmers  Group                    246             285              429  154 
Federal  Co                         425              76             158      134,  134 
Federal  Express                    89             266             523  66 

Federal-Moeiil                          184                 187                A21  71 

Fedl  Natl  Mortgage              905               **             136  126 

)eluxe  Check                     38             134             126  99 
>ennison  Mfg                   568             680             549            148, 202 
)eSoto                            584             251             213  108 
>etroit  Edison                   577             435             680  120 
lexter                             347             516             535  93 

Federal  Paper  Board             559             682             460     202,  204 
Federated  Dept  Stores           502             477             370  206 
Ferro                                737             673             724  93 

FiHplrnr                                          0ftf%                     QA                   OAA                    7  A 

Fieldcrest  Cannon               777             651             291  114 

)i  Giorgio                        808               •*             304  130 
•iamond  Shamrock            874               "             915  198 
tibrell  Brothers                 116              44             122  78 
•igital  Equipment              568             509             458  101 
•illard  Dept  Stores             118              35                9  206 

Figgie  International             412             476             249  106 
Finl  Corp  of  America            543               **             814  74 
Fireman's  Fund                      **                **                **  154 

Firestone                                     81 1                     **                 dQft  71 

First  Bank  System               497             353             277  74 

•ime  Savings  Bank               "               **               **  74 
k'alt  Disney                      716             657             235  158 
>i  versified  Energies            311             599             364  164 
•ollar  General                   127              74              89  206 
lominion  Bankshares         475              309              416  74 

First  Boston                        51             148              68  126 
First  Chicago                     712             535             665  74 
First  City  Bancorp               659             710             952  74 

First  Citv  Inds                          868                   **                78Q       IDS  114. 
i  iisi  \^ny  urns                           ouo                                         /  oy        iuo,  l  1*+ 

First  Executive                      7             105             147  154 

lominion  Resources           623             432             332  120 
R  Donnelley                   252             170             192  99 
•orsey                            711               "             418           202,  210 
•over                              109             456             763            106,  108 
•ow  Chemical                  752             718             503  93 

First  Federal  Mich                  "               **             281  74 
First  Fidelity  Bncp               316             386             178  74 
First  Interstate  Bncp            488             481             696  74 
First  of  America  Rank             348               143                1H  74 
First  Pennsylvania               909               "             266  74 

•ow  Jones                         37             149             489  99 
•PL                                  587             642             587            120,  164 
•ravo                              889               "             809            108,  146 
•resser  Industries              819               **             909            146,  198 
I  du  Pont                        629             545             463             93,  198 

First  Security                     662             684             793  74 
First  Tennessee  Natl             413              286              187  74 
First  Union                        293             127             263  74 
First  Wachovia                       214               128                  •*  74 

1  1131     IT  tltllt' V  III                                                  _.  1  *-r                                 1  j_0                                                                             /  t 

First  Wisconsin                   571             488             197  74 

luke  Power                      453             439             451  120 
iun  &  Bradstreet                 16             106             204              99,  99 
luquesne  Light                 554             463             824  120 
»WG                              522             671             705             68,  106 
lynalectron                      461             656             604             64,  108 

Fischbach                          644               "             877  108 
Fisher  Foods                      779               **             856  130 
Fleet  Financial                     207             206              171  74 
FlpptwnnH  Fntpmrisps             W(\                    (*                182         71  108 

IKClnUUU  XJI11CI L7113C3                        1  J"                                   V                             1  ( i  _                /  1,    1  WO 

Fleming  Cos                      233             241             342  130 

•Systems                        124              80             333  64 
agle-Picher  Inds               900               **             390  71,146 
astern  Air  Lines               944               **            663  66 
astern  Gas  &  Fuel             774               **             758             97,  164 
astman  Kodak                  566             696             723  158 

Florida  Federal  S&L                "               "             823  74 
Florida  Natl  Banks               325               38             467  74 
Florida  Progress                  445             243             323  120 
Flowers  Industries                  153                189                 97  134 
Fluor                                 879                "             929  108 

aton                                701                "             474              71,  101 
chlin                               432               55              254  71 
conomics  Laboratory         546                             311  93,114 
dison  Bros  Stores              291             616               "           206,  206 
G&G                                41              183             687              64,  101 

FMC                                  592             571              104         64,  93 
Food  Lion                           42              99              47  130 
Foodarama  Supermkts          814             325              57  130 
Ford  Motor                             422                                     29  71 
Fort  Howard  Paper                113              234             439  202,204 

merson  Electric                137             397             590           1 14,  1 16 
merson  Radio                    54                1               15  114 
mery  Air  Freight               131             564             803  66 
mhart                            284             469             444            108,  146 
agelhard                         399             638             757             93,  162 

LB  Foster                            622                "             943  198 
Foster  Whppler                       473               683               851       108  146 

1U31C1     '•  IH  v  11  1                                                  *T  /    >                                UOJ                                It  t  1               1  I'll,  ItU 

Foxboro                            835               "             887  146 
FPL  Group                          500             358              472  120 
Freeport-McMoRan              340             645              870       93,  198 

nron                                420              579              759  164 
nserch                           677               *"             900           108,  164 
ntex                              161             478             716             74,  164 

Fruehauf                             783                "              177  71,71 
Fuqua  Industries                 152             254             123  106,114,158 
GAF                                  503                **               66       9Z,  108 

'rofltability:  5  year  return  on  equity    Growth:  5-year  annual  earnings  per-share  growth    Stock  Market:  5 -year  price  change.    "Not  ranked. 
>Iote:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry. 
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Stock  survey 
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Industry 
Stock  survey 
Company                     Profitability     Growth        market  page 

[Ml 

kn 
kii- 
km 
if 
Kjp 

Km 
tn 
bj 
ktl! 
ktll 

y 
kn 

kit 

kit 

km 

ia 
Kev 
Hi 
Kim 
k\ 

\tk 

bp 
foal 
kit 

'  Lul 

1  Liu 
lui: 

llgl 

lolii 

Btl 
Dili 
LiiD  1 ; 
Unto 
i* 

Litton 
Lit 
Ml 

hi 

Gannett                           112             300             262  99 
Gap                                  141              293                 5  206 
Gates  Learjet                     859                "             938  64 
GATX                              886                               817      106,  210 
Gearhart  Industries            904               "            962  198 

Hercules                             615             520             409         64,  93 
Hershey  Foods                    176             335             157  134 
Hewlett-Packard                  202             201              515  101 
Highland  Superstores              2              19               *"  206 
Hillenbrand  Inds                  246             391              159  114,140 

Geico                               22              93             166  154 
Gelco                              683               "            831  210 
GenCorp                           786             615              129         64,  71 
General  Cinema                   20               58               93       /»,  158 
General  Dynamics               77              67             260  64 

Hilton  Hotels                      194              529              578  158 
Holiday                            483             323             380  158 
Holly  Corp                        126              69             306  198 
Home  Federal  S&L                                                  602  74 
Home  Group                        *"  154 

General  Electric                  159             320             351  64,114,116 
General  Host                      80              62             100  206 
General  Instrument            760               "            935     101,  101,  101 

*~i                 |    ■■■II                                                    »«                            jrr                             17(1            1  Id  i?A 

General  Mills                                    455             470      130,  134 
General  Motors                 514              10             599  71 

Honeywell                          594             561              555  64,101,101 
George  A  H  or  mil                 580             488              184  134 
Hospital  Corp                      225              123              736  140 
Household  International        587             339              220      126,  210 
Houston  Industries               490             370              569  120 

General  Public  Utils           820              27             174  120 
General  Re                       414             654             385  154 
General  Refractories           915               **             198  146 
General  Signal                    589             665             795      101,  116,  146 
Genesco                          917               **            919        68,  68,  206 

Hubbell                              254             377              383  116 
Hughes  Tool                      826               **             946  198 
Humana                               32               87              726  140 
Huntington  Bcshs                429             409              337  74 
EF  Hutton  Group                 261              689              743      126,  154 

Genuine  Parts                   187             411             529  206 
Georgia-Pacific                   799             626             606      108,  204 
Gerber  Products                 322             384             176  134 

r\  js  ,  ■                               /  j  i                     •  ii                 tin  too 

Getty  Petroleum                641                              119  198 
Giant  Food                          91               82               25  130 

IC  Industries                       729              522              292      106,  134,  210i 
ICH                                    15               31               17  154 
Ideal  Basic  Inds                  945               "             961  108 
Illinois  Power                      356             412              696      120,  164 
Illinois  Tool  Works              425              575              200  146 

Gibraltar  Financial             847               "            376  74 
Gillette                           167             436             170  114 
GlenFed                             **               "            450  74 
Global  Marine                   898                             963  198 
Godfrey                           661             349              49  130 

Imperial  Corp  of  Am             929                **             761  74 
Inco                                   932                "             848  162 
Ingersoll-Rand                    815               **             822  146 
Inland  Steel  Inds                 922               "             860  162 
Insilco                              610             574             638      106,  108 

Golden  West  Finl                93               "              41  74 
BF  Goodrich                      907                "             546  71,93 
Goodyear                          637             448             428  71 
Gordon  jewelry                  68U             6/5             6/7      zUo,  2U6 
Gould                               857                "             861       64,  101,  101 

Inspiration  Resources           93?               "             931       93,  162 
Integrated  Resources            345             388             490      126,  154 
Intel                                  700             723              613  101 
Interco                               690             619              608       68,  114 
InterFirst                            725                "             948  74 

WR  Grace                         618             686             786       93,  106,  130 
WW  Grainger                     325             407             483  116 
Gt  Am  First  Savings              **               **            345  74 
Great  Aoir  lea                  901               39               52  130 
Gt  Northern  Nekoosa          671             646             361  204 

Intergraph                           18              18             242  101 
Interlake                           720             189             486  162 
Intermark                         495               **             194      106,  206 
IBM                                    62              192             504  101 
Intl  Flavors  &  Frags              148             510             540  93 

Gt  Western  Financial           811                "             309  74 
Greyhound                        616             585             507  114,210 
Grumman                         362               57             563  64 
tilt                                 602                               589  212 
Gulf  &  Western                 743               **             130  99,126,158 

Intl  Minerals  &  Chem          604             640             849  93 
Intl  Multifoods                    483             606             574      134,  134 
International  Paper              762             708             592     202,  204 
Interpublic  Group                245              258              205  99 
Interstate  Bakeries              933               "            201  134 

I'B 

k« 
tap 
l«l 
Lunm 

m 

■  IN 

m 

Writ 
bill 
blip 
».U 

hd 

Gulf  States  Utilities            455             531             891  120 
Halliburton                       584             722             922      108,  198 
Handy  &  Harman               668             702             782  162 
Hannaford  Bros                  149             221               32  130 
Hanover  Insurance              625             678              141  154 

Iowa-Illinois  G&E                301              378             414      120,  164 
Iowa  Resources                    446             459             471  120 
Ipalco  Enterprises                455             458             391  120 
Irving  Bank                         494             490             567  74 

ITT                                   706             695              623  106,154,212 

Harcourt  Brace                   421              155               83  99 
Hamischfeger  Inds             924               **            725      146,  146 
Harris  Corp                       528             634             865       64,  101 
Harsco                              599             548             556       64,  106 
Hartford  National               272             463             303  74 

IU  International                   884                "             811  106,210 
James  River  Corp  Va             110              113               72  202,204 
Jamesway                           375              126               44  206 
Jefferson-Pilot                     548             253              285  154 
Jefferson  Smurfit                   55              389             404      202,  204 

Hartmarx                         471             204             363       68,  206 
Hasbro                               30               14                3  158 
Hawaiian  Electric              662             417             393  120 
Hechinger                         166               97             144  206 
Heck's                            823               "            771  206 

Jerrico                                332             473              596  130 
Jim  Walter                        739              64             152      106,  108 
Johnson  &  Johnson               172             403              620  114,140 
Johnson  Controls                391             224             379       71,  148 
Earle  M  Jorgensen               704             700             841  162 

L 

bopi 
Itil 

G  Heileman  Brewing            61             451              524  78 
HJ  Heinz                           121             250               22  134 
Henley  Group                       "                                 *•       93,  i08,  140 

Jostens                             104             347             206       99,  206 
Joy  Manufacturing               688             715              875  146 
JWT  Group                         593              137             653  99 

wl 
h 
jbpo 

ki 

Profitability:  5-year  return  on  equity.    Growth:  5-year  annual  earnings-per-share  growth    Stock  Market:  5-year  price  change    "Not  ranked 

Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry. 
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Kmart                             581              425              229  206 
Kaiser  Alum  &  Chem        908               "            826  162 
Kaman                           322             146             140       64,  146 

Kansas  Titv  P&.I                   290                304                513  17(1 

[\illlSaS   V    IIS    I  <X  L                                i7U                            JIM                            JlJ  IZU 

Kansas  City  Southern         407             357             703  210 

Marine  Midland  Banks          671              367              533  74 
Marriott                               87              150              125      130,  158 
Marsh  &  McLennan  Cos         58             553              167  154 
marsh  supermarkets              557              600              308  13U 
Marshall  &  Ilsley                377             273             106  74 

Kansas  Power  &  Light        304             298             240  120,164 
Kaufman  &  Broad             824               **            361      108,  154 
Kay                               755              43             482      126,  206 
Kpltnpp                                  29               272               118  134 
Kellwood                        611                5              27  68 

Martin  Marietta                   468                **             382  64 
Maryland  National               406             280              175  74 
Masco                              210             317             307  108 
iVlasco  Industries                                                                / 1,  14o,  lyo 
Mattel                                934                "             832  158 

Kelly  Services                    64             166             102  148 
Kemper                          596             636             455  154 
Kenner  Parker  Toys             **               "               **  158 

kentiirkv  1  Irilities                571                 247                302  170 

I\C  II  I  U  V  f\  >     \-J  1111  live)                                J      I                                  —  t                                    JVL                              1  jL\J 

Kerr  Glass  Mfg                 913               "             816  202 

Maxicare  Health                   36              11             568  140 
May  Dept  Stores                  380              191              121  206 
Mayflower  Group                 173               48               23  210 

M  -i  i  * ....                                                             X  O                            CO                          1  Q  1  11/1 

xviaytag                                  o-j                oy               loi              i  14- 
MCA                                 554              517              259  158 

Kerr-McGee                     687             676             863  198 
KeyCorp                         387             213             153  74 
Kidde                             560             612             706      106,  114 

Kimhprlv-rlark                     394                426                415       114  704 

KN  Energy                      546             664               "  164 

McCormick                       208             198             481  134 
McDermott  Intl                   754             698              910      146,  198 
McDonald's                          97              194              227  130 
mcDonneii  uougias              4tsu              loo              jjo  o£L 
McGraw-Hill                        99             279              491  99 

Knight-Ridder                  331             323             230  99 
Koppers                          893               **             646       93,  108 
Kraft                              372             365             215  134 

krnopr                                    338                 558                469               1 30 

IMUtCI                                                               JJO                            JJO                            TU  /                          I JU 

Laclede  Gas                     366             179             154  164 

MCI  Communications           34              54             869  212 
McKesson                           520              584              611  140 
McLean  Industries               320               **             939  210 

Mf                                                  9^7                   c  e  i                    0^9                    7  A 

Mead                                 757                **             403      202,  204 

Lafarge                           881               "             852  108 
.earSiegler                       214             468             231  64,71,106 
.easeway  Transport            411             484             609  210 
povptt  &  Piatt                     i;n               i  a  a               1  q  l  114. 

.eslieFayCos                     **               "               **  68 

Media  General                     343             454              464       99,  204 
Mellon  Bank                      551             486             689  74 
Melville                               79             275              248      206,  206 

MonPinl'                                                              ##                                 **                            Iftl                              7  A 

jVltTtinJnk                                                                                        1U1  I1* 

Mercantile  Bancorp             432             495             386  74 

jfe  Investors                    673             118             522  154 
•li  Lilly                              94              299             357  140 
limited                               9              20                4  206 

inrnln    V  jrinnil                               A^O                         J  f,  9                                                         ]  ~\  1 
.lllLUlll    ,\ JllOlldl                               03U                         ^11-                         *rUi  IJt 

.iquidAir                        665             603             667  93 

Mercantile  Stores                276             158             109  206 
Merck                              129             408             421  140 
Meredith                           181             205             209         99,  99 

Mari/liin   B.,,,,  ,.,n                                    K1  1                             111                             ZfXft                             7 A 

jVitTiuun  Dancorp                  jo4              jii               suu               / £+ 
Meritor  Financial                                                    881  74 

.itton  Industries                174             547             690       64,  106 
Az  Claiborne                       3              22                7  68 
,ockheed                           14             142             211  64 
npw.                                     R7               in/i                 74        78  154 
Ame  Star  Industries            797               **             797  108 

Merrill  Lynch                      401              655              465  126 
Fred  Meyer                          78              36               **      130,  206 
Michigan  National               801                **             572  74 

MirML>  Qmith  TTtilc                     c -I  o                   £97                   700  19H 

Midlantic  Banks                  125             315             145  74 

,ong  Island  Lighting           365             364             853  120 
.ongs  Drug  Stores              258             375             454  206 
.ongview  Fibre                  744               16             692     202,  204 

ftral                                              9^8                   171                   HA.  64 

jorai                                 Loo              if  j  o+ 
xwimar-Telepictures          488               **             179  158 

Herman  Miller                     100              119              349  148 
Minn  Mining  &  Mfg             189              534              558  106 
Minstar                              47                3                1      158,  210 

Mir/  ii.>M  r.ioriri!                           919                   /,()}                   011        1  f\A    1 0R 

Mobil                                 640             687              659      198,  206 

,ouisiana  Land                  617             717             807  198 
,ouisiana-Pacific                849               **             598  108 
-ouisville  G&E                  551             452             443      120,  164 

nwf'v  Pns                                7fil>                    71                  188  206 
/Owe  S  V^Us                                  _uo                      /  i                   loo  iuu 

iTV                                935               **             955       64,  162 

Mohasco                             798                *"             233  114 
Monarch  Capital                 609             294             341  154 
Monfort  of  Colorado               35             227               11  134 

Mnncaiitn                                          719                         **                     ^1^  01 

Montana  Power                   434             528              682       97,  120,  164 

ubrizol                            440              652              717  93 
ucky  Stores                      250              555             389      130,  206 
■ukens                            877               "*             791  162 

A/A  Cam                                  coc                  esq                  090        im  919 

lack  Trucks                      894                **             918  71 

Moore                                370              500              584  148 
Moore  McCormack              776             701              895  106,108 
JP  Morgan                           315              234              252  74 
Morgan  Stanley  126 
Morrison                           311             390             237      130,  130 

Macmillan                        343              29              69  99 
ldnnaitjn  industries           /iv                                 /uo        uo,  a,\jk> 
Manor  Care                        44              50             108  140 
Manpower                         888                "             279  148 
Manufacturers  Hanover       505             497             760  74 

Morrison-Knudsen               522             499             656  108 

Morton  Thiokol                     73              116              199  64,93 
Motorola                            548             653              579      101,  212 
Munford                             382               46              295  130 

Manufacturers  Natl            669              89              98  74 
Manville                          885               "             951  108 
Mapco                               417             583              594  198 

Murphy  Oil                         369              659              850  198 
Nacco  Industries                  231               17              228       97,  146 
Nalco  Chemical                  114             538             800  93 

Profitability:  5-vear  return  on  equity.    Growth:  5  year  annual  earnings-per-share  growth.    Stock  Market:  5-year  price  change.    "Not  ranked. 
Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry 

3RBES,  JANUARY  12,  1987 


267 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 
Company                     Profitability     Growth         market  page 

Industry 
Stock  survey 
Company                      Profitability     Growth         market  page 

Nash  Finch                       516             487             154      130,  130 
Nashua                             838                "             331  148 
National  City                     498             244             212  74 
Natl  Convenience                75             337             /oh  kju 
National  Distillers              747             660             612       93,  198 

Paine  Webber  Group             169             609             499  126 
Pan  Am                              940                "             526  66 
Panhandle  Eastern                457             660                "  164 
Parker-Hannitin                   478              540             655       64,  146 
Pay'n  Save                             "                "                "  206 

National  Fuel  Gas              436             229             287  164 
National  Inttrgroup             927                "             899      140,  198 
National  Medical                163              121              582  140 
Natl  Semiconductor            //U                               o4o      mi,  tut 
National  Service                 195             351              168  116,148 

Payless  Cashways                205             153             480  206 
Penn  Central                      742               "             534      106,  198 
Penn  Traffic                        682             474              150  130 

A  t     rj                                                                  C17                         ion                         inc                       T  A, 

|C  Penney                            537              380              305  206 
Pennsylvania  P&L                577             549             459  120 

National-Standard               880                "             847  162 
Navistar  Intl                      953                "             866  71 
NBD  Bancorp                    .619              302              183  74 
NCNB                                     Zvo                Z4U                JlZ  /4 
NCR                             '    443             327              128  101 

Pennwalt                          816               "             571  93 
Pennzoil                             448             692             692  198 
Pentair                               241              366             272      146,  204 
People  Express                     899                               878  66 
Peoples  Energy                     305              286              313  164 

New  England  Electric          263             237             395  120 
NY  State  E&G                    419             440             485  120 
New  York  Times                108              117               63  99 
Newmont  Mining               846                               /3Z  loZ 
Niagara  Mohawk  Power       395             369             707      120,  164 

PepsiCo                             213              373              479       78,  130,  134 
Perini                               780               "  108 
Perkin-Elmer                       451              557             815       64,  101 
Perry  Drug  Stores                 430              165              156  206,206 
Petrie  Stores                        147              372             271  206 

Nicor                                903                *"             839  164 
NIKE                                  1 1              568             829         68,  68 
NL  Industries                     793                "             956  93,198 
iNorustroni                          ZZ1               l/o                30  ZUo 
Norfolk  Southern                579             570             683  210 

Pfizer                                 160              154             492  140 
Phelps  Dodge                     920               "             912  162 
PHH  Group                         111              248              727  148 
Philadelphia  Electric             493             441              643  120 
Philip  Morris  Cos                 60             188             318  78 

Norstar  Bancorp                 341              394             378  74 
Nortek                              557             470             585  108 
North  Amer  Philips             582             507             540  101,114 
iMonncast  utilities              >i«s              us             zov  izu 
No  Indiana  Pub  Svc             721              554             798  120,164 

Phillips  Petroleum               530             623             864  198 
Phillips- Van  Heusen            630             100              73  68 
Piedmont  Aviation               244             446              544  66 
Pillsbury                            268              305              164      130,  134 
Pioneer  Hi-Bred  Intl              105             379              777  134 

No  States  Power                 310             231              288      120,  164 
Northern  Trust                   727             622             216  74 
Northrop                           239               51              412  64 
iMortnwestern  Natl  Lite        758             544             44b  154 
Northwestern  Steel             923                **             906  162 

Pitney  Bowes                     223             212              71  101 
Pittston                              896                "             921         66,  97 
Pittway                              354             470              570  99,114,202 
PNC  Financial                     243             211              552  74 
Polaroid                             838             643             210  158 

Norton                              837                "             840  146 
Norwest                            688             641              681  74 
Nucor                               341              433             686  162 

Ml/C                                              (ken                                           nco        in/    i / r\ 

INVr                                   V5U                                 958      106,  16Z 
NWA                              812              13             510  66 

Ponderosa                         691             588             335  130 
Portland  General                 322             398             358  120 
Potlatch                             773             596             600      108,  204 
Potomac  Electric                 387             259             180  120 
PPG  Industries                   473             334             165  71,108 

Nynex                                 *•                "             540  212 
Occidental  Petroleum          599             705             790      134,  198 
Ogden                               736                "             636      134,  148 
ugilvy  (.roup                       \y)              223              411  99 
Ohio  Casualty                    637             670             597  154 

Premark  Intl                          "                »«                "      114,  114 
Price  Co                              4              15             313  206 
Primark                             686               56             219  164 
Prime  Computer                   72             303              819  101 
Procter  &  Gamble               222             501             605  114,114 

Ohio  Edison                       447             346             624  120 
Oklahoma  G&E                 463             431              405  120 
Old  Republic  Intl               256             381             457  154 
Ulin                                 834                               593  93 
Omnicom  Group                                  "             783  99 

Provident  Life  &  Acc           462             210             626  154 
PS  Group                            759                **             668  66 
Public  Service  Colo              566             532             762      120,  164 
Public  Service  Ind                603             691              868  120 
Public  Service  NH                480             542             905  120 

Oneok                              460             629             748  164 
Orange  &  Rockland             469             448             368      120,  164 
Orion  Capital                     804                "             587  154 
Outboard  Marine               632              25             269  158 
Owens-Corning                  664               91                "  108 

Public  Service  NM               443             580             698  120,164 
Public  Svc  Enterprise            539              396             436      120,  164 
Pueblo  International            726             281              64  130 
Puget  Sound  P&L                 553             572             649  120 
Pullman-Peabody                959               "             273  106 

Owens-Illinois                  734             523             290  202 
vjxioru  industries                ZJ6               187              384  68 
Paccar                              597             514             739  71 
Pacific  G&E                       428             344             441      120,  164 
Pacific  Lighting                 521             581             629  164,206 

Pulte  Home                         69             164'             169  108 
Purolator  Courier                 530                "             874  66,71 
Quaker  Oats                       287             368              113  134 
Quaker  State  Oil                 543             491             502  198 
Questar                              377             232             431  164 

Pacific  Resources               679               **            766  198 
Pacific  Telesis                     **               ••             580  212 
PacifiCorp                         348             400             539       97,  120,  212 

Rainier  Bancorp                   472             314             432  74 
Ralston  Purina                     181              130               53  134 
Ramada  Inns                      906               "             784  158 

Profitability:  5-year  return  on  equity    Growth:  5-year  annual  earnings-per-share  growth    Slock  Market:  5-year  price  change    "Not  ranked 

Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry. 
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This  is  a  Motorola 

cellular  portable 

telephone.  j^.,,,..^ 


First  in  the  market  and  first  in  use.  It's  the  best-selling 
hand-held  cellular  portable  on  earth. 

£1987  Motorola.  Inc  Motorola  and®  are  registered  trademark*  of  Motorola,  Inc 

lake  it 

to  work, 
to  play, 

to  lunch 
and  still 
keep  up  with 

your  customers, 
your  suppliers, 
your  life. 

(M)  MOTOROLA 

Advanced  Electronics  for 
a  More  Productive  World. 


Where  to  find  the  company 


Rank 

Rank 

Industry 

Industry 

Stock 

survey 

Stock 

survey 

Company 

Profitability 

Growth 

market 

page 

Company 

Profitability 

Growth 

market 

page 

Kaycneni 

540 

613 

710 

116 

.  .. 
Skyline 

775 

405 

7  1     1  Mft 

Raytheon 

181 

518 

630 

64,  106 

au  >m  it  n 

866 

ill 

7  1 

Ri>w'hlmlil  (  '  hi  I'm  ir  'i  Is 

831 

M 

377 

93 

Smith  International 

926 

Q£Q 

yjv 

170 

40 

154 

Smithfield  Foods 

680 

475 

31 

134 

Republic  New  York 

193 

506 

521 

74 

SmithKline  Beckman 

43 

420 

755 

140,  140 

346 

521 

902 

74 

i 

Snap-on  Tools 

155 

306 

inn 

7  1 

i\c!)cciri.ii»_-uiiicii 

850 

MM 

531 

148 

Society 

574 

296 

•>1  ft 

74 

802 

«* 

275 

158 

Sonat 

424 

1  A/1 

198 

494 

440 

206 

Sonoco  Products 

268 

376 

239 

202 

Revere  Copper 

902 

694 

162 

Soo  Line 

769 

890 

210 

Revlon  Group 

959 

mm 

221 

114 

Southeast  Banking 

519 

530 

498 

74 

Rexnord 

791 

635 

796 

146 

Southern  Calif  Edison 

309 

260 

AA*> 

Reynolds  Metals 

897 

573 

162 

Southern  Company 

398 

300 

rA/ 

bUo 

Riggs  National 

570 

453 

460 

74 

So  New  England  Tel 

491 

434 

398 

212 

Rite  Aid 

86 

196 

255 

206 

Southern  Union 

790 

917 

164 

RIR  Nabisco 

90 

308 

372 

78,  134 

Southland 

289 

233 

392 

130,  198 

RLC 

716 

685 

621 

210 

Southmark 

92 

7 

394 

126 

Roadway  Services 

200 

465 

613 

210 

Southwest  Airlines 

209 

456 

566 

66 

HH  Robertson 

730 

934 

108 

Southwest  Forest  Inds 

914 

772 

108,  204 

AH  Robins 

938 

871 

140 

Southwest  Gas 

496 

161 

433 

164 

Rochester  G&E 
Rockwell  Intl 
Rohm  &  Haas 
Rohr  Industries 
Rollins 


381 
157 
376 
165 
217 


278 
169 
202 
9 

340 


640 
401 

207 
88 


120,  164 
64,  71 
93 
64 
148 


Southwestern  Bell  "  "  591  212 

Southwestern  Pub  Svc  138  268  386  120 

Sovran  Financial  274  200  671  74 

Springs  Industries  708  515  501  68,114 

Square  D  249  578  676  116 


Roper  Corp 
Rorer  Group 
Rose's  Stores 
Rubbermaid 
Ruddick 


709 
175 
291 
145 
436 


546 
78 
96 

402 


62 
466 
28 
85 
449 


114 
140 
206 
114 
130 


Squibb  414  271  226  140 

SSMC  "  "  "  114 

Staley  Continental  698  725  754  130,  134 

Stanadyne  296  173  575  108,  146 

Std  Commercial  Tob  325  587  283  78 


Ryan  Homes 
Ryder  System 
Rykoff-Sexton 
Ryland  Group 
Safeco 


676 
234 
504 
270 
532 


157 
225 
384 
77 
270 


396 
162 
258 
78 
326 


108 
210 
130 
108 
154 


Standard  Oil 
Stanley  Works 
State  Street  Boston 
Stater  Bros 
Sterling  Drug 


83 
431 
117 

384 


707 
363 
151 

552 


787 
487 
34 

532 


198 
114,  146 
74 

130 
114,  140 


Safeway  Stores 

St  Paul  Cos 

Salomon 

San  Diego  G&E 

Santa  Fe  Southern 


476 
756 
130 
283 
683 


284 

555 
125 
539 


96 
685 
253 
280 
752 


130 
154 
126,  126 
120 
210 


JP  Stevens  867  "  493  68,114 

Stewart  &  Stevenson  876  "  928  146 

Stewart-Warner  796  669  774  146 

Stone  Container  723  "  135  204 

Stop  &  Shop  Cos  197  182  45  130,  206 


Sara  Lee 
Savannah  Foods 
Savin 
Scana 

Schering-Plough 


184 

23 
952 
466 
440 


275 
277 

409 

563 


117 

352 
937 
355 
299 


134 
134 
148 
120,  164 
114,  140 


Storage  Technology 
Strawbridge 
Student  Loan 
Subaru  of  America 
Sun  Chemical 


957 
470 
13 
6 

740 


111 

21 
61 
706 


960 
30 

371 
92 

236 


101 
206 
126 
71 

93,  101 


Schlumberger 
SCI  Systems 
Scott  Paper 
Scotty's 
Seagram 


84 
191 

674 
392 
626 


679 
41 
406 
484 
447 


908 
422 
149 
751 
225 


198 
101 

1 14,  204 
206 
78 


Sun  Company 
Sundstrand 
SunTrust  Banks 
Super  Food  Services 
Super  Rite  Foods 


512 
399 
216 
459 
49 


633 
610 
207 
65 
101 


767 
749 

51 
844 


198 
64,  146 
74 
130 
130,  130 


Sealed  Power 
Sears,  Roebuck 
Seaway  Food  Town 
Security  Pacific 
Service  Merchandise 


ServiceMaster  Inds 

Shaklee 

Shaw  Industries 
Shaw's  Sut't-rroarke! 
Shawmut 


350 
594 
639 
300 

299 


194 

176 
649 
310 
631 


652  71 

360  154,  206 

525  130 

512  74 

634  206 


Super  Valu  Stores  66  267  477  130 

Supermarkets  General  119  163  46  130 

Sysco  164  185  270  130 

Talley  Industries  862  "  86  64,114 

Tandem  Computers  351  175  753  101 


179 
158 

59 

507 


146 

591 
49 
152 

291 


564 
586 
21 

350 


148 
114 
114 
130 
74 


Tandy  26  199  775  101,  206 

TCF  Banking  &  Saving  **  **  **  74 

TECO  Energy  417  461  419  120 

Tecumseh  Products  355  371  561  146 

Tektronix  505  537  779  101 


Sherwin-Williams 
Shoney's 
Signet  Banking 
Singer 


366 
74 
402 
714 


120 
114 
84 


87 
139 
112 

274 


206,  206 
130 
74 
64 


Tele-Communications  767  329  82  99 

Teledyne  53  108  478  64,  106,  154 

Telex  33  26  16  101 

Temple-Inland  **  "  641  108,  202 


Profitability:  5  year  returi  Growth:  vvear  annual  earnings-per-share  growth    Stock  Market:  5  vear  price  change 

Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustrv. 
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Rank 

Rank 

Industry 
Stock  survey 
Company                    Profitability     Growth        market  page 

Industry 
Stock  survey 
Company                      Profitability     Growth         market  page 

Tenneco                          634             713             781      106,  164,  198 
Tesoro  Petroleum               791               **            911  198 
Texaco                            694             703             805  198 
Texas  Air                         955               "              40  66 
Texas  American  Bcshs        534             624             916  74 

UNUM  Corp                         **                "                "  154 
Upjohn                              281              504              186  140 
US  West                               "                "             551  212 
USAir  Group                       308             511              222  66 
USF&G                              778                "             607  154 

Texas  Commerce  Bcshs       246             632             897  74 
Texas  Eastern                    584             704             785  164 
Texas  Industries                542             690             780      108,  162 
Texas  Instruments             793               *"             709  64,101 
Texas  Utilities                  319             423             647  120 

USG                                  316              103              103      108,  108 
USLife                               698                **             545  154 
USX                                  869                "             885      162,  198 
Utah  Power  &  Light             583              559              657  120 
Valero  Energy                     457               "             936      164,  198 

Textron                           654             264             452       64,  106 
Third  National                  313             156              90  74 
Thorn  Apple  Valley            830               "             867  134 
TIE/Communications          265                **             933  212 
Tiger  International             958               *"            930  66 

Valley  National                   450             460             673  74 
Varian  Associates                692             592             657  101 
VarityCorp                       959               "             802  71,146 
VF                                      31               73               38  68 
Vulcan  Materials                 336              543             475       93,  108 

Time  Inc                           170               53              715         99,  99 
Times  Mirror                    210             236             329  99 
Timken                           840               "             894      146,  162 
Todd  Shipyards                  241               **             855  64 
Tops  Markets                      "               **               **  130 

Wal-Mart  Stores                    21               37               24  206 
Waldbaum                          440             354              195  130 
Walgreen                           101             132              70  206 
Wang  Laboratories                123             667             886  101 
Warner  Communications      851                              857  158 

Torchmark                       409             171             115  154 
Toro                                 895                **             196  114 
Tosco                                943                **             953  198 
Toys  "R"  Us                      68              79              95  206 
Tracor                             306             526             718  64 

Warner-Lambert                   807                **             407  140 
Washington  Gas  Light           526             349              654  164 
Washington  National            748             666              661  154 
Washington  Post                  57              63              91  99 
Waste  Management              132              162              246  148 

Trans  World  Airlines             "               **             610  66 
Transamerica                    635             644             695  154 
Transco  Energy                  295             560             825  164 
Transworld                       133              60               **     130,  158 
Travelers                          643             576             548  154 

Del  E  Webb                         751               34              161      108,  158 
Weis  Markets                     153             246             193  130 
Wells  Fargo                        487             354             127  74 
Wendy's  Intl                        98             183             338  130 
West  Point-Pepperell            628             602             473  68,114 

Triangle  Industries             601                "              18  202 
Tribune                           608             356             559  99 
Trinity  Industries               764               "             808  108 
Trinova                           731               33             241  146 
TRW                                 560                "             642         64,  71 

Western  Air  Lines               948                             373  66 
Western  Co  No  Amer            845                **             964  198 
Western  S&L                       39               "              10  74 
Western  Union                   931               "             954  212 
Westinghouse                      334             392              107       64,  116 

Turner                              71             325             678  108 
Tyco  Laboratories               168             492              42      108,  202 
Tyler                               464             561             810       93,  101,  108 
Tyson  Foods                       96                8                6  134 
UAL                                 841                "             185  66 

Westmoreland  Coal             890               "             879  97 
Westvaco                          598             508             664  204 
Wetterau                           514              85             233  130 
Weyerhaeuser                      782             630              745      108,  204 
Wheeling-Pittsburgh             946                **             940  162 

UGI                                  836                "             813      164,  198 
Union  Camp                     563             621             517     202,  204 
Union  Carbide                   848               **             729  93 
Union  Electric                   360             358             309  120 
Union  Pacific                    647             582             788  198,210 

Whirlpool                           235             242              317  114 
Whittaker                           465             688              833       93,  146 
WickesCos                       956               **             924  206 
Wicor                               613             292             476  164 
Willamette  Inds                  710             262             406      108,  204 

Unisys                             723             115             448  101 
United  Artists                   277              81               12  158 
United  Banks  of  Colo          537             450             756  74 
United  Brands                   865               "             330      134,  134 
United  Financial                766                             896  74 

Williams  Cos                      763             697              854       93,  164 
Wilson  Foods                     942               **             631  134 
Winn-Dixie  Stores               162             421             374  130 
Wisconsin  Electric               336             207             256      120,  164 
Wisconsin  P&L                   303             307             340      120,  164 

United  Illuminating            259             322             618  120 
United  Merchants              937               **            313        68,  68 
US  Bancorp                        507              524              644  74 
US  Home                         878               "*             888  108 
US  Shoe                           200             467             321       68,  206 

Wisconsin  Public  Svc            357             296              276      120,  164 
Witco                               390             341             217       93,  198 
FW  Woolworth                    828                **               94      206,  206 
Worthington  Inds                 120             332             413  162 
WmWrigleyh-                   330             282             134  134 

US  Tobacco                         40              141              356  78 
United  Stationers                 66             109             297  148 
United  Technologies           448             604             508       64,  108 
United  Telecom                 536             719             746  212 
United  Virginia  Bkshs         261             245             238  74 

Wyman-Gordon                   307              716              846  64 
Xerox                               650             677             721      148,  154 
Yellow  Freight  System         422              66              84  210 
York  International                  **                **                **  108 
Zale                                   854                "             528  206 

Univar                             360             572               **  93 
Universal  Foods                 325             413             334  134 
Universal  Leaf                   180             311             426       78,  154 
Unocal                            377             628             893  198 

Zapata                              652               **             957      134,  198 
Zayre                                 270               70               39      206,  206 
Zenith  Electronics               788               "*             595  101,114 
Zurn  Industries                  527             608             674  146 

Profitability:  5-year  return  on  equity.    Growth:  S-year  annual  earnings-per-share  growth.    Stock  Market:  5-year  price  change    **Not  ranked 
1  Note:  A  repeated  page  number  indicates  that  the  company  is  listed  in  more  than  one  subindustry. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


Tired  of  pioneering  new  island  resorts? 
Barbados  has  been  catering  to  tourists  for 
generations,  and  it  appreciates  them. 


Down  and  out 
in  the  Caribbean 


Cobbler's  Cove  Hotel  on  Barbados'  west  coast 

Claudette  Colbert's  villa,  visited  by  President  Reagan,  is  next  door. 


If  you  took  some  of  the  starch  out 
of  Bermuda,  added  a  few  dozen 
square  miles,  planted  some  sugar- 
cane and  towed  it  all  off  to  South 
America,  you'd  pretty  much  wind  up 
with  Barbados.  Still  veddy  British  in 
flavor — but  with  tropical  trimmings 
and  year-round  summer  weather. 

Over  300  years  a  colony  (it  became 
an  independent  part  of  the  Common- 
wealth in  1966),  Barbados  has  long 
been  a  playground  for  vacationing 
Brits.  In  recent  years  they  have  been 
joined  by  increasing  numbers  of 
Americans  and  Europeans  who  like  to 
vacation  xn  a  seasoned  resort  where 
the  art  of  coddling  visitors  is  as  pol- 
ished as  the  silverware. 


The  placid  Caribbean  side  of  the 
island,  the  west  coast,  is  blessed  with 
palm-lined,  white-sand  beaches  run- 
ning almost  its  entire  length.  Hugging 
its  shoreline  are  most  of  the  island's 
hotels,  large  and  small,  cheap  and 
dear.  Most  have  a  decent  patch  of 
beach  and  offer  the  full  array  of  water 
sports,  and  many  have  tennis  courts 
on  or  near  the  premises.  Golf  is  avail- 
able at  the  Sandy  Lane  (18  holes)  and 
the  Heywoods  and  Rockley  Resort  (9 
holes). 

The  Sandy  Lane,  manicured,  man- 
nered and  meticulous,  is  the  island's 
most  illustrious  resort,  long  popular 
with  the  affluent,  older  crowd.  There 
is  also  a  fine  Hilton  and  a  comfortable 


Holiday  Inn  facing  the  sea. 

But  the  flavor  of  the  island  is  best 
captured  at  the  small,  family-run  ho- 
tels. Clients  find  their  favorites,  then 
return  season  after  season,  often  de- 
veloping fast  friendships  with  man- 
agement, staff  and  fellow  guests. 
Word  of  mouth  and  on-site  inspection 
are  the  best  ways  to  find  your  particu- 
lar favorite,  but  a  savvy  travel  agent  is 
good  for  openers.  Remember,  these 
are  small  hotels;  getting  reservations 
in  season  may  not  be  easy.  Here  are 
but  two  award  winners: 

Cobblers  Cove  Hotel,  originally  a 
plantation  owner's  "summer"  home, 
fronts  a  crescent  beach  shared  by  a 
few  villas  (including  one  owned  by 
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Crane  Beach  on  the  south  coast 
Plenty  of  space  for  privacy. 


Claudette  Colbert  and  visited  in  1982 
by  her  friend  Ronald  Reagan).  It  con- 
tains 38  suites  with  living  rooms  and 
fully  stocked  kitchens.  Water 
sports — waterskiing,  windsurfing, 
snorkeling,  sunfish  sailing  and  glass- 
bottom-boating — are  complimentary. 
The  chefs  hail  from  the  St.  James's 
Club  in  London  and  La  Bonne  Etape  in 
Provence.  Managing  Director  Richard 
Williams  and  wife,  Jan,  believe  guests 
shouldn't  have  to  stir  from  the  pre- 
mises for  anything,  and  many  don't. 

The  Coral  Reef  Club,  affiliated  with 
Relais  et  Chateaux  and  Prestige  Ho- 
tels, has  a  reef  about  20  strokes  off  the 
beach  and  a  diving  equipment  shop 
right  next  door.  Its  75  guest  rooms, 


spread  out  over  12  landscaped  acres, 
are  always  full  at  Christmas,  when 
owners  Budge  and  Cynthia  O'Hara  re- 
member the  150  guests  in  residence 
with  individual,  often  personal,  gifts. 
Its  Thursday  night  barbecues  and 
Sunday  night  Bajan  buffets  attract  vis- 
itors from  all  over  the  island. 

Stays  are  usually  long  by  U.S.  stan- 
dards (a  fortnight  or  more  is  common), 
so  many  hotel  rooms  are  equipped 
with  kitchens  or  kitchenettes — handy 
for  quick  snacks,  brewing  a  pot  of  tea 
and  chilling  beer  and  soda.  Children 
are  welcome  at  some  of  these  family- 
run  inns,  tolerated  at  others  (depend- 
ing upon  the  season),  but  their  num- 
bers never  seem  overwhelming. 


Barbadian  cuisine  is  a  mixture  of 
West  Indian,  European  and  American. 
Most  hotels  pride  themselves  on  their 
own  kitchens,  but  realizing  that 
guests  like  to  experiment,  some  offer 
dine-around  programs.  If  you  stay  at 
any  of  the  following  hotels,  for  exam- 
ple, and  are  on  the  American  plan, 
you  can  dine  at  any  of  the  others  men- 
tioned at  no  extra  cost:  Cobblers 
Cove;  Coconut  Creek;  Colony  Club; 
Coral  Reef  Club;  Discovery  Bay,-  Hil- 
ton Hotel;  Paradise  Beach  Club;  Sand- 
piper Inn;  Southern  Palms;  Tama- 
rind Cove. 

Aside  from  the  hotels,  there  is  ev- 
erything from  barbecue  and  pizza 
joints  to  restaurants  featuring  local 
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Illllllll/l 


All  Thai  Matters 


minium 


Light  Years  Ahead,  Readers  With  Vision 

Welcome  to  a  new  age:  the  age  of  light.  Today,  light  carries  phone  calls  and 
engraves  compact  discs.  Tomorrow,  it  will  store  data,  make  up  the  brains 
of  computers  —  and  turn  our  electronic  age  into  a  memory. 


A  TIME  Economy  &  Business  story  reported  on  the  race  to  replace  elec 
tronics  with  optics.  The  players:  a  Who's  Who  of  global  high  tech. 
The  prize:  billions  of  dollars— and  a  pre-emptive  grip  on  a 


primary  tool  of  the  next  century. 


TIME  anticipates,  surprises,  makes  connections.  It's 
for  23  million  men  and  women  who  have  staked  their 


claim  to  the  future.  Ahead  of  the  crowd,  alert  to 


quality,  they  refresh  their  vision  of  all  life's 


possibilities  in  one  magazine  each  week 


Dazzle  them.  In  TIME 


seafood  or  classic  Italian 
fare. 

The  highly  developed 
west  coast,  along  which 
lies  the  bustling  capital 
city  of  Bridgetown  (whose 
markets,  shops  and  histor- 
ic sites  warrant  a  visit), 
offers  a  stark  contrast  to 
the  barren,  windblown 
east  coast,  which  is  faint- 
ly evocative  of  Scotland. 
When  you  tire  of  lying  on 
the  beach,  hire  or  rent  a 
car  and  explore  its  wild, 
pristine  beaches  (swim- 
ming is  foolhardy  here). 
The  strands  are  pounded 
by  ocean  rollers  whose 
unimpeded  journeys  be- 
gan in  faraway  Africa.  Bar- 
bados is  the  easternmost 
of  the  Antilles  and  sits  far 
off  in  the  Atlantic,  like  an 
ash  flicked  off  the  page  of 
the  Caribbean. 

Sugar  is  still  important  to  Barbados, 
as  it  was  hundreds  of  years  ago,  and 
most  of  the  flat  interior  of  the  island 
is  given  over  to  its  cultivation. 

On  the  island's  southeast  coast  lies 
one  of  Barbados'  largest  and  most  not- 
ed hotels,  Sam  Lord's  Castle,  now  run 
by  Marriott.  If  you  like  a  large,  bus- 
tling resort  with  everything  at  your 
fingertips,  American-style,  this  is  for 
you.  It's  worth  a  stop  for  a  cocktail,  at 


Tlw  port 
The  art 


I  Messer 


city  of  Bridgetown 

of  coddling  visitors  is  as  polished  as  the  silver. 


least.  Not  far  away  is  Crane  Beach, 
one  of  the  island's  prettiest  stretches 
of  sand,  overlooked  by  a  small  man- 
sion-turned-hotel. 

Other  matters  of  note: 

The  island  has  excellent  telephone 
service  to  the  U.S.;  many  hotels  have 
direct-dial  service.  .  .  .  For  nature  lov- 
ers, there  is  Ashford  Bird  Park,  Flower 
Forest,  Farley  Hill  National  Park,  and 
Andromeda  Gardens,  as  well  as  the 


Barbados  Wildlife  Pre- 
serve. .  .  .  Harrison  Cave 
is  a  vast  subterranean 
chain  of  caverns,  which 
you  view  by  tram.  ...  A 
tour  of  St.  Nicholas  Ab- 
bey, an  old  plantation 
house  with  priceless  film 
footage  of  life  on  the  plan- 
tation in  the  1930s,  is  a 
great  way  to  pass  the  odd 
rainy  morning.  .  .  .  The 
local  population  numbers 
over  a  quarter  million, 
and  the  literacy  rate  is 
98%.  ...  As  on  most  Brit- 
ish islands,  there  is  end- 
less talk  of  politics, 
though  the  government  is 
very  stable.  .  .  .  Spectator 
sports  include  cricket, 
polo  and  horse  racing 
(horses  are  often  taken 
into  the  sea  for  exercise  at 
dawn  and  dusk,  a  startling 
sight  as  you  sip  morning 
coffee  or  a  late  afternoon  cocktail).  .  .  . 
Scuba  diving  is  fair  to  good;  the 
freighter  Staironikita  was  deliberately 
scuttled  offshore  to  intrigue  visiting 
divers.  .  .  .  Airline  service  is  good, 
by  Pan  American,  American,  Eastern 
and  BWIA. 

For  particulars,  rate  sheets,  etc., 
contact  the  Barbados  Board  of  Tour- 
ism, 800  Second  Avenue,  New  York, 
N.Y.  10017  (212-986-6516).— W.G.F. 


The  cost  of  insuring  a  luxury  or  high- 
performance  car  can  hurt  more  than  the 
cost  of  buying  it. 

Insurance  in 
the  fast  lane 


By  Barbara  Kallen 

A dele  and  Stanley  Waine  of  Larch- 
mont,  N.Y.  recently  put  $500 
down  on  their  dream  mobile — a  light- 
blue  Datsun  300ZX  sports  car,  costing 
about  $20,000.  But  the  dream  soured 
when  the  time  came  to  get  it  insured. 
Says  Stan  Waine,  "We  were  refused  by 


Liberty  Mutual,  State  Farm,  Nation- 
wide and  Kemper  Group." 

Even  The  Travelers,  which  had  in- 
sured the  Waines'  other  car,  a  Nissan 
Maxima,  and  Geico,  their  home  in- 
surer of  20  years,  said  no  dice.  The 
best  deal  they  found,  after  lots  more 
checking,  was  $3,500  a  year.  "We 
thought  that  was  ridiculous,"  says 


Waine,  whose  driving  record  is  un- 
blemished. 

The  couple  eventually  bought  a 
Mercury  Merkur,  which  Travelers 
agreed  to  insure — for  $2,000  a  year. 

Insuring  luxury  or  sports  cars  can 
require  lots  of  comparison  shopping. 
Why?  Big  insurers  base  rates  on  their 
own  loss  experiences,  which  can  dif- 
fer markedly.  State  Farm,  for  exam- 
ple, offers  relatively  cheap  collision 
and  comprehensive  rates  on  the  Mer- 
cedes 300D,  300E  and  560SEC  models 
but  asks  extra  to  insure  a  Buick  Rivi- 
era. Aetna  says  it  would  sooner  insure 
a  Bentley  or  a  Porsche  912  or  924  than 
the  Chevrolet  Camaro  Z-28  or  Cor- 
vette or  a  Pontiac  Firebird  Trans  Am. 

If  your  usual  insurer  gives  you  grief 
when  you  try  to  get  coverage,  try  the 
insurer  to  whom  ,you  or  your  compa- 
ny gives  the  most  overall  business. 
State  Farm,  which  prefers  not  to  write 
sports  cars,  insured  Michelle  O'Har- 
en's  Porsche  for  $940  per  year.  "My 
father  had  a  longstanding  relationship 
with  an  insurance  agent,"  explains 
O'Haren,  a  single  Atlanta  attorney  in 
her  20s. 

Failing  that,   check  independent 
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Some  are  born  rich. 
Others  are  born  to  become  rich. 

Theres  only  one  bank  for  the  born        and  authority  to  respond  quickly  and 
entrepreneur.  A  bank  uniquely  designed       confidentially  to  the  most  complex  and 
to  meet  his  special  needs — Citibank  Private  unusual  needs — from  lending  against  illiquid 
Banking  and  Investment.  assets  to  portfolio  management  to  admin- 
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PRIVATE  BANKING  &  INVESTMENT 

Fluent  in  the  ways  of  the  affluent. 


Eugene  Singer  of  Brooklyn,  N.Y.,  with  his  shiny  new  Corrette 

Insured  at  last,  after  a  two-month  quest,  for  a  mere  $3,500  a  year. 


Nana-  LcVine 


brokers  and  agents.  They  represent 
companies  that  you  cannot  normally 
approach  directly — among  them  The 
Hartford,  USF&G,  Chubb  Group, 
Fireman's  Fund,  Aetna,  General  Acci- 
dent Insurance  Group,  Atlantic  Cos., 
Travelers. 

Eugene  Singer  of  Brooklyn,  N.Y., 
whose  driving  record  was  clean,  end- 
ed a  two-month  quest  for  coverage  on 
his  Corvette  at  an  office  of  Marsh  & 
McLennan,  one  of  the  largest  inde- 
pendent insurance  brokers.  The  firm 
handled  his  company's  insurance. 
"They  helped  me  place  the  car  with 
Chubb  for  $3,500  per  year,"  he  says. 

The  direct-writing  companies, 
complains  Singer,  either  weren't  in- 
terested or  wanted  too  much  money. 
One  insurer  actually  quoted  him 
$10,000  per  year. 

Even  finding  a  broker  will  take 
some  calling  around.  Frank  B.  Hall  &. 
Co.,  another  major  broker,  doesn't 
like  to  place  high-performance  autos. 
"But  it  is  a  favor  we  will  do  for  a  good 
existing  client,"  says  Frank  B.  Hall 
Chairman  John  McCaffrey. 

One  strategy  that  can  work  is  to 
offer  up  your  homeowner's,  property, 
corporate  or  other  policies  as  sweet- 
eners. Robert  S.  Weiss  &  Co.,  whose 
agency  writes  more  personal  policies 
than  any  other  in  Connecticut's  Fair- 
field County,  uses  the  New  Hamp- 
shire Insurance  Group  to  cover  the 


high-performance  cars  of  his  clients 
in  the  Stamford-Greenwich- Westport 
area.  But  only  if  some  other  coverage 
comes  with  them. 

If  all  else  fails — and  a  less-than-per- 
fect  driving  record  almost  guarantees 
it  will  come  to  this — you  have  to  turn 
to  state-administered  assigned  risk 
plans.  These  pools  are  obligated  to 
take  all  comers,  but  the  premiums  are 
usually  high  and  the  coverage  limited. 

In  a  New  York  suburb,  for  example, 
a  typical  assigned  risk  premium  for  a 
Porsche  928S4  would  be  $5,000  per 
year,  twice  what  an  insurance  compa- 
ny would  charge.  And  that  covers 
only  $25,000  of  the  car's  value  in  the 
event  of  fire,  theft  or  collision.  So  the 
owner  of  the  $60,000  Porsche  who 
wants  more  protection  would  have  to 
turn  to  what's  called  the  "surplus 
market,"  where  he  would  pay  an  addi- 
tional $5,000  or  more  per  year  to  cov- 
er the  remaining  value  of  his  car. 

Why  the  reluctance  to  insure  ex- 
pensive cars?  In  part  because  they  are 
magnets  for  thieves,  in  part  because  of 
their  high-speed  potential.  Says  Cody 
Debner,  regional  sales  manager  of 
United  Services  Automobile  Associa- 
tion, the  nation's  sixth-largest  auto 
insurer,  "Your  basic  four-door  Ameri- 
can sedan  can  only  be  driven  within 
certain  parameters.  When  you  get 
into  a  Lamborghini,  say,  the  potential 
for  an  accident  is  higher." 


But  there  are  ways  to  cut  those  pre- 
miums, such  as  increasing  your  de- 
ductible. A  typical  collision  premium 
for  a  Mercedes  380  sedan  in  a  mid- 
western  city,  for  example,  drops  from 
$812  per  year  for  a  $200  deductible,  to 
$487  for  a  $500  deductible  and  to  $284 
for  a  $1,000  deductible. 

Antitheft  devices  can  also  reduce 
your  premium  on  comprehensive 
coverage.  USAA  gives  a  10%  dis- 
count for  "active"  antitheft  devices, 
such  as  switch-on  alarms,  and  15% 
off  for  "passive"  devices — those  that 
automatically  disable  the  vehicle 
when  the  key  is  removed  from  the 
ignition.  Garaging  your  car  may  cut 
your  premium,  too,  particularly  in  a 
high-crime  city  like  New  York  or 
Miami. 

Your  driving  record  is  critical.  A 
Lamborghini  owner  in  his  50s  with  a 
clean  record  might  pay  a  premium  of 
$944.92  annually  at  USAA,  for  exam- 
ple, for  the  standard  package  of  liabil- 
ity, collision,  comprehensive  and 
medical  coverage.  With  two  tickets 
and  an  accident,  the  same  driver 
would  pay  $1,722.30. 

At  Aetna,  however,  even  a  good 
driver  with  a  sports  car  isn't  consid- 
ered unless  his  agent  makes  a  strong 
case  for  him.  Says  an  Aetna  spokes- 
woman, "People  buy  high-perfor- 
mance cars  to  drive  them  fast." 
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Find  out  how  good 
business  travel  can  be 


TWA 


BUSINESS  TRAVEL 
LIKE  NOBODY  ELSE'S 
BUSINESS.  We're  going 
to  show  you  a  spirit  and 
vitality  never  before  seen  in 
business  travel.  Get  off  to  a 
flying  start  with  TWA's  Airport  Express™  service: 
advance  boarding  passes,  speedy  check-in,  and 
priority  baggage  handling,  for  First 
Class  and  Business  Class  passengers. 


Laurent  Perrier 


TWA  WILL  WINE 
YOU  AND  DINE 
YOU.  Sip  a  glass  of 
vintage  wine  as  you 
enjoy  one  of  our  many 
appetizing  entrees  available  from 
TWA's  full  menu  selection. 


THE  BEST  BUSINESS  SEAT  IN  THE 
SKY.  Only  TWA  offers  Business  Class  service 
on  every  widebody  across  the 
Atlantic  and  across  America. 
And  on  our  747s  Business  Class 
travelers  can  find  them- 
selves sitting  in  the  lap  of 
luxury  in  our  spacious 

Business  Lounger  —  the 
widest  seat  in  the  sky! 

THE  ONLY  FREQUENT  FLYER 
PROGRAM  TO  PROMISE  YOU 
THE  WORLD.  TWA's  Frequent 
Flight  Bonus*  program  gives  business  flyers 
the  fastest  way  to  earn  free  travel.  And 
only  TWA  offers  the  opportunity  to 
earn  a  free  trip  for 


FIND  OUT  ABOUT 

FIRST  CLASS  COMFORT. 

Only  TWA  offers  First  Class 
passengers  this  specially 
designed  plush  Sleeper- Seat 
jj*^       on  every  one  of  our 
widebody  flights. 


two,  First  Class, 
around  the  world. 


-    WIS  <"»«""'  B.P«»1'*' 


V11064  A72 


TODAY'S  TWA 
MEANS 

BUSINESS.  Today's 
TWA  is  dedicated  to 

mixing  business  travel  with  pleasure.  So  re- 
discover a  new  level  of  service  and  comfort. 

Rediscover 
Today's 
TWA  and 
find  out  how 
good  business 
travel  can  be. 


TODAY'S  TWA.  FIND  OUT  HOW  GOOD  WE  REALLY  ARE. 


Marketing 


Edited  by  Jeffrey  A.  Trachlenberg 


What  will  all  the  giant  ad  agency  mergers 
do  to  the  business?  1987  is  the  year  that 
should  provide  the  answers. 

Not  all  the  news 
is  bad 


SSC&B's  Spencer  Plavoukos 
"Everybody  is  running  scared.' 


John  Maddock  Huberts 


By  long  tradition,  Madison 
Avenue  executives  wring  their 
hands  at  this  time  of  the  year, 
fret  that  their  clients  will  make  even 
more  impossible  demands  in  the  next 
12  months,  then  wing  off  to  the  Carib- 
bean for  a  week  in  the  sun.  But  in 
1987  the  handwringing  may  be  more 
valid  than  usual.  Despite  a  projected 
8%  gain  in  billings  in  1987,  to  $110 
billion,  the  country's  top  advertising 
agencies  face  serious  problems. 

An  estimated  4,000  advertising  em- 
ployees— that's  over  3%  of  the  indus- 
try work  force — have  already  been 
laid  off  since  last  January,  and  more 
will  follow.  Why?  Some  clients,  angry 
that  a  handful  of  insiders  made  huge 
profits  in  last  year's  agency  mergers, 
have  begun  doing  more  work  in- 
house.  Others,  resentful  over  being 
traded  like  so  many  used  cars,  are 
moving  their  accounts  to  different 
agencies.  Some  complained  of  poten- 
tial conflicts  of  interest — two  rival 
food  companies,  for  example,  sudden- 
ly winding  up  in  the  same  mega-agen- 
cy. Still  others  are  seeking  to  pay  on  a 
fee  basis  rather  than  pay  customary 
commissions. 

Madison  Avenue  also  has  been  af- 
fected by  mergers  outside  its  industry. 
Companies  burdened  by  debt  are 
tightening  budgets.  More  important, 
many  corporate  managers,  fearing 
takeovers,  sought  to  keep  stock  prices 
high  by  reporting  record-breaking 
quarters.  That  meant  more  direct 
marketing  dollars — coupons,  dealer 
rebates,  gifts  with  purchase.  Those 
dollars  were  often  once  earmarked  for 
traditional  advertising  budgets.  The 
result:  Long-term  image  building  was 
sacrificed  for  immediate  gains  pro- 
duced by  instant  hard-sell  advertising. 

"I'm  not  expecting  a  big  rebound," 
says  Spencer  Plavoukos,  chairman 
and  chief  executive  of  SSC&B  Inc. 
"Budgets  will  be  tight,  and  the  shift 
into  short-term  sales  promotions  will 
continue.  Business  has  remained  rea- 
sonably strong  this  year  .  .  .  [but]  ev- 
erybody is  running  scared."  All  of 
which  means  that  the  4,000  now  out 
of  work  will  have  a  hard  time  finding 
new  jobs.  Agencies  can't  control  their 
income,  but  they  can  control  costs,  of 
which  payroll  may  account  for  65%. 

Deciding  how  to  get  more  work 
from  fewer  employees  is  on  every 
agency's  agenda  this  year.  Explains 
Michael  Lesser,  chairman  of  Lowe 
Marschalk:  "The  days  when  advertis- 
ing agencies  worried  only  about  mak- 
ing better  ads  are  over.  We  have  to 
become  better  cost  managers.  Clients 
are  asking  themselves  how  to  get 
more  for  less." 
The  system  of  15%  commissions 
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the  agencies  received  for  their  media 
buys  has  existed  for  a  half-century.  Its 
demise  has  oft  been  predicted,  but  the 
pressures  are  mounting.  Now  that 
agency  mergers  have  pointed  out  how 
lucrative  that  system  has  been  for 
Madison  Avenue,  clients  are  insisting 
on  cutbacks. 

"It's  a  system  that  isn't  going  to 
hold  up  under  scrutiny,"  predicts 
Lesser,  who  expects  to  bill  about  $330 
million  in  1987,  a  less  than  4%  gain. 
"The  smart  agencies  will  realize  that 
they  have  to  become  better  producers. 
Today  most  agencies  of  our  size  have 
at  least  four  levels  of  management  in 
place.  The  agency  of  the  future  will 
have  half  that  number." 

Another  side  effect  of  the  1986  in- 
dustry mergers  is  that  clients  have 
begun  demanding  relationships  with 
their  agency's  top  people.  They  fear 
that  their  account  will  be  lost  in  the 
new,  larger  agencies  that  have  been 
formed.  This  may  well  prove  a  boon 
to  agencies  with  small  client  lists. 
And  it  may  generate  more  small  agen- 
cies operating  with  only  a  handful  of 
accounts. 

"We're  seeing  more  chief  execu- 
tives become  directly  involved  with 
their  company's  marketing  efforts, 
even  to  the  point  where  they  are  read- 
ing ad  copy,"  says  Robert  Bloom, 
chairman  and  chief  executive  of 
Bloom  Cos.,  Inc. 

Not  all  the  news  is  bad.  The  corpo- 
rate merger  wave  has  been  good  for 
some  of  the  larger  agencies.  That's 
because  large  companies  want  to  do 
business  with  large  agencies  that  can 
service  their  needs  internationally. 
Agencies  with  foreign  subsidiaries 
have  gotten  an  added  lift,  of  course, 
from  the  drop  in  the  value  of  the  dol- 
lar against  key  foreign  currencies. 

"The  situation  in  the  U.S.  of  tighter 
spending  practices  isn't  characteristic 
internationally,"  says  Robert  James, 
chairman  and  chief  executive  of 
McCann-Erickson  Worldwide.  "Look 
at  Europe.  We  are  seeing  the  growth  of 
more  commercial  TV,  as  opposed  to 
state-run  television.  That's  good  for 
us,  because  it  opens  up  more  commer- 
cial air  time." 

What  about  those  cheaper  15-sec- 
ond  commercials  that  generated  so 
much  industry  fear  early  last  year? 
There  weren't  many  of  them  in  1986, 
and  they  may  be  relatively  infrequent 
this  year  as  well  because  agencies  and 
their  clients  are  slow  to  change. 

"The  15-second  commercials  aren't 
taking  off  the  way  it  was  feared,  and  I 
don't  think  they  will  until  somebody 
bases  an  entire  campaign  on  them," 
says  Bill  Tragos,  chief  executive  of 
TBWA  Advertising,  Inc.  "The  trick  to 


making  a  15  work  is  telling  a  com- 
plete story.  There  is  an  8-sccond  cam- 
paign running  in  France  for  Gerflor,  a 
floor  covering,  which  has  been  very 
effective.  It  features  a  naked  man 
holding  a  square  tile  in  front  of  him. 
He  says  Gerflor  makes  square  tiles 
that  are  self-adhesive.  He  then  jumps 
up,  and,  of  course,  the  tile  moves  with 
him.  The  shorter  lengths  work  when 
you  have  solid,  simple  ideas.  But 
those  are  hard  to  come  by." 

Another  factor  arguing  against 
more  15-second  commercials  this 
year  is  that  the  networks  are  not  rais- 
ing their  prices  substantially.  As  long 
as  total  advertising  costs  remain  sta- 
ble, fewer  advertisers  will  have  a  price 
incentive  to  go  to  the  shorter  length. 
Once  network  rates  jump  again, 
though,  say  in  1987,  the  15-second 
spots  will  be  noticed. 

Will  there  be  more  major  mergers 
ahead?  Not  likely,  since  there  are  few 


top-quality  independent  ad  firms  left. 
The  most  aggressive  buyer,  Saatchi  & 
Saatchi,  is  now  concentrating  on  effi- 
ciently operating  those  businesses 
that  it  has  already  acquired.  "You're 
going  to  see  the  dust  settle  for  a  bit," 
explains  Edward  Vick,  president  and 
chief  operating  officer  of  Ammirati  & 
Puris  Inc. 

One  prediction  is  safe  to  make: 
1987  will  sec  the  birth  of  a  number  of 
new  agencies.  Normally,  startups  are 
founded  by  creative  people,  and  these 
individuals  may  be  more  primed  than 
ever  before  to  take  the  plunge.  After 
all,  when  you  go  from  being  one  of 
three  superstars  at  an  agency  to  being 
one  of  a  dozen  after  a  merger,  you  no 
longer  feel  as  essential  as  you  did  be- 
fore. In  a  business  driven  by  powerful 
egos,  that  seems  a  prescription  for  am- 
bitious people  to  take  a  deep  breath 
and,  as  they  say  in  the  advertising 
business,  go  for  the  gold. — J.A.T. 
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Faces 

Behind  the  Figures 


Hot 

commodity 


When  we  first  evaluated  him,  we 
didn't  believe  the  numbers," 
says  Leon  Rose,  publisher  of  Managed 
Account  Reports,  which  tracks  the  trad- 
ing records  achieved  by  commodity 
fund  managers.  Rose  is  referring  to 
Paul  Tudor  Jones,  32,  the  latest  hot- 
shot in  that  notoriously  unpredictable 
line  of  work. 

Rose's  incredulity  is  easily  under- 
standable and  deserved.  In  1983  and 
1984,  when  managing  mostly  his  own 
money,  Jones  was  up  124%  and  505%, 
respectively.  Since  then,  Jones  has 
picked  up  a  lot  of  outside  investors, 
but  returns  remain  high:  136%  in 
1985  and  63%  through  the  first  three 
quarters  of  1986.  The  magic?  There  is 
none,  says  Jones,  who  has  shunned 
computerized  trading  systems.  "If 
there  was  any  system  that  could  win 
all  the  time,  it  would  have  all  the 
capital  in  the  world,"  reasons  Jones. 
Instead,  he  goes  on  instinct,  monitor- 
ing prices  on  a  wall  of  computer 
screens  in  his  lower  Manhattan  office, 
and  by  keeping  in  constant  touch 
with  his  seven  New  York-based  floor 
traders. 

Thanks  to  those  stellar  returns, 
Jones  is  now  running  $68  million  of 
other  people's  money  and  $2  million 
of  his  own,  taking  management  fees 


of  up  to  33%  for  his  trouble.  Like 
Richard  Dennis,  the  hot  Chicago- 
based  commodities  trader  who  runs 
$100  million  of  his  own  money 
(Forbes,  Oct.  27,  19H6),  Jones  began  as 
a  floor  trader.  Dennis  has  the  reputa- 
tion, but  Jones  is  gaining  on  him. 

Outside  investors  have  little  oppor- 
tunity to  capitalize  on  Jones'  skills  at 
the  moment.  This  hyperkinetic  Mem- 
phis-reared trader  knows  that  one  of 
the  fastest  ways  to  ruin  a  good  record 
is  to  get  overloaded  with  funds  in 
thinly  traded  markets.  Right  now,  his 
pool  is  closed  to  almost  everyone  ex- 
cept employees  and  their  families. 
But  Jones'  biggest  challenge  isn't  get- 
ting more  money,  it's  keeping  up 
those  fantastic  returns. — Dyan  Machan 


The  scion  also  rises 

William  Clay  Ford  Jr.,  son  of  Ford 
Motor's  current  vice  chairman, 
William,  and  great-grandson  of  Hen- 
ry, has  the  fancy  pedigree  and  ambi- 
tions to  match.  "I'd  like  the  top  posi- 
tion," admits  the  29-year-old,  who  is 
the  odds-on  favorite  to  represent  the 
next  generation  in  the  boardroom. 
Still,  the  scion  tempers  his  drive  with 
caution.  "So  much  depends  on  tim- 
ing— and,  of  course,  whether  I  am 
qualified." 

He  can't  do  much  about  timing,  but 
he  has  been  working  hard  at  building 
up  qualifications.  In  July  Bill  Ford  be- 


Commodities  trader  Paul  Tudor  Jones 

His  biggest  challenge  is  keeping  up  his  fantastic  returns. 


At  ~ 


Ford  Motor's  William  Clay  Ford  Jr. 
"I'd  like  the  top  position." 

came  director  of  truck  marketing  for 
Ford  of  Europe,  the  culmination  of  a 
chain  of  jobs  that  included  a  slot  with 
Ford's  negotiating  team  during  the 
historic  1982  United  Auto  Workers 
labor  agreement  as  well  as  stints  in 
advertising,  finance  and  even  earning 
a  master's  as  an  Alfred  P.  Sloan  Fellow 
at  MIT. 

"Being  a  family  member  at  the 
company  brings  a  hell  of  a  lot  of  op- 
portunities and  pressures,"  concedes 
young  Ford.  "You  tend  to  be  guilty  till 
proven  innocent."  He  has  put  in  the 
sweat  work  necessary  to  vindicate  his 
reputation.  Back  in  1980,  when  inter- 
est rates  hovered  around  20%,  Ford 
was  transferred  from  a  cushy  job  in 
car  development  to  selling  cars  in  de- 
pressed upstate  New  York.  Business 
picked  up  after  he  got  there.  Ford 
modestly  credits  that  success  to  the 
introduction  of  the  Escort,  adding, 
"But  at  least  I  didn't  screw  up." 

Ford,  who  joined  the  family  busi- 
ness after  graduating  from  Princeton 
in  1979,  has  been  tempted  to  leave  the 
company  only  once.  A  passionate  fly 
fisherman,  he  once  asked  Leigh  Per- 
kins, owner  of  fishing  equipment  pro- 
ducer Orvis,  whether  he  was  interest- 
ed in  selling.  After  a  family  meeting, 
Perkins  responded  that  his  sons  had 
finally  decided  to  take  over  the  busi- 
ness, a  decision  Ford  found  easy  to 
understand. — Richard  Morais 


Better  late  than  never 

In  an  earlier  era  Randy  Strausberg, 
senior  vice  president  in  charge  of 
the  government  bond  department  at 
Nikko  Securities  Co.,  Ltd.'s  New 
York  subsidiary,  might  have  been 
forced  to  commit  corporate  hara-kiri. 
Last  month  the  Federal  Reserve  Bank 
of  New  York  postponed  approval  of 
Nikko  Securities  International's  be- 
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Tom  ZimberonyGamma  Liaison 


William  Kieschnick,  chairrywn  of  the  Museum  of  Contemporary'  Art 
Just  as  many  naysayers  as  in  the  old  days  at  Arco. 


coming  a  primary  dealer  in  govern- 
ment securities,  while  granting  such 
status  to  competitors  Nomura  Securi- 
ties International,  Inc.  and  Daiwa  Se- 
curities America,  Inc.  Strausberg,  a 
four-year  veteran  of  the  Fed's  trading 
desk,  helped  guide  Nikko's  failed  ap- 
plication. But  he  still  has  his  job. 

What  went  wrong  with  Nikko's  ap- 
plication? Strausberg  claims  it  was  a 
matter  of  some  operational  deficien- 
cies, but  mostly  bad  timing.  "We  sub- 
mitted three  months  later  than  the 
other  two  Japanese  firms,"  he  says. 
Competitors  claim  it  was  more  than 
that.  In  order  to  become  a  primary 
dealer,  an  applicant  must  do  a  certain 
amount  of  business — generally  in  ex- 
cess of  $350  million  daily — to  qualify. 
To  make  the  grade,  past  applicants 
have  been  known  to  boost  business  at 
the  cost  of  profitability.  Competitors 
contend  that  Nikko  has  lost  a  bundle 
on  its  trading  in  recent  months,  but 
Strausberg  denies  it  was  much.  Says 
one  competitor:  "Now  the  Fed  wants 
quantity  and  quality — and  Nikko 
didn't  have  it." 

The  rejection  means  that  Nikko 
will  be  losing  valuable  business.  After 
the  Drysdale  and  Bevill,  Bressler  & 
Shulman  scandals,  which  shook  the 
government  securities  market,  get- 
ting a  nod  from  the  Fed  is  a  kind  of 
seal  of  approval  for  government  secu- 
rities dealers.  Scores  of  corporations 
and  municipalities  will  now  do  busi- 
ness only  with  primary  dealers.  That 
leaves  Nikko  out  of  the  running. 

But  probably  not  for  long.  Even 
competitors  concede  that  Nikko  will 
eventually  satisfy  the  Fed's  require- 
ments. Says  Strausberg:  "Our  applica- 
tion should  come  up  for  review  again 

Ricki  Rosen/Picture  Group 


Nikko  Securities'  Randy  Strausberg 
No,  hara-kiri  is  not  called/or. 


in  six  months — and  I  expect  to  pass." 
Apparently  Strausberg  has  convinced 
his  Japanese  bosses  of  the  wisdom  of 
that  old  Western  maxim:  Better  late 
than  never. — Ben  Weberman 


From  oil  to  oils 

Breathes  there  an  executive  who 
hasn't  fantasized  about  applying 
what  he  has  learned  in  the  daily  grind 
to  the  purely  public  interest?  William 
F.  Kieschnick,  63,  is  living  the  dream. 
Last  year,  after  38  years  at  Atlantic 
Richfield  Co.,  the  last  three  as  chief 
executive,  he  packed  in  corporate  life 
and  became  chairman  of  Los  Angeles' 
Museum  of  Contemporary  Art,  where 
he  had  been  a  trustee  since  1981. 

While  Kieschnick's  move  from  oil 
to  art  may  be  gratifying,  it  has  not 
been  serene.  He  has  had  to  contend 
with  nonstop  rumors  regarding  the 
fiscal  health  of  the  museum,  includ- 
ing speculation  that  it  would  never 
open.  Critics  carp  that  its  inaugural 
show,  which  opened  last  month,  is 
scheduled  to  run  for  a  year  only  be- 
cause the  museum  is  low  on  funds. 
Nonsense,  says  Kieschnick:  "We 
want  to  entice  people  with  a  gala 
show  and  make  them  want  to  return." 
Kieschnick  is  surely  accustomed  to 


naysayers.  In  1981  he  ignored  protests 
within  Arco  ranks  and  dropped  credit 
cards  at  the  gas  pump.  The  move  en- 
abled Arco  dealers  to  cut  prices  by  3 
cents  a  gallon  and  quickly  produced  a 
50%  increase  in  gallons  sold. 

He  says  the  museum  will  be  vindi- 
cated as  well.  Much  of  the  $33  million 
that's  been  raised  to  date  came  from 
big  corporate  givers,  including  $5  mil- 
lion from  Arco.  But  Kieschnick  points 
out  that  the  museum  has  also  sold 
28,000  individual  memberships  at 
$35  apiece.  That  places  the  museum 
second  only  to  New  York's  Museum 
of  Modern  Art  in  that  measure  of  pop- 
ular support  among  museums  dedi- 
cated to  contemporary  art. 

Now  that  the  Museum  of  Contem- 
porary Art  is  open,  Kieschnick  is  pre- 
paring to  beat  a  path  back  to  the  busi- 
ness battlefront.  "By  the  end  of  1987  I 
will  be  back  on  the  streets,"  he 
vows. — Gail  Buchalter 


Public  sector  pragmatist 

Martha  Hesse  has  always  been  a 
woman  of  strong  convictions. 
Back  when  she  was  an  adolescent,  she 
was  sent  from  the  table  for  arguing 
that  her  staunchly  Democratic  par- 
ents should  vote  Republican. 
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The  yeark  most  exuberant  best- 
seller is  sweeping  across  America! 


We  can't  remember  readers  or  reviewers  ever  having  a  better  time  with  a  book. 
Malcolm  Forbes  succeeds  in  doing  something  that  is  altogether  rare  in  this  world.  He 
has  fun-and  in  Around  the  World  on  Hot  Air  and  Two  Wheels  we  share  it  to  the  hilt. 


"A  book  overflowing  with 
exuberance  and  great 

good  humor.  Malcolm  Forbes, 

owner  and  editor  of  Forbes  magazine,  is 
surely  one  of  the  richest  of  men  and 
very  likely  the  busiest.  What  he  does 
with  his  money  is  endlessly  fascinating 
and,  in  a  way,  almost  endearing  Now 
he  has  put  together  a  handsome  book 
celebrating  his  exploits.  Around  the 
World  on  Hot  Air  and  Two  Wheels  is 


priced  at  $24.95  and  it's  worth  every 
penny."  -Jeremiah  Tax,  Sports  Illustrated 

"So  overwhelmingly  a 
celebration  of  the  joys  of 

adventure,  as  well  as  an  affirma- 
tion of  the  'good  side'  of  life,  that  the 
reader  is  soon  buoyed  by  its  exuberant 
message:  'Don't  stay  put  when  you  can 
put  foot  into  any  part  of  this  still  whole, 
wide  and  mostly  wonderful  world.'  " 
—Shirley  Horner,  The  New  York  Times 


"A  cross  between  Marco 
Polo  and  Jules  Verne. 

Who  else  in  the  second  half  of  the  20th 
century  would  fly  across  continents  and 
oceans  in  a  brightly-colored  balloon  or 
go  jolting  his  way  on  a  motorcycle 
through  countries  like  China,  Pakistan, 
and  across  North  Africa?  In  this  gor- 
geously illustrated  book  Forbes  tells  why 
and  how  he  did  it  and  why  he  will  pre- 
sumably go  on  doing  it  as  long  as  he  can. 

"A  book  for  the  eye  to 
admire  and  the  mind  to 
marvel  over?-J°hnBarkham 

Hemews 


lost  in  full  color— it's  the  happiest  book  you  can  give.  At  bookstores  now. 

^^■■^■■■m Simon  and  Schuster 


Faces 

Behind  the  Figures 


sht'pard  Sherbell/Plcture  Group 


Today,  at  44,  she  is  the  new  chair- 
man of  the  Federal  Energy  Regulatory 
Commission.  Now  her  goal  is  to 
speed  up  the  slow-moving  agency, 
which  controls  the  pricing  and  sales 
of  60%  of  the  natural  gas  and  30%  of 
the  electricity  used  in  the  U.S.  (see p. 
164).  Her  task  is  substantial:  Some 
requests  that  were  filed  by  utilities 
back  in  the  1970s  to  operate  dams  are 
still  pending. 

Hesse  contends  that  she  can  accel- 
erate FERC  by  infusing  it  with  private 
industry  pragmatism.  Since  her  con- 
firmation in  October,  she  has  hired 
consulting  firm  Arthur  Young  to 
streamline  FERC's  procedures.  She 
also  is  creating  several  new  paid  fel- 
lowships at  FERC  (similar  to  those  at 
the  SEC)  that  will  enable  managers 
from  the  private  sector  to  work  beside 
regulators,  learning  how  the  public 
sector  operates. 

Having  toiled  most  of  her  career  in 
the  private  sector,  Hesse  has  spent 
some  of  the  last  half-dozen  years 
learning  those  same  lessons.  In  1969 


Federal  Energy  Regulatory  Commission 's  Martha  Hesse 
Applying  lessons  learned  in  the  private  sector. 


she  cofounded  a  data  processing  con- 
sulting company,  SEI  Information 
Technology.  Eleven  years  later,  con- 
cerned about  "the  deterioration  of  the 
country,"  she  quit  SEI  and  volun- 
teered full  time  for  the  Bush  and  Rea- 
gan presidential  campaign,  living  on 
savings.  Her  reward  was  a  series  of 
positions  with  the  departments  of  En- 
ergy and  Commerce. 


Hesse,  the  first  woman  to  head  the 
male-dominated  agency,  is  busily 
changing  attitudes  toward  gender  as 
well  as  policy.  After  taking  over,  she 
hired  her  own  troops,  including  many 
women.  Laughs  Hesse:  "The  feeling 
here  is  that  if  a  woman  you  don't 
know  talks  to  you  in  the  hallway,  you 
better  pay  attention." — Lisa  M.  Keefe 


NO  SNOW  JOB. 
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SAVANNAH,  GEORGIA 

We've  prepared  a  white  paper  on  Savannah  and  the  business  climate  here: 
The  Savannah  Site  Selector's  Manual  anticipates  and  then  answers  the  important 
location  questions. 

It  details  in  black  and  white  what  we've  got  in  Savannah  and  how  the 
Savannah  Economic  Development  Partnership,  a  private,  non-profit  organiza- 
tion, is  in  the  position  to  deal  with  you. 

It  is  precisely  the  sort  of  no-nonsense  reference  you  will  appreciate, 
presented  so  that  you  can  handle  it  without  a  shovel. 

For  a  free  copy  of  the  Savannah  Site  Selector's  Manual,  write  to:  yv 
Kevin  Shea,  Savannah  Economic  Development  Partnership, 

P.O.  Box  128,  Savannah,  Georgia  31402-0128,  ^Xl 
or  call  1-800-722-8044  (In  Georgia  1-800-262-8525) 

Name  &  Title:  

Company:  

Address:  .  


Savannah 


Economic 


Phone: 


Telex: . 


Development 
Partnership 
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Taxing  Matters 


Edited  by  Laura  Saunders 


A  few  surprises  await  investors  who  have 
been  trying  to  figure  what  the  new  law  will 
do  to  corporate  tax  rates. 

Winners 
and  losers 


F|  rankly,  I  was  surprised,"  says 
Mark  Starcher.  "I  thought  tax 
reform  would  help  department 
stores  and  health  care  firms  more,  and 
hurt  drug  manufacturers  more."  Wall 
Street  types  will  probably  be  surprised 
as  well,  for  the  same  reasons. 

Starcher  is  counsel  at  Tax  Analysts, 
an  Arlington,  Va. -based  nonprofit 
publisher  of  tax  information.  Recent- 
ly he  completed  a  study  of  the  tax 
act's  effect  on  about  1,000  large  public 
companies.  For  each,  he  used  1985 
shareholder  reports  to  figure  out  what 
the  companies  actually  paid  Uncle 
Sam  as  a  percentage  of  domestic  in- 
come. (In  addition  to  current,  or  im- 
mediately payable,  taxes,  Starcher 
counted  deferred,  or  postponed,  taxes 
where  it  appeared  that  the  deferral 
would  last  for  only  a  few  years.)  Then 
Starcher  estimated  what  the  compa- 
nies would  have  paid  if  the  1986  act 
had  been  in  effect. 

He  found  some  suspicions  con- 


firmed, others  not.  If  the  results  of  the 
study  hold  good,  the  overall  U.S.  tax 
burden  on  companies  will  rise  to 
25.7%,  from  20.9%.  That  should 
please  lawmakers;  it's  just  what  they 
intended  when  they  rewrote  the  rules 
last  summer. 

The  big  losers,  as  expected,  will  be 
in  capital-intensive  industries  like 
mining  (a  rise  of  29.3  percentage 
points  in  the  average  tax  rate,  to 
37.5%),  natural  gas  transmission 
companies  (up  by  16.9  percentage 
points),  and  chemicals  (up  14.8 
points).  These  industries  have  relied 
heavily  on  the  10%  investment  tax 
credit  and  accelerated  depreciation,  so 
they  haven't  been  paying  anything 
close  to  the  old  law's  basic  46%  cor- 
porate tax  rate.  "In  general,  if  you 
relied  on  the  [investment  credit],  then 
you  are  going  to  lose,"  explains 
Starcher. 

The  winners?  Firms  that  rely  on 
investments  in  labor  more  than  in 


capital.  Wholesalers  will  see  their  tax 
rates  drop  6.2  percentage  points,  ap- 
parel retailers  5.9  points  and  furniture 
makers  7.4. 

Department  stores  as  a  group  will, 
surprisingly,  pay  a  bit  more.  J.C.  Pen- 
ney will  have  a  tax  rate  8.6  points 
higher.  Health  care  firm  will  do 
worse.  Says  Starcher,  "I  think  some 
department  stores  have  large  real  es- 
tate investments  which  will  be  affect- 
ed by  lengthened  depreciation,  and 
many  of  the  health  care  companies 
have  invested  heavily  in  electronic 
equipment." 

The  average  drug  company  will  see 
its  rate  go  down  slightly.  The  industry 
doesn't  rely  much  on  the  investment 
credit  and  has  managed  to  save  its 
most  visible  tax  benefit,  a  credit  for 
manufacturing  in  Puerto  Rico.  It  sal- 
vaged most  of  the  research  and  devel- 
opment credit  as  well. 

One  caveat:  For  simplicity,  the 
study  assumes  no  change  in  behavior 
in  response  to  the  law,  an  assumption 
that  won't  hold.  As  Starcher  himself 
says,  "Never,  but  never,  underesti- 
mate the  ingenuity  of  tax  lawyers  and 
accountants." — L.S. 


Ouch 


Some  industries  will  see  their 
effective  tax  rates  drop  by  1988. 
But  overall,  the  corporate  bur- 
den will  rise  4.7  points. 


Change  in    New  tax 
Industry  tax  rate*  rate 


mining  +  29.3%  37.5% 

gas  pipeline  +16.9  21.6 

chemicals  +  14.8  35.8 

motor  vehicles  + 14.0  40.5 

electric  utilities  + 13.7  25.2 


shipping  +11.6  10.4 

semiconductors  +  11.3  27.2 

lumber  +10.1  29.7 

paper  +9.8  26.1 

construction  +9.6  18.7 


US  industry  average         +4.7%  25.7% 


furniture  -7.4%  30.8% 

tobacco  -7.1  30.9 

apparel  mfg  -6.6  33.9 

wholesaling  -6.2  28.6 

advertising  -6.1  20.4 


apparel  retailing  -5.9  27.5 

drug  retailing  -5.7  30.7 

insurance  brokerage  -5.5  40.8 

paper  products  -5.4  29.4 

stock  brokerage  -5.0  26.8 


'Change  in  effective  tax  rate,  in  percentage  points 
(An  increase  from  a  10?6  rate  to  a  15%  rate  would 
be  shown  as  +5%  ) 


Chai  B  Slackman 
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THE  FIDELITY  ALL-WEATHER  FUNDS 


A  Fidelity 
response  to 
market  volatility. 

Fidelity's  Ail-Weather  Funds  are  committed  to  bringing  you  a  wide  range  of  growth  and  income 
investments  designed  to  perform  across  all  market  conditions. 


Fidelity  Puritan  Fund 

Puritan  Fund  is  our  most  conservative  equity  fund.  Yet  in 
the  last  five  years  it  has  recorded  double  digit  returns  with 
a  26.15%  return  for  the  year  ended  9/30/86. 1  Compare 
that  performance  to  other  conservative  investments. 

Fidelity  Growth  &  Income  Portfolio 

Growth  &  Income  Portfolio  is  the  latest  addition  to  the 
Fidelity's  All-Weather  Funds.  It  is  moderately  aggressive  in 
its  pursuit  of  long-term  growth  and  income.  Act  quickly, 


Fidelity  Equity-Income  Fund 

Equity-Income  Fund  has  a  record  of  performance  in  up 
and  down  markets.  Over  the  last  10  years,  it  has  provided  a 
545.54%  return  -  three  times  higher  than  the  S&P  5007 

Fidelity  Fund 

Fidelity  Fund  -  Fidelity's  original  stock  fund  -  invests  in 
established  companies.  It  has  a  remarkable  record,  paying 
dividends  for  40  consecutive  years  and  has  achieved 
growth  of  capital  in  35  of  the  40  years. 


no  sales  charge  through  12/31/86. 

Minimum  investment  for  Fidelity  Fund,  Puritan  Fund  and  Equity-Income  Fund,  $1,000.  For  Growth 
&  Income  Portfolio,  $2,500;  for  IRA's,  $500.  Past  performance  is  no  guarantee  of  future  results:  stock 
prices  will  fluctuate. 

'Total  return  for  the  year  ending  9/30/86  includes  change  in  share  price  and  reinvestment  of  all  div  idends  and  capital  gains  distributions. 
Figures  update  page  5  of  the  fund's  Prospectus.  Total  return  for  the  5  years  ended  9/30/86  was  191 .77% . 

2Total  return  for  the  10  years  ended  9/30/86  was  545  . 54% .  It  includes  change  in  share  price,  reinvestment  of  all  dividends  and  capital  gains 
distributions,  and  the  fund's  2%  sales  charge.  Figures  update  page  5  of  the  fund's  Statement  of  Additional  Information.  S&P  500  is  a  registered 
trademark  of  Standard  and  Poor's  Corporation  (a  widely  recognized  unmanaged  index  of  stock  market  performance) . 


The  Fidelity  All-Weather  Funds 


For  more  complete  information,  including  management  fees,  expenses,  and  a  2%  sales  charge  on  Equity-Income, 
call  or  write  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  Fidelity  Distributors  Corpora- 
tion (General  Distribution  Agent) ,  P.O.  Box  660603,  Dallas,  TX  75266. 

Name  Address  


City. 


-State . 


.Zip. 


Please  send  a  free  fact  kit  on: 
□  Fidelity  (FID)  □  Puritan  (PUR)  □  Equity-Income  (EQU)  □  Growth*  Income  (GAI) 
Ask  for  our  IRA  and  Keogh  Kits  for  these  funds. 


Call  toll-free  24  hours. 

1-800-544-6666 

In  Massachusetts  call  collect  617-523-1919 


Fidelity 
Investments 
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Science  &  Technology 


Edited  by  Gail  Bronson 

From  computers  to  cars,  manufacturing 
still  begins  with  handcrafted  tools.  But  the 
industry  is  dying  before  our  eyes. 

The  decline  of  the 
master  craftsman 


By  Susan  Gilbert 


At  the  Tedco  tool  and  die  shop  in 
Greenville,  R.I.,  an  elderly  man  wear- 
ing an  oil-spattered  smock  spends  two 
months  hand-grinding  and  polishing  a 
metal  sliver  to  a  tolerance  of  one-third 
the  width  of  a  human  hair.  Although 
his  labors  seem  out  of  another  age,  the 
metal  slivers  will  soon  become  part  of 
a  custom-made  die  to  punch  out  mil- 
lions of  tiny  staple-shaped  connectors 
for  microchips.  Even  today,  in  an  age 
of  robots  and  automated  factories,  the 
manufacture  of  most  things  still  be- 
gins with  a  tool  and  die  maker  using 
techniques  that  made  New  England's 
tinkerers  and  toolmakers  world  fam- 
ous more  than  100  years  ago. 

The  tool  and  die  industry  survived 
hard  times  during  the  recession  of 
1981-82  that  slowed  U.S.  manufactur- 
ing. But  now  the  country's  12,000  tool 
and  die  shops 
face  a  new  and 
potentially  even 


Design 


Tedco  apprentice  toolniaker  John  Barbosa 
Unrivaled  skills  fast  disappearing. 


more  damaging  threat — foreign  com- 
petition. Laments  Tedco's  President 
Robert  Vincent,  in  a  complaint  heard 
throughout  the  industry,  "Anything 
we  can  do,  the  Taiwanese  can  imitate 
and  make  more  cheaply." 

Once  the  world  leaders  in  crafting 
one-of-a-kind  tools  and  the  dies  that 
press  these  tools,  Americans  over  the 
last  five  years  have  seen  their  domi- 
nance slip  badly.  The  related  machine 
tool  industry  has  lost  almost  half  its 
U.S.  market  to  less  expensive  im- 
ports. Similarly,  sales  of  imported 
tools  and  dies  in  the  U.S.  rose  16%  in 
1985,  to  $250  million,  while  U.S.  ex- 
ports stagnated  at  $210  million. 

Having  hired  American  master 
craftsmen  to  teach  them  the  requisite 
skills,  many  Asian  competitors  now 
produce  tools  and  dies  of  the  highest 
quality.  Many  foreign  tool  and  die 
makers,  moreover,  enjoy  such  gener- 
ous government  subsidies  that  they 
can  sell  their  wares  in  the  U.S.  for 
little  more  than  American  shops 
must  pay  for  raw  materials  alone.  Do- 
mestic machine  tool  manufacturers 
will  benefit  from  recent  presidential 
action  limiting  machine  tool  imports 
from  Japan,  Korea,  West  Germany  and 
Switzerland.  But  when  these  cheap 
imports  disappear,  domestic  tool  and 
die  makers  that  use  these  machine 
tools  will  see  their  margins  shrink. 

At  Ideal  Tool  &  Manufacturing  in 
Chicago,  sales  are  down  to  $5  million, 
from  $6  million  in  1981.  "Our  busi- 
ness is  hurting  because  our  big  clients 
are  either  manufacturing  abroad,  like 
John  Deere,  or  they  are  so  hurt  by 
foreign  competition  that  they  have 
cut  back  on  manufacturing  altogeth- 
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Pholos  hv  Vt'avne  Sor 


Tedco  apprentice  toolmaker  Fidel  Estrada  (left)  and  President  Robert  Vincent  (standing  at  right  in  second  picture) 
"Anything  we  can  do,  the  Taiwanese  can  imitate  more  cheaply." 


er,"  says  President  Eric  Sund. 

Big  manufacturers,  such  as  United 
Technologies,  don't  mind  paying 
more  for  U.S. -made  tools  so  long  as 
their  workmanship  remains  high. 
Distressingly  often,  now,  that  isn't 
the  case.  "Our  biggest  complaint  with 
American  firms  is  their  high  degree  of 
errors,"  says  James  Holloway,  a  man- 
ufacturing manager  for  Pratt  &  Whit- 
ney, a  division  of  United  Technol- 
ogies. As  a  result,  when  Pratt  &  Whit- 
ney went  shopping  two  years  ago  for 
$46  million  worth  of  precision  ma- 
chinery and  tools,  it  took  its  business 
to  a  West  German  firm. 

U.S.  firms  can,  of  course,  still  pro- 
duce tools  and  dies  of  unrivaled  excel- 
lence. Take  Surface  Finishes  Inc.,  a 
small  ($1.5  million  1986  sales)  shop  in 
Addison,  111.  It  numbers  among  its 
clients  none  other  than  Nippon  Elec- 
tric Co.  of  Japan,  which  buys  "flats" — 
very  level  disks  used  as  a  standard  for 
gauging  the  flatness  of  a  surface. 

Just  how  skilled  are  the  company's 
craftsmen?  For  much  of  this  year  they 
labored  to  hand-grind  and  smooth  out 
electron  microscope  lens  parts  to 
within  20-millionths  of  an  inch  of 
perfect  flatness.  (By  comparison,  most 
other  tool  and  die  shops  work  to  one- 
ten-thousandth  of  an  inch.)  Says  Mark 
Drzewiecki,  36,  who  worked  at  the 
shop  for  20  years  before  buying  it  in 
1984,  "If  the  U.S.  were  that  flat,  its 
topography  would  not  vary  by  more 
than  five  feet." 

Unfortunately,  companies  like 
Drzewiecki's  are  rapidly  becoming 
the  exception  to  the  rule.  With  busi- 
ness uncertain  for  many  U.S.  tool  and 
die  makers,  there  are  neither  the  posi- 


tions for  new  apprentices  nor  the 
money  to  train  them.  And  without 
apprentices,  the  unrivaled  levels  of 
skill  that  have  been  passed  down  in 
this  country  for  more  than  a  century 
are  rapidly  being  lost. 

"Our  master  craftsmen  will  retire 
in  five  to  ten  years,  and  I  don't  have 
people  to  replace  them,"  says  Ralph 
Klingler,  general  manager  of  toolmak- 
ing  for  the  Janler  Corp.,  a  tooling  and 
machining  company  in  Chicago. 
About  6,000  tool  and  die  apprentices 
completed  training  programs  in  1985, 


Surface  Finishes'  Mark  Drzewiecki  mea- 
suring a  die  used  in  missile  production 


down  from  16,000  in  1979.  Most  oper- 
ate the  new  computer-controlled  ma- 
chines that  now  design  and  cut  tools 
at  many  shops. 

"If  the  steel  industry  falls  on  hard 
times,  at  least  its  most  precious  re- 
source lies  waiting  in  the  ground  to  be 
mined  when  business  picks  up 
again,"  notes  Murray  Gerber,  owner 
of  Prototype  Plastic  Mold  in  Middle- 
town,  Conn.  "But  the  tool  and  die 
industry's  most  precious  resource  is 
its  master  craftsmen.  If  they  are  lost, 
it  will  take  generations  to  replace 
them." 

So  what  is  to  be  done?  One  impor- 
tant step  urged  by  the  National  Tool- 
ing &.  Machining  Association  is  to 
streamline  the  process  by  which  U.S. 
companies  can  bring  lawsuits  against 
foreigners  suspected  of  illegal  dump- 
ing. At  present  it's  virtually  impossi- 
ble to  prove  a  foreign  shop  is  dumping 
tools  and  dies  in  the  U.S.  market  be- 
cause of  inadequate  government  trade 
records. 

But  proving  the  existence  of  dump- 
ing is  only  half  the  problem.  As  the 
law  is  presently  written,  even  if  a  U.S. 
tool  and  die  maker  can  prevail  in 
court,  any  damages  awarded  would  go 
not  to  the  aggrieved  plaintiff  but  to 
the  U.S.  Treasury.  That  hardly  seems 
fair,  since  the  plaintiff's  legal  costs 
often  can  exceed  $250,000. 

Thus,  the  association  successfully 
lobbied  to  introduce  a  bill  into  Con- 
gress that  allows  the  companies 
themselves  to  collect.  Those  reforms 
alone  won't  solve  the  industry's  trou- 
bles, but  they  are  certainly  a  step  in 
the  right  direction. 
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Streetwalker 


Be  your  own  arb 

In  hot  countries  when  an  animal  (or 
the  occasional  human)  drops  dead 
in  the  field,  the  kite  hawks  circle 
down  to  pick  the  bones  clean.  It  is  not 
a  pretty  sight.  But  by  removing  the 
carrion,  the  birds  do  perform  a  social- 
ly useful  function. 

Roger  CaraVPholo  Researchers 


Kite  hawks  in 


Like  arbs,  socially  useful. 


Arbitragers,  too,  are  not  always  a 
pretty  sight.  But  when  they  land  on 
the  shares  of  a  company  for  which  a 
bid  has  been  made,  the  arbs  pour 
through  the  complex  financing  litera- 
ture, price  the  carcass  competitively 
and  so  create  liquidity  for  investors 
who  want  to  get  out  at  close  to  the 
offered  price. 

"Until  a  month  or  so  ago,  you 
bought  a  stock,  it  went  up,  the  deal 
closed,"  says  one  arb  source.  "Maybe 
there  was  even  another  bid.  Anyway, 
the  spreads  got  very  thin." 

In  the  wake  of  the  Boesky  scandal, 
however,  the  spreads  on  several  deal 
stocks  appear  unusually  wide.  That 
would  suggest  that  public  investors 
are  now  able  to  get  less  for  their  deal 
stocks  than  when  the  arbs  were  in  full 
presence.  One  ranking  arb  points  to 
Viacom  International  and  Owens-Illi- 
nois. Viacom  insiders  have  a  $45 -a- 
share  leveraged  buyout  offer  on  the 
table,  yet  the  stock  was  recently  trad- 
ing at  38V4— and  that  15%  discount 
recalls  the  kind  of  spreads  that  you 
saw  when  interest  rates  were  in  dou- 
ble digits. 

In  the  case  of  Owens-Illinois,  Kohl- 
berg  Kravis  Roberts  has  offered  $55 
cash.  KKR  has  a  history  of  raising, 
modestly,  its  bids  to  get  the  deal  done. 
Yet  O-I  is  trading  at  50'/4.  Says  our  arb 


friend:  "If  Ivan  were  still  on  the  scene, 
I  guarantee  you  that  O-I  would  be 
trading  at  56." 

Clearly,  the  arbs  are  spooked,  and 
not  just  by  stoolies  bearing  hidden 
tape  recorders.  Partnerships  that  le- 
veraged both  their  equity  and  profits 
from  the  first  half  of  1986  got 
swamped  by  Boesky's  fall.  "This  past 
month,"  says  another  arb,  "has  put 
the  risk  back  in  risk  arbitrage." 

In  Goodyear's  recapitalization,  for 
example,  the  company  will  pay  $50 
cash  for  41%  of  the  shares  tendered; 
the  rest  is  expected  to  trade  around 
45,  for  a  blended  price  of  about  $47  a 
share.  Recent  price:  just  41%.  A  nice 
profit  potential.  But  the  arbs  are  afraid 
that  everyone  will  sell  shares  that  are 
tendered  but  not  accepted  into  the 
market  on  the  same  day,  depressing 
the  price  below  45.  An  even  greater 
fear  is  that  the  overall  market  will  be 
weaker  by  the  time  the  recapitaliza- 
tion is  finished.  Thus  the  arbs  fear 
that  they  will  be  unable  to  blend  the 
value  of  the  cash  and  the  shares  to- 
gether at  a  price  that  would  justify 
holding  the  stock. 

Note  that  this  gives  every  investor  a 
chance  to  do  his  own  arbitrage,  assay- 
ing the  prospects  and  taking  a  posi- 
tion if  the  deal  looks  like  it  is  going 
through.  Only  don't  forget:  The  risk  is 
back  in  risk  arbitrage. — Thomas  Jaffe 


Double-dipper 

Is  Texas  Commerce  Bancshares  an 
example  of  what  happens  when  the 
arbs  depart?  Could  be.  Last  month 
Chemical  New  York  Corp.  offered  to 
buy  Texas  Commerce  for  cash  and 
paper  valued,  by  Chemical,  at  $36  per 
TCB  share.  The  Texas  bank's  recent 
price  was  $26. 

In  the  opinion  of  Robert  Rodriguez 
of  Los  Angeles-based  First  Pacific  Ad- 
visors, that  spread  is  far  too  wide. 
Rodriguez  notes  that  Texas  Com- 
merce shareholders  will  receive  $7  a 
share  in  cash,  Chemical  stock  worth 
about  $4  and  a  new  issue  of  Chemical 
adjustable-rate  preferred  stock  worth 
$12.  That's  $23  a  share  in  solid  value. 
But  there's  more. 

TCB  holders  also  will  get  a  new 
issue  of  Chemical  Class  B,  whose  con- 
vertibility depends  on  TCB's  profit- 
ability over  the  next  five  years,  as  well 
as  a  separate  class  of  TCB  stock, 
whose  value  varies  with  the  perfor- 
mance of  some  bad  real  estate  and 
energy  loans. 


How  do  you  value  these  two  securi- 
ties? You  can't,  precisely.  But  you  can 
estimate  a  range  of  values.  Rodriguez 
thinks  that  together  the  pieces  are 
worth  a  minimum  of  $1.30  per  TCB 
share  and  a  maximum  of  $29  a  share. 
With  Texas  Commerce  at  26,  then, 
Rodriguez  figures  he  is  paying  about 
$3  a  share  for  paper  that  probably 
won't  be  worth  the  full  $29  but  is 
likely  to  be  worth  considerably  more 
than  the  $1.30.  In  the  meantime, 
there  is  a  6%  yield. 

Rodriguez,  by  the  way,  recom- 
mended Texas  Commerce  in  this  col- 
umn last  spring  (Af)r.  21,  19X6),  when 
the  stock  was  at  21.  He  sold  when  it 
reached  the  high  20s  and  is  buying 
back  in  at  26.  Making  money  at  cur- 
rent prices,  boasts  double-dipper  Ro- 
driguez, "is  an  absolute  lay-up  from 
here." — John  Heins 


Dateline:  Sydney 

Interested  in  investing  overseas? 
Streetwalker  has  lately  been  Down 
Under  watching  the  Australian  and 
New  Zealand  stock  markets  scale 
new  heights.  Recently  Australia's  All 
Ordinaries  Index  hit  1456,  up  44% 
this  year.  Across  the  Tasman  Sea, 
New  Zealand's  tiny  but  robust  mar- 
ket, based  in  Wellington,  has  more 
than  doubled.  Our  own  DJIA  is  up  a 
relatively  paltry  24%. 

It's  not  that  either  economy  has 
been  roaring.  New  Zealand's,  in  fact, 
has  been  sputtering,  the  victim  of 
near  12%  inflation  and  mounting  for- 
eign debt.  But  the  Kiwi  market  has 
been  nourished  by  takeover  fever, 
made  the  more  intense  by  fancy  ac- 
counting practices  whereby  raiders 
with  high-flying  stocks  issue  new 
shares  to  buy  other  companies, 
promptly  revalue  the  victims'  assets 
and  often  pass  the  revaluations 
straight  into  earnings.  This  pushes 
the  raider's  stock  price  still  higher, 
and  the  cycle  begins  again — with  the 
result  that  some  New  Zealand  com- 
panies are  now  trading  at  five  times 
their  stated  assets. 

The  phenomenon  is  much  in  evi- 
dence in  Australia,  too. 

Warns  Brent  Potts,  senior  partner  of 
leading  Sydney  brokerage,  Potts  West 
Trumbull  &.  Co.:  "The  Australian 
market  is  getting  overheated.  Shares 
aren't  being  bought  for  owning. 
They're  bought  for  reselling.  It  works, 
but  only  as  long  as  you  can  keep  pass- 
ing the  parcel  to  someone  else." 
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Other  disturbing  signs:  Virtually 
everyone  is  bullish — perhaps  too  bull- 
ish— on  Australian  gold  stocks.  Also, 
shells  can  go  public  and  zoom  to  five 
times  the  initial  offering  price. 

But  just  when  Streetwalker  thought 
the  market  Down  Under  was  about  to 
sink  down  under,  we  noted  that  solid 
Aussie  industrials — as  opposed  to 
deal  fluff — still  sell  for  an  average  12 
times  prospective  1987  earnings.  At 
multiples  around  that  level  or  lower, 
you  can  buy  companies  with  strong 
balance  sheets,  plenty  of  surplus  cash 
flow  and  solid,  if  sluggish,  markets  at 
home.  Growing  overseas  earnings  are 
partially  offsetting  the  weak  Austra- 
lian dollar.  Among  those  Streetwalker 
intends  to  take  a  closer  look  at: 

Boral  Ltd.  (sales:  $1.3  billion),  lead- 
ing supplier  to  Australia's  building  and 
construction  industry,  major  marketer 
of  liquid  propane  and  the  U.S.'  largest 
brickmaker.  Recent  price:  $2.98,  11 
times  1987's  likely  earnings. 

Brambles  Industries  (sales:  $650 
million),  in  everything  from  industri- 
al waste  disposal  to  railcar  leasing.  By 
1988  Europe  and  Canada  should  ac- 
count for  roughly  half  of  earnings. 

Pacific  Dunlop,  Australia's  top 
tiremaker  and  auto  parts  distributor, 
and  producer  of  batteries  and  cables.  It 
has  been  streamlining  its  manufactur- 
ing base  while  shifting  its  chloride 
and  latex  operations  abroad.  Sales: 
$1.8  billion.  Market  cap:  $1.1  billion. 

Most  intriguing,  there  is  Goodman 
Fielder  Ltd.,  soon  to  be  renamed 
Goodman  Fielder  Wattie  following  a 
merger.  The  fast-growing  Sydney- 
based  concern  is  now  Australia-New 
Zealand's  biggest  food  company  and 
owns  14.6%  of  Ranks  Hovis  McDou- 
gall.  Ranks  is  the  U.K.'s  second-larg- 
est food  producer  and  has  sales  of 
nearly  $300  million  in  the  U.S.,  a  mar- 
ket Goodman  wants  to  penetrate. 
(Some  Aussie  investors  think  Good- 
man Fielder  may  try  to  buy  the  rest  of 
Ranks  next  year.)  Chairman  Patrick 
Goodman,  57,  and  Duncan  MacDon- 
ald,  his  45-year-old  president,  want  to 
take  the  company  international.  Urg- 
ing them  on  is  Elders  IXL,  the  huge 
Australian  conglomerate,  which 
owns  16%  of  Goodman. 

Goodman  Fielder's  annual  sales 
should  exceed  $1.3  billion,  against  a 
market  value  of  $1.2  billion.  The 
stock  has  been  strong.  But  for  the  fis- 
cal year  ending  next  June  30,  Mark 
Ellis  of  Melbourne's  May  Mellor 
Laing  &  Cruickshank  is  looking  for 
earnings  of  about  20  cents  a  share.  So 
at  a  recent  price  of  $3.05,  it  still  trades 
at  15  times  estimated  earnings,  a  dis- 
count from  the  big  U.S.  food  stock 
multiples.  O-t-c-traded  American  De- 


positary Receipts  are  available. 

For  those  of  you  who  are  interested 
in  doing  a  bit  of  overseas  investing, 
Goodman  Fielder  Wattie  and  the  bet- 
ter-quality Australian  stocks  in  gener- 
al merit  investigation — T.J. 


July  stocking  staffers 

Prescott  Ball  &  Turben  analyst  El- 
liott Schlang  likes  to  unearth  lit- 
tle-known midwestern  manufactur- 
ers. For  the  holidays  the  Cleveland 
analyst  has  a  half-dozen  smallish 
companies  he  calls  his  July  Jollies. 
That's  because  each  has  a  very  high 
tax  rate  and  a  fiscal  year  that  ends 
near  July,  the  month  the  new  rate- 
reducing  tax  bill  takes  effect  next 
year.  Rather  than  receive  their  tax 
relief  staggered  over  two  years,  the 
July  Jollies  will  get  their  benefit  in 
one  fell  swoop,  in  fiscal  1988  (begin- 
ning next  July).  Fiscal  1988  earnings, 
in  other  words,  should  be  up  nicely 
over  fiscal  1987  net — and  Schlang  ex- 
pects each  company  to  post  record 
earnings  in  fiscal  1987,  too. 

In  terms  of  what  they  do,  the  July 
Jollies  are  definitely  a  mixed  bag. 


Brass  bed  by  Dresher 
Action  come  July? 


Dresher,  Inc.  makes  brass  and  white 
metal  beds.  For  the  year  ending  June  30, 
1987  it  should  earn  63  cents  a  share  on 
sales  of  $47  million.  Recent  o-t-c  price: 
lOVi.  J. P.  Industries  (sales:  around  $310 
million)  makes  transportation  compo- 
nents and  plumbing  products.  It  trades 
on  the  NYSE,  recently  at  163/s,  13  times 
likely  fiscal  1987  net. 

Cleveland's  RPM,  Inc.  is  a  leader  in 
the  protective  coatings  used  for  wa- 
terproofing. It  should  earn  $1.40  a 
share  in  its  year  ending  next  May  31, 
and  can  be  found  over-the-counter,  at 
19%.  A  fourth  outfit,  A.  Schulman 
Inc.  (estimated  fiscal  1987  sales  of 
$420  million),  is  a  leading  supplier  of 


plastic  compounds  and  resins  and 
sells  for  42  '/>,  14  times  likely  fiscal 
1987  earnings.  At  20  times  earnings, 
J.M.  Smucker  Co.  ("With  a  name 
like.  .  .  .")  sports  the  highest  P/E.  The 
cheapest  stock  here?  That  is  $136  mil- 
lion (sales)  Thor  Industries,  manufac- 
turer of  recreational  vehicles,  includ- 
ing the  famous  Airstream.  Recently 
15'/2,  Thor  should  earn  $1.35  a  share 
for  the  July  31,  1987  fiscal  year. 

If  summer  turns  you  on,  you  can  get 
an  early  start  by  looking  deeper  into 
Schlang's  July  Jollies. — T.J. 


"If  anything  happens 
to  Tiny  " 

As  if  the  problem  of  collecting  a 
loan  he  puts  at  "many  millions" 
from  Saudi  arms  dealer  Adnan  Kha- 
shoggi  isn't  enough,  Lonrho  Pic's 
R.W.  (Tiny)  Rowland  may  come  un- 
der fire  for  pumping  oil  for  the  terror- 
ism-financing Libyans.  Rowland  is 
said  to  be  making  overtures  to  the 
mad  Colonel  Qaddafi,  as  part  of  a  bid 
to  take  over  more  than  $1  billion  in 
U.S.  oil  holdings  in  Libya;  the  proper- 
ties are  to  be  sold  by  Conoco  and 
Marathon,  among  others,  by  order  of 
President  Reagan. 

Oil  seems  very  much  in  Lonrho's 
future.  In  October  the  big  (revenues: 
$3.5  billion)  London-based  multina- 
tional announced  it  will  buy  $180 
million  of  oil  and  gas  properties  in  the 
U.S.,  in  partnership  with  another  old 
acquaintance,  Robert  Anderson.  In 
1981,  when  he  was  chairman  of  Arco, 
Anderson  sold  80%  of  Arco's  London 
Observer  newspaper  to  Rowland. 

Rowland's  recent  wheelings  and 
dealings  with  the  Libyans  and  Kha- 
shoggi  (whom  Rowland  calls  "a  mi- 
nus-billionaire") have  failed  to  damp- 
en Michael  Price's  enthusiasm  for 
Lonrho  shares.  Since  late  1985  Price's 
Mutual  Shares  mutual  fund  has  pur- 
chased 9%  of  Lonrho's  306  million 
shares,  for  an  average  $2.60  each. 
Lonrho's  recent  London  Stock  Ex- 
change price  was  $3.30.  But  Price 
thinks  Lonrho's  assets — including  car 
dealerships  and  newspapers  in  the 
U.K.,  vineyards  in  France  and  interna- 
tional hotels — could  easily  fetch 
twice  that  amount.  Risk?  Earnings 
have  trebled  since  1982,  to  37  cents  a 
share  for  1985;  the  stock  yields 
around  7%.  Lonrho's  largest  share- 
holder, with  18%,  is  Rowland.  But 
Rowland  is  69.  "There's  no  one  else 
there,"  says  Price,  referring  to  a  possi- 
ble breakup  of  the  company.  "If  any- 
thing happens  to  Tiny,  the  stock 
doubles."  — Ralph  King  Jr. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 

BOND  $510,000,000 

Bond  Brewing  Holdings  Limited 

12%%  Extendable  Subordinated  Debentures 

(Interest  payable  June  1  and  December  1) 


Price  98.932% 

Plus  accrued  interest  from  December  1,  1986 


Copies  of  the  Prospectus  are  obtainable  in  any  State  from  the  undersigned 
and  such  other  dealers  as  may  lawfully  offer  these  securities  in  such  State. 


Drexel  Burnham  Lambert 

INCORPORATED 


December  8,  1986 


The  Forbes/WUshire  5000  Review 


Edited  bv  Steve  Kichen 


A  thumb  on  the  scale.  The  30  blue-chip  stocks  that 
compose  the  Dow  Jones  industrial  average  make  up 
roughly  19.5%  of  the  capitalization  of  the  NYSE  and  17% 
of  the  whole  market  as  measured  by  the  Wilshire  index  of 
5,800  stocks.  All  it  takes  is  a  handful,  of  Dow  issues  such 
as  Kodak,  General  Electric,  Merck,  Minnesota  Mining  & 
Manufacturing,  Procter  &.  Gamble  and  Westinghouse  to 
trade  close  to  their  52-week  high,  and  the  market  looks 
good.  Even  though  the  Dow  is  off  some  2.2%  from  its 


early  December  peak,  it  still  shows  a  much  better  record 
than  the  rest  of  the  market.  The  Wilshire  index  peaked  on 
July  2,  at  2598,  and  has  since  fallen  4.8%,  to  2474.  (This 
differs  slightly  from  the  $2,496  billion  total  value  of 
Wilshire  stocks  because  the  index  is  adjusted  to  reflect 
stock  retirements  and  takeovers.)  The  Amex  and  Nasdaq, 
which  hit  highs  at  about  the  same  time  as  the  Wilshire, 
show  respective  drops  of  8%  and  14.5%  from  their  peaks. 
The  NYSE,  which  crested  in  early  September,  is  off  3.2%. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Wilshire 

Forbes 

Dow  Jones 

NYSE 

Amex  Market 

NASDAQ 

Percent  change 

5000 

5002 

industrials 

Composite 

Value  Index 

Composite 

in  last  4  weeks 

1.2 

1.9 

2.8 

1.5 

0.3 

-0.2 

in  last  52  weeks 

15.0 

12.6 

23.9 

16.9 

7.7 

8.9 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.3 

-2.2 

-4.4 

-0.1 

-0.8 

-0.6 

-0.5 

-0.5 

-3.9 

-0.0 

1.2 

-4.2 

in  last  52  weeks 

19.3 

34.3 

44.6 

22.5 

11.3 

20.8 

16.3 

28.4 

35.1 

26.3 

24.0 

19.0 

'Wilshire  index  reflects  price  performance  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  2Based  on  sales.  3A 
stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  ol  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  12/18/86.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Where's  the  holiday  spirit?  Investors  decided  it  is  better  to 
sell  than  to  buy.  During  the  last  two  weeks  the  overall 
market,  as  measured  by  the  Wilshire  index,  fell  2.7%. 
Transportation  issues,  with  a  4.6%  drop,  registered  the 
biggest  decline.  Hardest  hit  was  Pan  Am,  which  fell  19%, 
while  KLM  Royal  Dutch  Airlines  and  Southwest  Airlines 
were  off  nearly  10%.  Two  railroads,  Santa  Fe  Southern 


Pacific  and  Burlington  Northern,  lost  nearly  9%.  Both 
consumer  sectors,  with  equal  3.6%  declines,  also  fared 
worse  than  the  market.  The  only  group  to  attract  inves- 
tors' attention  was  energy,  which  eked  out  a  0.3%  gain. 
There  were  no  superstars  in  the  oil  sector,  but  enough 
stocks  posted  small  percentage  gains  to  move  the  entire 
group  into  positive  territory. 


\«^~*».  Percent  change  in  last  52  weeks  "0<2> 

Percent  change  in  last  two  weeks 

Capital  goods 

Consumer  durables 

Consumer  nondurables  and  services 
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0 

-25  ...  .  
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Energy 

Finance 

Raw  materials 
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0 
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Technology 

Transportation 

Utilities 

0 

0 

0 
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What  The  Analysts  Think 


Who  believes  them,  anyway?  During  the  past  two  weeks  sponded  by  dumping  transportation  stocks.  Among  corn- 
analysts  made  the  largest  upward  revisions  in  their  1986  panies  with  higher  forecasts  are  Burlington  Northern  and 
estimates  for  transportation  companies.  Wall  Street  re-     KLM,  two  of  the  big  losers  on  Wall  Street  (see  above). 


Forecasting  the  Forbes  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.69 

16.3 

1986  estimates 

3.12 

14.1 

1987  estimates 

3.76 

11.7 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1986 
EPS       .  P/E 

%  change  in  1986  estimate 
in  2  weeks     in  4  weeks 

1  Transportation 

$1.48 

19.8 

4.52% 

0.84% 

2 

Consumer  durables 

3.74 

12.4 

0.81 

-0.88 

3 

Utilities 

3.27 

10.7 

0.02 

-0.09 

4 

Finance 

3.05 

11.1 

-0.23 

-0.88 

5 

Consumer  nondurables 

2.13 

17.0 

-0.34 

-0.81 

6 

Technology 

2.47 

15.7 

-0.63 

-2.46 

7 

Raw  materials 

1.74 

IX. (. 

-0.70 

-2.06 

8                   Capital  goods 

2.23 

18.8 

-0.86 

-3.11 

9 

Energy 

1.99 

16.8 

-1.65 

-3.67 

Earnings  projections  arc  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts  Data  arc  compiled  and  updated  continuously  by  the  Institutional  Brokers 
Estimate  System  |IBES|,  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm. 

Note  All  data  >  :  :  iX.'N6.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif  ,  1BES,  a  service  of  Lynch,  loncs  is  Ryan,  New  York 
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You'll  find  us  right  in  the  heart  of  America  the  beautiful 
nestled  in  the  rolling  hills  of  magnificent  Missouri 


Forbes  Magazine,  through  its  af- 
filiate, Sangre  de  Cristo  Ranches, 
Inc.,  presents  Forbes  Lake  of 
the  Ozarks.  Over  12,000  acres  of 
playland  that  stretches  along  the 
fabulous  Lake  of  the  Ozarks. 

The  90-mile-long  lake  boasts 
over  1,200  miles  of  shoreline,  chock- 
full  of  fish,  fun  and  a  once-in-a- 
lifetime  recreational  opportunity  for 
you  and  your  family. 

It's  still  one  of  the  country's  best 
kept  vacation  secrets.  For  genera- 
tions, Missourians  and  tuned-in 
Midwesterners  have  come  here  to 
watch  their  young  people  catch 
their  first  largemouth  bass,  learn  to 
sail,  water-ski  and  spend  glorious 
summers  in  and  around  that  special 
world  of  boats.  At  Forbes  Lake  of 
the  Ozarks,  we  preserve  this  way  of 


'Prices  subject  to  change  without  notice. 


life.  A  great  place  for  vacations  and 
also  for  year-round  retirement  living. 

If  you  love  to  spend  your  life  by 
the  water,  you  owe  it  to  yourself  and 
those  closest  to  you  to  come  share 
this  secret.  Get  away  from  the  rat 
race.  Go  back  to  the  country.  To 
clean  air.  To  quiet  days  and  family 
fun.  It's  time  to  come  home  to  your 
own  special  place.  To  Forbes  Lake  of 
the  Ozarks. 

For  as  little  $60  a  month,  choice 
land  near  the  lake  can  be  yours. 
Prices  start  at  $6,000*  for  our 
minimum  one  acre  lots,  with  in- 
terest at  9%.  It's  an  opportunity 
you  won't  want  to  miss.  Just  call 
or  write  for  complete  details  with 
no  obligation.  Better  yet,  come 
see  us.  We'd  love  to  call  you 
neighbor. 


Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 

Name  


Address 


City/State/Zip 
Telephone 


or  phone  816/438-2801 


rtain  the  Properly  Report  required  by  Federal  law  and  read  il  before  signing  anything  No  Federal  agency  has  |udged  the  merits  or  value,  if  any,  of  this  property  Equal 
using  Opportunity  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale 
er  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  A  copy  of  the  offering  statement  is  avai 
}uest.  from  Sangre  de  Cristo  Ranches  Inc  NYA86153 


Credit  and 
or  tease  or 


A  more  accessible  style.  Stories  that  get  to  the  heart  of  important  news.  In  a 
magazine  that  lets  you  think  for  yourself.  A  magazine  that  delivered  10%  over  rate  base  in  first  half '81 
No  wonder  more  and  more  advertisers  feel  right  at  home  in  the  pages  of  U.S.News. 


■      ■  ^    ■  &  WORLD  REPORT 

U.S.News 


A  smart  magazine  just  got  brighter. 


Call  T.  Rowe  Price  for 

IRA  answers  now! 


Get  the  facts  and  the  funds  for  1986  and  beyond. 
Call  the  IRA  Answer  Line:  1-800-1 RA-5000 


If  you're  confused  about  the  new  IRA  rules, 
you're  not  alone.  Call  the  T.  Rowe  Price  IRA 
specialists.  We'll  help  you  understand  how  the 
changing  tax  rules  may  affect  you  and  your  IRA 
investments  now  and  in  the  future. 

For  1986,  get  a  $2,000  deduction! 

For  1986  tax  year,  you  can  still  contribute  to 
your  IRA  and  take  up  to  a  $2,000  deduction, 
regardless  of  your  tax  bracket  or  other  retire- 
ment plans. 

For  1987  and  beyond,  get  the  facts! 

Starting  with  tax  year  1987,  the  rules  change. 
However,  it  is  estimated  that  over  75%  of 
investors  will  still  be  eligible  for  either  a  total 
or  partial  deduction  for  IRA  contributions. 
The  T.  Rowe  Price  IRA  specialists  can  tell  you 
how  you  may  be  affected. 

Benefit  from  the 
opportunity  for 
tax-deferred 
compounding! 

Whether  you  can  deduct  or 
not,  the  powerful  advan- 
tages of  tax-deferred  com- 
pounding of  earnings  and 
capital  gains  in  an  IRA 
haven't  changed  at  all.  This 
means  that  your  money  could  grow  faster  in  an 
IRA  than  it  would  in  a  taxable  account.  And  the 
longer  you  invest  in  your  IRA,  the  greater  this 
advantage  can  be.* 
We'll  make  IRAs  easy 
Our  IRA  specialists  can  help  you  choose  the 
investments  that  match  your  needs  for  safety, 
income  and  growth.  And  we  give  you  a  wide 
range  of  services,  including  reinvestment  of 
dividends,  free  exchange  among  T.  Rowe  Price 
funds,  Discount  Brokerage  for  Self-Directed 
IRAs  and  automatic  payroll  deduction  plans, 
among  others. 

Need  help  opening  or  transferring  your 
IRA?  Call  us! 

Our  service  specialists  can  tell  you  everything 
you  need  to  know  about  opening  an  IRA,  or 
transfers  and  rollovers.  Just  return  the  coupon, 


Call  the  IRA  Answer  Line: 
1-800-IRA-5000 


Our  trained  IRA 
specialists  can  gixx  you 
the  answers  you  need. 


Choose  from  15  no-load  funds 

T.  Rowe  Price  is  a  leader  in  offering  mutual  funds 
for  retirement  investing.  This  IRA  season  we  offer 
15  funds  with  safety,  income  or  growth  objectives, 
which  may  be  appropriate  for  your  IRA.  Each  fund 
has  a  low  $500  initial  minimum  investment,  and 
no  sales  charges. 

Safety:      Prime  Reserve  Fund 

U.S.  Treasury  Money  Fund 

Income:    International  Bond  Fund 
High  Yield  Fund 
New  Income  Fund 
Short-Term  Bond  Fund 
Equity  Income  Fund 
GNMA  Fund 

Growth:    Capital  Appreciation  Fund 
Growth  and  Income  Fund 
Growth  Stock  Fund 
New  Horizons  Fund 
New  Era  Fund 
International  Stock  Fund 
New  America  Growth  Fund 


or  call  the  IRA  Answer  Line  toll  free  week- 
days 8:30  am  to  8:00  pm,  Sundays  10:00  am 
to  4:00  pm  EST:  1-800-1  RA-5000. 


Send  for  your  free  updated 
IRA  Planning  Kit 

Mail  to:  T.  Rowe  Price 
100  E.  Pratt  St.,  Baltimore,  MD  21202 
Send  me  your  free  IRA  Planning  Kit  and 
a  prospectus  for  the  fund(s)  indicated 
below,  with  more  complete  information, 
including  management  fees  and  other  charges 
and  expenses.  I  will  read  them  carefully  before 
I  invest  or  send  money. 


Please  fill  in  fund  name(s). 
I  Send  information  on  Discount  Brokerage 


Name 


Address 


City 


State 


Zip 


R648 


TRoweRice 

Invest  With  Confidence 


Of  course,  investment  results  are  not  guaranteed.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC. 


Growth  Stocks 


MONEY  &  INVESTMENTS 

Are  there  still  values  between  the  cracks  of 
this  sky-high  market?  Sure,  but  only  for 
the  independent-minded  bottom  fisher. 

BAG  A  BARGAIN 


By  Kenneth  L.  Fisher 


What  do  you  buy  in  a  market  that's 
up  150%  in  four  years,  while  aver- 
age P/E  multiples  have  risen  from  7 
to  19?  Why  not  try  shopping  among 
the  stocks  that  have  fallen  amidst 
the  rise?  While  the  bull  market  has 
been  broad  and  powerful,  and  most 
stocks  are  now  far  from  cheap  by 
any  reasonable  historical  basis, 
there  are  a  good  many  that  have 
fallen  through  the  cracks,  and  that's 
where  the  best  opportunities  for  the 
next  two  to  three  years  lay  hidden. 

Of  course,  most  of  these  compa- 
nies have  had  rough  times  in  recent 
years.  That's  why  they  are  down.  So 
you  have  to  be  independent-minded 
and  ready  to  buy  things  that  are 
bruised  and  unpopular. 

Take  the  mobile  home  industry. 
It  has  been  "shaking  out"  since 
1981,  and  the  stocks  have  been  fall- 
ing since  1983.  About  20%  of  1981 
capacity  has  been  shut  down,  weed- 
ing out  the  little  guys  to  where  the 
top  five  now  have  40%  of  the  field. 
They  are  still  profitable,  but  mar- 
gins have  eroded  badly  for  the  big- 
gest players,  and  immediate  profit 
prospects  aren't  rosy. 

But  the  long  term  still  holds 
growth.  Folks  are  learning  that  con- 


Kenneth  L.  Fisher  is  a  money  manager  based 
in  Woodside,  Calif  His  hook  Super  Stocks  is 
published  by  Dow  Jones-Irwin. 


ventional  houses  are  too  expensive. 
Here  in  northern  California  a  quar- 
ter of  a  million  bucks  buys  what  was 
known  back  in  the  1960s  as  a  tract 
house.  A  shack  goes  for  a  hundred 
grand.  So,  as  folks  retire,  they  can 
buy  a  nice  lot  in  the  woods  and  bring 
in  a  modern  mobile  home — not  the 
kind  from  the  1950s — and  save  a 
bundle.  Ditto  for  vacation  homes 
and  younger  buyers.  This  won't  be 
everybody,  but  only  a  tiny  popula- 
tion shift  can  make  a  huge  swing  in 
mobile-home  demand. 

Of  course,  it's  an  easy-entry  busi- 
ness, so  anyone  with  a  few  million 
bucks  can  build  a  plant  in  an  up- 
turn. The  real  key  is  "Who  has  the 
distribution?"  The  answer  is  the 
big  guys  do.  Fleetwood  is  a  fine 
company.  But  for  half  the  price  you 
can  buy  Redman  Industries  (8), 
which,  having  gained  market  share, 
is  now  number  two.  It  was  $27  four 
years  back,  when  it  sold  for  100% 
of  its  revenue,  32  times  earnings 
and  4  times  book  value.  Today,  at 
20%  of  sales,  20  times  depressed 
earnings  and  less  than  book,  it's 
cheap.  You  get  a  brawny  balance 
sheet,  a  4.5%  dividend  yield — and 
James  Redman  to  boot. 

Moving  up  the  alphabet  shifts 
you  from  mobile  homes  to  motor 
homes,  those  oversize  gas-guzzlers 
everyone  abandoned  back  during 
the  energy  crunch.  With  inflation- 
adjusted  gas  prices  now  down 
enough  to  be  cheaper  than  when  I 
was  a  kid,  it's  a  new  ball  game. 
America  seems  about  to  rediscover 
its  long-dormant  affair  with  heavy- 
duty  vehicular  vacations.  Along  the 
way  Coachman  Industries  (12)  may 
reverse  its  three-year  slide  from 
$40.  It's  number  one  in  recreational 
vehicles,  with  the  broadest  line  and 


dynamite  financial  strength.  It  sells 
cheap — at  the  same  approximate 
valuations  as  Redman. 

Oneida  (13)  has  fallen  by  more 
than  half  since  1981.  But  you  can 
read  between  the  lines  of  Forbes' 
Nov.  1 7  story  to  see  reasons  for  opti- 
mism now.  Despite  strong  market 
share  and  the  leading  product  image 
in  flatware,  it  was  hamstrung  by 
lousy  production  costs.  When  you 
add  in  its  new  and  aggressive  young 
chief  executive,  Samuel  Lanzafame, 
with  his  proven  low-cost  manufac- 
turing skills,  you  begin  to  see  the 
light  at  the  end  of  the  tunnel.  Rough- 
ly one-third  of  the  business  has  been 
generating  two-thirds  of  the  profits. 

While  things  may  not  get  better 
in  a  hurry,  Lanzafame's  got  enough 
financial  muscle  in  his  balance 
sheet  to  buy  the  time  he  needs 
while  he  pares  the  production  costs. 
By  1988  profitability  should  be 
more  uniform.  Here,  too,  the  outfit 
sells  for  30%  of  sales  and  about 
book  value.  The  P/E  looks  high 
now,  because  the  earnings  are  so 
depressed.  While  I  don't  expect  the 
company  to  get  back  to  its  old  6% 
net  profit  margins,  it  should  get 
back  to  4%.  That  would  put  the 
stock  at  about  7  times  earnings, 
which  should  be  cheap  enough. 

A  higher  risk,  higher  reward  pos- 
sibility is  Convergent  Technologies 
(5),  also  covered  in  the  Nov.  1 7  issue 
of  Fo«bes.  This  formerly  high-fly- 
ing microprocessor-based  computer 
firm  took  a  nosedive,  its  stock  drop- 
ping from  $40  to  $4.  Back  in  1983  it 
sold  for  an  outrageous  10  times 
sales  and  30  to  70  times  earnings. 
Since  then  earnings  vaporized  as  did 
orders  from  its  biggest  customer 
(AT&T).  Value  Line  estimates  Con- 
vergent will  lose  $25  million  this 
year  on  $265  million  in  sales. 

But  all  is  not  lost.  The  speculative 
froth  is  gone.  You  can  buy  it  for 
book  value  now.  Profitability  and 
sales  growth  will  return.  Along  the 
way  you  get  top  products,  an  experi- 
enced management  and  absolutely 
no  debt.  Chief  executive  and  former 
Hewlett-Packard  star  Paul  Ely  Jr.  re- 
cently brought  in  his  old  H-P  co- 
hort Cyril  Yansouni  as  president 
and  chief  operating  officer.  Conver- 
gent is  ultra-high-risk  because  the 
industry  is  so  cutthroat,  but  the  po- 
tential is  large.  The  stock  could  rise 
fivefold  in  the  next  five  years. 

Why  take  the  risk  of  buying 
stocks  that  are  down  so  badly? 
Where  else  in  a  heady  upmarket  can 
you  still  bag  a  bargain?  ■ 
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Stock  Trends 


MONEY  &  INVESTMENTS 

For  a  happy  new  year,  try  stocks  with 
single-digit  and  low-teen  prices. 

TEN  FOR  A  C  NOTE 


By  Ann  C.  Brown 


It  was  a  mighty  fine  year  for  my 
1986  low-priced  stock  picks 
(Forbes,  Feb.  24,  1986]  if  you  bought 
promptly  and  sold  smartly.  Anyone 
who  did  everything  right  would 
have  realized  nearly  a  70%  profit. 

This  year  could  be  an  equally  hap- 
py one  for  buyers  of  selected  stocks 
currently  selling  in  single  digits  and 
the  low  teens.  First,  those  equities 
have  lagged  the  market,  especially 
over  the  last  six  months.  Second, 
many  of  the  big-name,  big-capital- 
ization, big-ticket  stocks  appear 
fully  priced,  and  investor  attention 
could  shift  to  smaller  situations. 
(Such  action  is  typical  in  late  stages 
of  bull  markets.) 

Third,  the  little  fellows  could 
benefit  from  the  tax  reform.  Money 
formerly  earmarked  for  tax-shel- 
tered investments  now  will  be 
available  for  more  speculative — and 
more  frequently  less  expensive — 
stock  purchases.  Also  the  move  to- 
ward the  elimination  of  the  prefer- 
ential treatment  of  long-term  capi- 
tal gains  could  make  for  livelier 
markets  generally  and  for  low- 
priced  issues  in  particular. 

Here,  in  alphabetical  order,  are  a 
few    intriguing,    very  affordable 


Ann  C  Brown  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  consulting 
firm  of  AC.  Brown  &  Associates. 


stocks  for  1987.  All  have  the  poten- 
tial of  turning  in  above-average  ap- 
preciation, but  some  could  be  more 
above-average  than  others.  Be  sure 
you  buy  the  bunch — and  don't  for- 
get to  sell  when  your  price  objec- 
tives are  reached. 

Aritech  (13,  o-t-c).  A  mid-1986 
spinoff  from  ADT,  Inc.,  the  compa- 
ny is  engaged  in  the  manufacture 
and  distribution  of  crime-control 
equipment.  ARIT  earnings  could 
grow  around  20%  per  year  for  the 
next  couple  of  years.  Estimated 
earnings  per  share  for  1987  are 
$1.20.  Buy  with  care — there  isn't  all 
that  much  stock  in  public  hands. 

Barry  R.G  (9,  ASE).  This  is  the 
company  behind  "Dearfoams," 
those  wonderfully  soft-looking  slip- 
pers that  were  advertised  all  over 
TV  in  the  weeks  before  Christmas. 
If  sales  were  as  strong  as  anticipat- 
ed, RGB  could  have  little  trouble 
earning  90  cents  per  share  for  1986 
and  as  much  as  $1.10  in  1987.  A 
20%  annual  earning  grower  should 
command  more  than  an  8  multiple, 
according  to  the  books. 

De  Laurentiis  Entertainment  Group 
(13,  ASE).  A  new  King  Kong  movie 
and  Crimes  of  the  Heart,  released  in 
time  for  the  holidays,  could  pay  off 
handsomely  for  this  film  distribu- 
tor. Preliminary  earnings  estimates 
are  for  around  $1  per  share  for  the 
fiscal  year  ending  next  month.  For 
fiscal  1988,  $1.30  or  so  is  possible. 

Diasonics  Inc.  (3,  o-t-c).  DNIC 
makes  ultrasound  imaging  systems 
increasingly  used  instead  of  X  rays 
for  diagnostic  procedures.  The  com- 
pany has  substantial  overseas  sales 
and  is  a  beneficiary  of  the  declining 
dollar.  For  1987  the  company  could 
earn  25  cents  to  30  cents  per  share. 
If  the  stock  only  returned  to  1985 


and  1986  highs  of  $5  plus,  you 
would  have  a  better  than  65%  gain. 

Imperial  Corp.  of  America  ( 14).  I'm  a 
sucker  for  stocks  selling  at  four 
times  estimated  earnings,  and  ICA 
is  one  of  the  more  promising.  The 
company  is  in  the  savings  and  loan 
business,  which  is  dicey,  at  best. 
However,  I  suspect  ICA  has  more 
staying  power  than  most  people 
think.  For  1987,  earnings  per  share 
could  be  in  the  area  of  $3.50  to  $4. 

Integrated  Genetics  (8,  o-t-c).  Here 
we  are  talking  deficits  per  share,  not 
earnings.  Not  yet,  at  least.  Biotech- 
nology firms  are  like  that.  But, 
wow,  if  one  of  them  makes  it.  .  .  . 
Anyhow,  INGN  should  lose  only  10 
cents  to  15  cents  in  1987,  vs.  a  loss 
of  45  cents  in  1985  and  an  estimated 
31 -cent  loss  for  the  year  just  ended. 
Promising  products  include  a  hepa- 
titis vaccine,  fertility  hormones  and 
cardiovascular  medications. 

Lionel  Corp.  (6,  ASE).  Companies 
coming  out  of  bankruptcy  have  few 
friends — and  fewer  followers.  How- 
ever, I  think  LIO  could  attract  ana- 
lyst attention  this  year  with  earn- 
ings of  30  cents  per  share  for  the 
year  ending  January  1987  and  esti- 
mated earnings  of  45  cents  per  share 
for  fiscal  1988.  The  company  retails 
toys  and  other  leisure  gear  through 
self-service  supermarkets. 

Massachusetts  Computer  (6,  o-t-c). 
Remember  hi  tech?  If  so,  you  may 
like  MSCP,  which  has  managed  to 
put  together  four  consecutive  quar- 
ters of  sales  and  profit  advances.  If 
gross  margins  can  hang  in  there,  the 
company  could  earn  35  cents  per 
share  for  fiscal  1987  (ending  June) 
and  perhaps  as  much  as  50  cents  to 
55  cents  for  fiscal  1988. 

Mr.  Gasket  (6,  o-t-c).  The  earnings 
of  MRGC  could  rebound  in  1987 
from  an  expected  deficit  of  9  cents 
per  share  in  1986.  A  new  manage- 
ment team  is  in  the  process  of  get- 
ting expenses  under  better  control. 
The  market  for  auto  accessories  and 
performance  components  could  ex- 
pand in  the  wake  of  the  new  car 
sales  boom.  Estimated  earnings  per 
share:  55  cents  plus  for  the  year 
ending  December  1987. 

Western  Publishing  Group  ( 1 2,  o-t-c) 
will  probably  show  slightly  down 
fiscal  1986  (January  1987)  earnings 
of  $1.05  per  share,  vs.  1 985 's  $1.10. 
However,  the  company's  profits 
seem  to  be  back  on  the  growth 
track,  and  WPGI  could  earn  around 
$1.30  this  fiscal  year.  Should  the 
stock  return  to  its  1986  high  of  $21 
per  share,  it  would  be  a  75%  gain.  ■ 


FORBES,  JANUARY  12,  1987 


301 


Insights 


MONEY  &  INVESTMENTS 


IN  PARADISE 

An  island  paradise  that  offers 

you  total  relaxation  plus  the 
thrill  of  discovery.  Stroll 
pristine  beaches.  Go  fishing  for 
the  big  ones.  Sun  yourself  by  our 
pool  or  scuba  in  waters  renowned 
for  the  splendor  of  their  tropical 
fish.  On  Forbes  Magazine's 
Laucala  Island,  all  the  choices 
are  yours. 

BUT  JUST  FOR  A  FEW  . . . 
Forbes  loves  its  private  Fiji 
island,  and  we  think  you  will,  too. 
So  we've  put  out  the  welcome 
mat,  but  only  for  a  few  at  a  time. 
We'll  take  up  to  8  guests,  for  7 
nights  and  8  days.  Cost  is  $1,950 
per  person,  which  includes  4 
days  of  tropical  fishing  plus  all 
meals,  lodging  and  a  round-trip 
flight  between  Laucala  and  Nadi 
International  Airport  (on  the 
main  island).  It's  the  "in"  place  to 
go,  away  from  the  cold,  the  traf- 
fic, the  noise,  the  hassle.  Service 
with  a  smile  and  no  tipping. 
For  information  please  write: 
Fiji  Manager,  ¥■     ;s  Magazine, 
60  Fifth  Ave.,  New  York,  NY  1 00 1 1 
or  call  2 12/620-246  J. 


By  Srully  Blotnick 


Mrri 


The  insider  trading  scandal  is  the  best 
thing  that  has  happened  to  the  stamp, 
coin  and  art  business  in  many  years. 

"IT'S  JUST 
NOT  FAIR" 


as  much  as  it  was  in  the  Twenties. 
Oh  sure,  occasionally  they  bust  a 
Boesky — and  make  a  public  specta- 
cle of  it — but  they  can't  afford  to 
punish  everyone  who  is  violating 
the  rules.  They'd  have  to  close  the 
stock  exchange." 

Rather  than  pouting  or  doing 
nothing,  when  a  bright,  energetic 
and  monied  group  like  these  inves- 
tors becomes  disenchanted  with 
one  area,  they  seek  another.  Sitting 
still  and  "taking  it"  simply  isn't 
their  style.  Not  surprisingly,  they 
have  been  looking  in  recent  months 
for  alternatives  to  stocks. 

But  where?  Fixed-income  invest- 
ments aren't  attractive  at  current 
interest  rates.  Neither  is  real  estate. 
So,  for  the  first  time  in  several 
years,  they  are  flirting  with  collect- 
ibles. There  has  been  a  larger  in- 
crease in  interest  in  stamps,  coins, 
art  and  antiques  among  the  mem- 
bers of  my  investor  sample  (a  jump 
from  6%  to  11%)  in  the  last  five 
months  than  at  any  time  during  the 
last  five  years. 

People  who  were  sneering  at  pre- 
cious metals  as  investments  only 
last  spring  are  still  shunning  bullion 
and  the  shares  of  gold  mining  com- 
panies. However,  they  are  evidenc- 
ing an  attraction  once  again  to  gold 
coins,  especially  now  that  Ameri- 
cans can  buy  them  from  the  U.S. 
mint  instead  of  having  to  purchase 
South  African  Krugerrands. 

But — and  this  is  important — the 
trend  toward  collectibles  is  a  trickle 
at  this  point,  not  a  flood.  Investors 
aren't  leaving  the  stock  market  to 
seek  larger  returns  elsewhere.  In- 
stead, they  see  themselves  as  being 
evicted  from  it  by  self-centered  be- 
hemoths who  deliberately  break  the 
old  rules  or  are  so  big  that  they 


You  can  hardly  blame  the  typical 
individual  investor  for  feeling  like 
a  victim  lately.  The  larger  players  in 
the  stock  market — institutions  as 
well  as  wealthy  professionals — ap- 
pear to  be  ganging  up  on  him. 

Listen  to  the  complaints  of  a  rep- 
resentative handful  of  small  inves- 
tors: They  are  frustrated,  exasperat- 
ed. "The  advent  of  automated  trad- 
ing seemed  to  me  bad  enough," 
Ralph  L.,  the  44-year-old  operations 
manager  at  a  soft-drink  distributor 
in  the  New  York  area,  told  me,  "but 
this  insider  trading  stuff.  ...  If  the 
pension  funds — moving  like  a  herd 
of  stampeding  elephants — don't  get 
you,  the  arbs  will." 

Fred  K.,  age  49,  works  in  the  Chi- 
cago branch  of  a  major  advertising 
agency.  When  I  asked  him  why  he  is 
so  down  on  the  market  as  1987  be- 
gins, he  replied:  "I  never  seem  to  be 
in  the  winner's  circle.  Someone  else 
always  gets  the  inside  dope  first  and 
cashes  in  on  it.  It's  just  not  fair." 

Finally,  Carl  W.,  37,  an  electron- 
ics engineer  at  a  defense  contractor 
near  Los  Angeles,  told  me:  "Face  it, 
this  game  is  rigged  today  every  bit 

Dr.  Srully  Blotnick  is  a  research  psy  chologist 
and  author  of  Otherwise  Engaged:  The 
Private  Lives  of  Successful  Career  Women, 
now  available  in  paperback,  and  The  Cor- 
porate Steeplechase. 
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accidentally  create  new  ones  just  by 
making  their  hasty,  frequent  and 
immense  transactions. 

If  greed  and  fear  really  are  the  two 
most  pivotal  forces  in  the  minds  of 
most  investors,  then  it  is  worth  not- 
ing that  neither  feeling  is  dominant 
at  the  moment.  This  isn't  the  kind 
of  atmosphere  that  leads  to  panicky 
selling  but  rather  to  a  reluctance  to 
take  new  positions  or  to  reinvest 
proceeds  from  sales. 

How  far  will  the  rekindling  of  in- 
terest in  collectibles  go?  In  my 
view,  not  very  far.  Too  many  people 
remember  the  collectibles  and  com- 
modities collapse  earlier  in  this  de- 
cade. As  a  result  of  their  involve- 
ment with  that  frenzied  spate  of 
activity,  they  learned  a  few  crucial 
lessons,  ones  that  are  worth  repeat- 
ing now,  since  the  collectibles  game 
isn't  nearly  as  simple  and  straight- 
forward as  it  seems. 

To  begin  with,  the  dealer  mark- 
ups are  enormous.  Before  he  puts 
it  in  his  display  case  or  store  win- 
dow, the  dealer  adds  50%  to  100% 
to  the  price  he  originally  paid  for  the 
item.  That  leaves  retail  customers 
stunned  when  they  attempt  to  sell 
the  object  back  to  the  same  dealer 
who  sold  it  to  them,  only  to  discov- 
er that  they  are  netting  substantial- 
ly less  than  they,  until  then,  had 
believed  it  was  worth. 

Second,  the  liquidity  is  poor.  The 
size  of  the  market — meaning,  the 
number  of  customers  seriously 
willing  to  make  a  purchase  at  any 
given  moment  during  the  day — al- 
ways turns  out  to  be  surprisingly 
small.  Once  you  own  a  stamp,  coin 
or  have  a  statue  sitting  on  your 
lawn,  usually  you  are  stuck  with  it. 
Trying  to  sell  a  collectible  when 
you  need  cash  in  a  hurry  is  unfor- 
gettably frustrating.  And,  finally, 
we  don't  have — and  won't  again 
have  any  time  soon — the  inflation- 
ary environment  needed  to  make 
people  excitedly  want  to  exchange 
money  for  goods,  any  goods. 

Add  it  up  and  you  can  only  con- 
clude that  stocks  are  still  the  best 
game  in  town.  Not  bonds,  real 
estate  or  collectibles.  However, 
though  stocks  have  great  attrac- 
tions, individual  investors  are  going 
to  remain  wary  until  they  can  be 
reassured  that  the  well-heeled  play- 
ers— institutions  and  rich  individ- 
ual investors — are  bound  by  the 
same  rules  that  restrict  the  smaller 
players.  It  will  take  more  than  slap- 
ping Boesky's  wrist  to  convince 
them  that  the  game  now  is  fair.  ■ 


BE  SURE  TO  WATCH 


In  New  York,  Monday,  December  29,  at  8  p.m.  on  WNYW,  Channel  5 
In  Washington,  DC,  Sunday,  January  4,  at  8  p.m.  on  WTTG,  Channel  5 
In  Los  Angeles,  Thursday,  January  29,  at  9  p.m.  on  KTTV,  Channel  11 


When  America's  favorite  capitalist,  Malcolm  Forbes,  and  three  of  his  sons 
take  a  flying  elephant  and  seven  Harley-Davidson  motorcycles  on  a 
friendship  tour  to  Thailand,  you  can  expect  lots  of  wide-eyed  excitement. 
See  "The  Great  Sky  Elephant"  balloon  as  it  attempts  to  fly  over  Bangkok 
with  a  royal  princess  aboard.  The  king  and  queen  will  never  be  the  same 
Don't  miss  it! 

@  Forbes  Inc 
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BUSINESS  OPPORTUNITIES  BUSINESS  OPPORTUNITIES        BUSINESS  OPPORTUNITIES 


Money 
grows  on 
trees. 

On  the  cedar  trees  of  Lindal 
Cedar  Homes  and  Justus  Log 
Homes.  The  world's  most  popu- 
lar custom  cedar  homes.  They're 
easy  to  sell  because  they're  as 
practical  as  they  are  beautiful. 
With  catalogs  that  are  the  big- 
gest and  best  in  the  business. 
And  right  now  we're  looking  for 
a  good  deal  in  many  areas. 

If  you  like  the  idea  of  being 
independent  and  starting  up 

with  no  franchise  fee 
call  us  toll  free 
at  1-800- 
221-6063. 
Because 
money 
grows  in 
cedar. 


A  lifflDHb  CEDAR  HOMES 

P.O.  Box  24426,  Seattle,  WA  98124 
(206)  725-0900 


mmzmj  15.000  businesses 
fEjJ  FROM  COAST 
^sQBPt  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
i*\     Toll  Free  800-327-9630' 
V>/  in  Fla  call  800-533-4663 


FRANCHISING 


Franchise 


Your  Business. 

Franchise  Consulting  Group,  Inc. 

101  Derby  Street,  Hingham.  MA  02043 

In  Mass        -  (617)  848-7550 
^Outside  Mass.  -  (800)  358-8011  ^ 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.00/sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price. 

•  Fully  Insulated  •  Built-in  Computer  Center 

•  Thermo  Pane  Windows  which  allows  the  home 

•  Cathedral  Ceilings         to  perform  many  func- 

•  Exterior  Decks  Hons  for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  one  district  representative  to  establish  retail  sales 

Protected  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21 .000  model  home. 
Home  may  be  lived  in  or  used  as  an  office. 

Call  Mr. 

Phone  H  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1169 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


FRANCHISES  AVAILABLE 


C«JW£>RKS 


If  you  like  to  make  money  &  enjoy  your- 
self while  doing  it.  We  may  be  able  to 
fulfill  you're  fantasy  too!  FANTASY 
C0ACHW0RKS.  the  worlds  1st  &  most 
successful  "Auto  Boutique"  has  34 
Franchised  Showrooms  under  develop- 
ment in  6  states! 

S55-S75K  Required 

Master  Territories  Available 
I  (314)  487-0054 


Jim  Smoot-President/Founder 


FINANCIAL  SERVICES 


PERTO  INC. 

"The  Personal  Touch  in 
Commercial  Collections" 
AL  B.  MEYERS,  President 
1065  Old  Country  Rd,  P.O.  Box  695 
Westbury,  NY  11590 
Phone  (516)  997-4317 


MISCELLANEOUS  FOR  SALE 

INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce.  American 
Gem  Trade  Assn. 

HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville.  Kentucky  42345 
TOLL  FREE  1-800-626-8352 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise. Over  600  others  have,  ask  them 
Call  today  for  free  information 

Speedy* 

$>rtr*tir*g  C#nters 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS.  CA  92653-1342 
CALL  1-800-854-3321 


OVER  $500,000,000.00  WORTH 

Of  Buiinmtt  FOR  SALE  By  Owner!  Nationwide 

SAVE. . . No  Brokerage  Fees  .^.-'"'Wfey. 
If  you  want  to  Lilt  or  Buy  Call  J 
Toll  Free  1-800-233-2115      'V^w  3 
In  Tex  1-214-612-0072  ^^»5»r 

GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 

MANY  OFFER  OWNER  FINANCING 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 
Shpcase:  $7.95; 
three  for  $21.95 
Binders:  $9.95 
three  for  $27.95 
Add  $  1  per  unit  postage  card 
handling.  Send  check  to:  - 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 
Or  call  1-800-972-5858 


The  American 
Cancer  Society 
thanks  you. 

Your  employees 
thank  you. 

Their  families 
thank  you. 


You've  become  a  life 
saver.  Literally.  For  installing 
our  Employee  Education 
Program.  For  letting  us 
supply  Iree  films,  exhibits, 
speakers,  pamphlets,  posters, 
and  articles  for  your  company 
publications.  For  accepting 
our  help  in  arranging  "action" 
programs  for  your 
employees .....  tor  detection  of 
colorectal  cancer,  instruc- 
tions in  breast  cancer 
examination,  for  detection  of 
cervical  cancer  via  the  Pap 
test.  For  simply  under- 
standing that  if  cancer  is 
detected  in  its  early  stages, 
chances  for  cure  are  greatly 
increased.  Thank  you. 

Hundreds  of  companies 
now  have  an  American 
Cancer  Society  Employee 
Education  Program  If  yours 
isn't  one  of  them,  call  us. 


American  Cancer  Society 

2000,000  people  fighting  cancer. 

nUSSI'All  IOXTXIIU.TH1  AS  A IVN  K  SIKVIU 


Forbes:  Capitalist  Tool 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


Forbes  Market/ 


WINE  CELLARS 


WINE  CELLARS 


YACHTS 


YACHTS 


WlNECELLARS-USA 

High-Quality  •  American  Made 
Lifetimewarranty  on  Redwood  Racks 

Custom  Rack  Systems  and  Cellars  from  600  -  2  0,000  Bottles 
Standard  Features:  Wood  Construction*  Individual  Bottle  Nesting 
5  Yr  Warranty  on  Compressor*  Uniform  Temperature  &  Humid- 
ity and  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 
_  Retail  YourCost 

440  Bottle  ( Pictured)  $2495  $1495 

880  Bottle  Twin  Unit   4495  2795 

Earn  $100  or  more  commission  on  sales  from  your  leads . 
Our  cellars  are  bigger,  better  &  cost  less!  Request  our  catalog  of 
rare  wines  &  other  cellars,  we  are  licensed  wine  merchants — Call 

Olympic  Sales  C  O.  Since  1947 

839S.LaBreaAve.,  Los  Angeles,  C  A  90036'  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    •    We  Ship  Anywhere. 


VIDEO  PRODUCTIONS 

ATTENTION  CLASS 
REUNION  PLANNERS: 

Professional,  nostalgic,  customized  VIDEO 
featuring  colorful  graphics  and  your  original 
classmate  photos  with  world  events,  fads, 
favorite  songs. 

Dynamite  entertainment. 
Call  or  write:  Creative  Production  Services,  Inc.. 
1228  Euclid,  Suite  820,  Cleveland,  OH  44115 
(216)  771-7711. 

BUSINESS  SERVICES 


USE  OUR  TOLL  FREE  800  LINES 
FOR  YOUR  NEXT  PROMOTION! 

Get  the  800  advantage  to  increase  prof- 
itability. Save  time  &  money.  We'll 
take  orders,  leads.  &  messages.  24 
hours  a  day.  All  50  States  &  Canada. 
Professional  &  Economical  Service. 
AMERICAN  ADVANTAGE  800. 
1-800-628-2828  ext  100. 


FORBES 
MARKET/CLASSIFIED 

Listings  are  accepted  at  the  dis- 
cretion of  the  publisher  and  are 
sold  in  basic  units  of  one  inch  (14 
agate  lines)  for  regular  listings, 
and  two  inches  (28  agate  lines)  for 
display  advertisements.  Additional 
space  over  specified  minimums  is 
sold  at  the  appropriate  agate  line 
rates. 

Advertising  closing  date  is  one 
month  preceding  date  of  issue. 
Frequency  discounts  available. 
Payment  must  accompany  order 
unless  from  accredited  agency. 

FOR  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

LINDA  L0REN 
FORBES  MARKET/CLASSIFIED 

60  Fifth  Avenue,  New  York,  NY  10011 
(212)  620-2440 


TRAVEL 


THOSE  IN  THE  KNOW 

book  TRAUELOlflf 


200  CITIES  WORLDWIDE  A 

(Roundtrip  from  JFK.  New  York) 

Europe  •  Australia  •  Orient 


Sydney 
Acapulco 
Athens 
Shanghai 
Tel  Aviv 
London 
^Madrid 


$1099  Melbourne  $1299 

329  Nice  599 

595  Pans  499 

810  Rio  Oe  Janeiro  790 

729  Tokyo  695 

399  Vienna  549 

499  Zurich 


^adn(J^  499  Zuncti  549j 

T^^V^^>LL  FREE 
I  l  -(Uit^  NATIONWIDE 
(\nv-J  outside  NY  800-231-5561 
'    718-445-1302  718-445-8429 


GALAPAGOS 

You,  9  other  adventurers  and  our 
licensed  naturalist  will  sail  by  yacht 
to  explore  more  islands  than  any 
other  Galapagos  expedition.  44 
Trip  dates.  Machu  Picchu  Option. 
FREE  BROCHURE 
INCH GFLOflTS  4I5-435-4622 
I606fb  Juanita.  Tiburon.  CA  94920 


REAL  ESTATE 


ARIZONA 

Industrial  zoned  land  in  the  path  of 
progress — new  &  presently  owned 
luxury  homes  &  residential  land 
SHIRLEY  &  RUBIN  KICHEN 
Specializing  in  satisfied  clients 
MERRILL  LYNCH  REALTY 
Bus.  (602)  991-3300  res  (602)  860-2508 


MAILING  LISTS 


16  Million 
Businesses 
Homeowners  by 
Income  Ratings 
6,010,000  Investors 


W.  S.  PONTON,  INC. 

5149  Butler  SI.  •  The  Ponton  Bldg 
|Pgh. Pa. 15201  »  412-782-2360 


WORLD  CLASS  BENETTI  LLOYD'S  105'  YACHT  •  LADY  BARBARA 

23'  beam,  twin  Gardner  260  hp  engines,  ten  guests,  five  crew.  Elegant  mirrored  master  suite  with  king  size  berth; 
all  fixtures  gold-plated;  5  bathrooms  with  showers;  luxury  dining  salon;  Jacuzzi  hot  tub;  sauna;  windsurfer.  16' 
Boston  Whaler  &  60  hp  outboard:  Haines  Skiboat  &  115  hp  outboard;  waterski,  snorkel  equipment;  stereo  cassette 
in  each  of  five  staterooms;  television/video;  entire  yacht  HVAC;  four-color  brochure  available;  Counsel  to  Owner; 
Marion  Edwyn  Harrison,  Esq.,  1000  Potomac  Street,  N.W.,  Third  Floor,  Washington,  D.C.,  cable 
MEHLAW,  telex  89492;  telephone  202  965  6300;  facsimile  202  337  4632.  US$2.9  million  cash. 


FLAGS  FLAGPOLES 
&  BANNERS 


Good  news  for  the 
Flag  Flyer! 

•  Amencan  flags 

•  State  &  foreign 
flags 

•  Corporate  logo  and 
custom  flags 

•  All  size  flag  poles 
in  stock 

•  Exterior  banners 

FREE  22  MiE  CATALOG! 

Mail  your  business  card  today  to: 

Krwtorgi  7106  Maplendge 
FrOgiOnd  Houston,  Texas  77081 
Ftagpotel  (713)  666-2371 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  ok)  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3  %"  lor 
state  widtM|  Great  Birth- 
day  or  Christmas  gift 
Send  S 1 3  50  lor  each  set 
of  3  ties  to 
SLIM  TIES  CO. 
44  Monterey  Blvd .  Dept  O 
San  Francisco.  CA  94 1 3 1        |«l  S|  StS-*1  OO 


COMPUTERS 


Radio /hack-TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 
Fgt  Prepaid  Save  Tax 
t*t      Toll  Free  800-231-3680 

HI  mflRYfTlflC  INDUSTRIESINC 
22511  Katy  Fwy 
Katy  (Houston)  TX  77450 
1-713-392-0747  Telex  774132 


EXECUTIVE  GIFTS 


Hviacanudo  rothschilo"! 

cigars  35%  off!  1 

[SW  RG42,  Box  of  25) 

^"/BOX!  (SAVE  $18.55)  | 

Wrapper  choice:  Natural.  Claro  or  Maduro 

Also  rock  bottom  prices  on  fresh,  perfect  I 

Partagas.  Don  Dlegos,  H.  Upmanns,  I 
Ramon  Allones,  Royal  Jamaicas, 

Montecrui.  FREE  catalog  800-672-5544  I 

(NY  State  212-221-1408)  Send  check  or  ■ 

M0— add  $2  00  for  shipping.  _ 
New  York  residents  add  sales  tax. 
Offer  expires  Feb  28.  1987 

FAMOUS  SMOKE  SHOPf 

Dept.  101,  55  W  39th  St  New  York.  NY  10018  I 


CUSTOM 
STAND-UP  DESK 


3819  Fondrcn.  Houston,  Texas  77063 
(713)975-9721 
Outside  Texas  1  -X(XJ-f>4.5-2065 


ALL  NAME  BRANDS 

FAST-FRESH-CHEAP 

1-800- JR-CICAR 


Commodities 


MONEY  &  INVESTMENTS 


By  Stanley  W.  Angrist 


After  a  disastrous  series  of  trades  in  the 
first  six  months  of  1986,  I  figured  that 
things  had  to  get  better.  And  they  did. 

ROLL  OUT 
THE  BARREL! 


It  could  have  been  lifted  in  late 
November  with  a  14-cent-per-bush- 
el  profit,  equivalent  to  $700.  That's 
more  like  it. 

In  the  Aug.  1 1  number  I  decided 
to  buck  the  trend  and  tried  to  pick  a 
bottom  in  the  Value  Line/S&P's 
spread.  Within  two  weeks  I  had  my 
head  handed  to  me  and  exited  with 
a  $1,250  loss.  The  spread  has  yet  to 
form  a  firm  bottom. 

There  were  no  recommendations 
in  the  Aug.  25  or  Sept.  8  issue.  The 
former  was  devoted  to  chart  pat- 
terns; the  latter  reviewed  commod- 
ity mutual  funds  and  pools. 

In  the  Sept.  22  issue  I  examined 
the  fundamentals  driving  the  hog 
market,  which  led  me  to  suggest  a 
long  June/short  December  hog 
spread,  with  December  at  a  650- 
point  premium.  The  spread  could 
not  have  been  entered  at  the  recom- 
mended level  until  Nov.  11,  and 
should  have  been  exited  the  last 
week  in  November  at  a  $150  loss. 
Traders  could  not  have  entered  at 
the  recommended  level  the  Febru- 
ary hog/belly  spread  also  discussed. 

In  the  Oct.  6  edition  I  thought  a 
long  position  in  the  new  Dollar  In- 
dex contract  was  warranted.  After 
making  a  bottom  at  1 05,  entry  could 
have  been  effected  around  the  107 
level.  Though  the  desired  profit  of 
$3,000  per  contract  was  never 
reached,  the  position  should  have 
been  protected  with  a  stop,  which 
would  have  yielded  a  $750  profit  in 
early  November. 

In  the  next  issue  I  discussed  how 
option  purchases  could  be  used  to 
protect  futures  positions.  The  ex- 
ample I  used  was  a  long  position  in 
the  March  sugar  contract  and  the 
simultaneous  purchase  of  a  March 
put.  As  of  this  writing,  the  protected 


Experienced  speculators  know  that 
there  are  times  when  it  is  impossi- 
ble to  beg,  borrow  or  steal  a  string  of 
profitable  trades,  and  my  picks  for 
the  first  six  months  of  1986  proved 
it  to  me.  Those  of  you  who  followed 
my  recommendations  know  that 
better  times  came  in  the  second  half 
of  the  year;  for  those  who  only  read 
my  suggestions,  eat  your  hearts  out. 
My  semiannual  review  follows. 

As  in  the  past,  trades  are  pre- 
sumed to  be  acted  on  13  days  prior 
to  the  issue  cover  date,  using  the 
closing  prices  of  that  day.  If  a  rec- 
ommended position  has  not  been 
closed  out,  the  trade  is  evaluated 
with  prices  from  early  December. 

My  first  recommendation  (July  14 
issue)  was  for  a  long  March/short 
September  bean  spread  that  histori- 
cally had  shown  strong  seasonal 
tendencies.  The  trade  was  entered 
with  March  at  16  Vi  cents  over  Sep- 
tember and  exited  the  last  trading 
day  in  August  showing  a  $75  loss. 
An  inauspicious  beginning. 

In  the  July  28  Forbes  I  suggested  a 
long  Kansas  City/short  Minneapolis 
wheat  spread,  which  could  have 
been  instituted  with  Minneapolis  at 
a  22-cent  premium  to  Kansas  City. 

Stanley  W.  Angrist  is  a  commodity  specu 
lator,  consultant  and  longtime  observer  of 
the  commodity  markets. 


position  is  showing  a  profit  of  $481. 

The  Oct.  27  number  discussed 
how  Peter  Steidlmayer  uses  market- 
generated  information  to  provide 
him  with  clues  to  where  the  market 
will  move  next.  In  the  issue  dated 
Nov.  3,  the  intrepid  Frank  Taucher 
let  us  in  on  a  seasonal  trade  in  bonds 
that  had  proved  profitable  histori- 
cally. If  you  entered  the  trade  on 
Oct.  31,  as  recommended,  and  exit- 
ed on  Nov.  24,  you  took  home 
$2,187  for  your  efforts — easily  the 
best  trade  of  the  year. 

In  the  Nov.  27  magazine  I  took  a 
rare  look  (for  me,  anyway)  at  the 
foreign  currency  market.  I  suggest- 
ed a  cross-hedge  between  the  deut- 
sche  mark  and  the  Canadian  dollar, 
based  on  the  economic  fundamen- 
tals of  the  two  countries.  My  calcu- 
lations show  that  the  hedge  could 
have  been  initiated  at  .6857;  early  in 
December  it  was  at  .6963,  which 
would  have  resulted  in  a  profit  of 
$845.  This  trade  is  based  on  March 
contracts,  and  I  believe  it  should  be 
held  for  a  bigger  return. 

In  the  Dec.  1  issue  I  showed  the 
advantages  of  using  ratio  option 
spreads  as  speculative  vehicles. 
They  involve  the  purchase  of  a  call 
and  the  simultaneous  sale  of  two  or 
more  calls  with  higher  strike  prices 
if  you  are  mildly  bullish.  You  can  do 
a  similar  trade  with  puts  if  you  are 
mildly  bearish,  and  you  can  do  both 
if  you  believe  that  prices  will  not 
have  a  strong  bias  in  either  direc- 
tion. I  suggested  that  this  strategy 
was  now  appropriate  in  the  silver 
market.  The  trade  could  have  been 
put  on  with  the  ratio  call  spread  at  a 
6-cent  credit  and  the  put  spread  at  a 
1-cent  debit.  As  this  is  being  writ- 
ten, both  trades  together  are  show- 
ing a  $30  profit.  I  believe  that  time 
will  work  in  favor  of  this  trade, 
which  employs  March  options. 

In  the  Dec.  15  issue  I  recommend- 
ed a  seasonal  long  July /short  March 
lumber  spread.  It  is  too  early  to  say 
how  that  spread  will  work  out. 

For  the  period  July  through  De- 
cember, there  were  nine  recommen- 
dations. Six  either  have  been  closed 
out  with  a  profit  or  are  currently 
showing  one.  Total  profits:  $4,993. 
Three  of  the  trades  resulted  in 
losses  totaling  $1,475.  Net  profit: 
$3,518.  Commissions  at  a  discount 
broker  would  have  totaled  no  more 
than  $300.  The  maximum  margin 
in  use  at  any  time  would  have  been 
less  than  $5,000,  which  yields  a  re- 
turn considerably  higher  than  your 
money  market  fund.  ■ 
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Flashbacks 


"The  more  things  change. . .  ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

(From  the  issue  of January  15,  1927) 

"Americans  are  unhappy  unless  they 
are  'breaking  records.'  This  attitude 
has  contributed  greatly  to  the  nation's 
development  and  progress.  But  we 
cannot  expect  to  smash  every  record 
every  year.  Frankly,  we  should  be  pre- 
pared for  something  less  than  a  rec- 
ord-breaking year  in  1927." 

"The  Department  of  Agriculture  has 

issued  its  1926  estimate  on  the  farm 
value  of  all  agricultural  products,  ex- 
clusive of  livestock.  The  government 
estimate  for  domestic  products  in  the 
past  year  is  placed  at  $7.8  billion,  or  a 
decline  of  over  $1  billion  from  the 
final  estimate  on  1925  crop  values, 
which  was  placed  at  $8.9  billion.  Crop 
value  for  1926  is  the  lowest  which  has 
been  reported  since  1921.  .  .  ." 


Fifty  years  ago 

(From  the  issue  of  January  15,  1937) 

"As  1937  opened,  35  states  and  the 
District  of  Columbia  had  passed  un- 
employment-compensation laws  ac- 
ceptable to  the  Federal  Social  Security 
Board.  A  last-minute  rush  lifted  the 
total  from  15  (plus  D.C.)  on  Nov.  5,  as 
state  legislatures  tumbled  over  them- 
selves to  beat  the  fan.  1  deadline.  Get- 
ting in  under  this  wire  was  important: 
Employers  in  those  states  which  did 
may  deduct  up  to  90%  of  their  federal 
payroll  tax  and  turn  it  over  to  their 
state  fund  for  relief  of  their  own 
state's  unemployed,  instead  of  paying 
it  into  a  general  federal  fund." 


Harold  Stanley,  picked  by  the  House  of 
Morgan  as  first  head  of  Morgan  Stanley 


Edited  by  Dero  A.  Saunders 


Packaged-goods  innovator  C/aretice 
Francis,  president  of  General  Foods 


"Laid-off  miners  in  the  anthracite  re- 
gion of  northeastern  Pennsylvania 
have  been  sinking  shafts  of  their  own 
on  coal  lands  owned  by  anthracite 
corporations,  and  marketing  the  coal 
in  Philadelphia,  New  York  and  other 
eastern  cities.  Today,  15,000  unem- 
ployed miners  are  making  from  two  to 
three  dollars  a  day  by  working  more 
than  4,000  'bootleg'  mines,  while 
5,000  others  are  trucking  the  coal  to 
market  where  it  is  sold  ...  for  $2  a  ton 
less  than  coal  mined  legitimately." 


In  the  1930s,  15,000 jobless  miners  dug  a 


Twenty-five  years  ago 

(From  the  issue  of  January  15,  1962) 

"Only  ten  years  ago  W.R.  Grace 
hadn't  a  chemical  to  its  name.  It  con- 
sisted of  a  shipping  business,  some 
paper  plants,  sugar  plantations  and  an 
agglomeration  of  small  industrial  en- 
terprises in  Peru,  Colombia,  Chile, 
Ecuador  and  Bolivia.  Since  then  W.R. 
Grace  has  undergone  a  vast,  complex 
and  often  painful  corporate  mutation 
to  become  one  of  the  leading  chemical 
companies  in  the  country." 


"Japan's  Economic  Planning  Agency 
is  forecasting  a  $660  million  overall 
balance  of  payments  deficit  for  fiscal 
1962  (ending  March  31).  The  Japanese 
government  has  already  tightened 
credit  to  restrict  imports.  It  is  stress- 
ing exports  to  Europe  and  the  U.S." 

"The  age  of  the  Christmas  tree  planta- 
tion is  upon  us,  to  judge  from  the 
Christmas  just  past.  Some  40%  of  the 
trees  for  the  recent  holiday  season 
were  commercially  cultivated,  vs. 
only  5%  as  late  as  five  years  ago." 


Ten  years  ago 

(From  the  issue  of  January  15,  1977) 

"The  same  negotiating  skill  that 
helped  [GE  Chairman  Reginald  Jones] 
get  GE  out  of  the  capital-draining 
computer  business  enabled  him  last 
month  to  tie  the  ribbons  on  GE's 
nearly  $2.2  billion  merger  with  Utah 
International,  a  coal  and  uranium 
producer.  .  .  . 

"But  why  go  to  all  that  trouble? 
And  why  pay  so  much  money  for  a 
company  in  so  cyclical  a  business? 
The  answer  is  that  Jones  was  thinking 
very  long  term:  'You  are  looking  at  an 
energy-short  economy.  An  economy 
that's  going  to  have  to  place  greater 
reliance  on  its  indigenous  resources." 

"Some  7,000  employees  of  REA  Ex- 
press, Diamond  Reo  and  54  other 
busted  pension  plans  have  reason  to 
be  grateful  to  Pension  Benefit  Guaran- 
ty Corp.  Because  of  it,  over  3,000  of 
them  now  get  $360,000  in  pensions 
monthly.  The  other  4,000  will  get 
benefits  when  they  retire. 

"PBGC  was  set  up  under  the  Em- 
ployee Retirement  Income  Security 
Act  of  1974  (ERISA).  On  the  one  hand 
it  watches  over  the  nation's  100,000 
key  private  retirement  plans,  which 
cover  33  million  participants  and  are 
backed  by  just  under  $200  billion  in 
assets.  But  it  is  also  building  its  own 
nest  egg  via  a  mandatory  premium  of 
$1  per  covered  employee  per  year.  .  .  ." 

"Ever  want  to  know  the  complete  lyr- 
ics to  'I'm  Chiquita  Banana'?  Or  the 
second  verse  to  'See  the  USA  in  a 
Chevrolet'?  A  new  anthology  of  ad 
jingles,  Great  Songs  of  Madison  Avenue, 
gives  the  sheet  music  and  lyrics  to 
115  commercials  of  the  last  50  years 
[including]  the  oldest  known  jingle  on 
record,  'Have  You  Tried  Wheaties?'  " 
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Never  thank  anybody  for  anything, 
except  a  drink  of  water  in  the 
desert — and  then  make  it  brief. 
Gene  Fowler 


One  can  always  be  kind  to 
people  about  whom  one 
cares  nothing. 
Oscar  Wilde 


We  boil  at  different  degrees. 
Ralph  Waldo  Emerson 


Considering  how  bad  men  are, 
it  is  wonderful  how  well 
they  behave. 

Salvador  de  Madariaga 


Politeness  might  not  save  a  man 
from  getting  kicked  by  a  mule, 
but  it  would  save  him  from 
getting  near  enough 
to  get  kicked. 
Josh  Billings 


To  apologize  is  to  lay 
the  foundation  for 
future  offense. 
Ambrose  Bierce 


The  proper  office  of  a  friend 

is  to  side  with  you  when  you 

are  in  the  wrong.  Nearly  everybody 

will  side  with  you  when  you 

are  in  the  right. 

Mark  Twain 


The  thicker  one  gets  with 
some  people,  the  thinner 
they  become. 

PUZANT  THOMAIAN 


Not  only  is  there  no  question 
of  solitude,  but  in  the 
long  run  we  may  not 
choose  our  company. 
Elizabeth  Bowen 


Oftentimes  we  call  a  man  cold, 

when  he  is  only  sad. 

Henry  Wadsworth  Longfellow 


Thoughts 

on  the  Business  of  Life 


Have  you  been  careless  about 
the  right  of  others  to  have 
a  cheerful  tone  from  you, 
a  gentle  smile,  a  kindly 
manner?  Unless  you  change 
that  rasping  manner  of  yours 
you  will  some  day  pay  a 
terribly  heavy  business  penalty. 
B.C.  Forbes 


A  good  neighbor  is  a  fellow 
who  smiles  at  you  over  the 
back  fence  but  doesn't 
climb  over  it. 
Arthur  Baer 


Two  persons  cannot  long  be 
friends  if  they  cannot 
forgive  each  other's 
little  failings. 
Jean  de  La  Bruyere 


If  a  man  makes  me  keep  my 
distance,  the  comfort  is,  he 
keeps  his  at  the  same. 
Jonathan  Swift 


Let  us  love  winter,  for  it 
is  the  spring  of  genius. 
Pietro  Aretino 


In  all  countries  where  nature  does 
the  most,  man  does  the  least. 
Charles  Caleb  Colton 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Start  off  every  day  with  a  smile 
and  get  it  over  with. 
W.C.  Fields 


If  politicians  and  scientists 
were  lazier,  how  much  happier 
we  should  all  be. 
Evelyn  Waugh 


Kindness  is  in  our  power, 
but  fondness  is  not. 
Samuel  Johnson 


Kind  words  will  never  die — 
neither  will  they  buy  groceries. 
Bill  Nye 


The  Tightness  of  a  certain  tact. 
Everything  depends  on  it. 
Joseph  Joubert 


A  Text . . . 

Bread  of  deceit  is  sweet  to 
a  man;  but  afterwards 
his  mouth  shall  be 
filled  with  gravel. 
Proverbs  20:17 


Sent  in  by  Amy  Waterbury,  Maplewood, 
NJ.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Malice  is  a  greater  magnifying 
glass  than  kindness. 
Lord  Halifax 


Hearts  that  are  delicate  and  kind, 
and  tongues  that  are  neither — 
these  make  the  finest  company  in 
the  world. 

Logan  Pearsall  Smith 


The  only  way  to  amuse  some 
people  is  to  slip  and  fall 
on  an  icy  pavement. 
Ed  Howe 
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CODDCC    I  A  MI  T  A  D  V   IT  !OC7 


To  you,  it's  the  world's  largest  business 
and  financial  center. 
To  us,  it's  creating  a  more  efficient  working 
environment  for  7,000  tenants. 


The  tenants  of  1  Financial  Place  in  Chicago  enjoy 
ne  of  the  most  efficient  working  environments  yet  designed, 
n  environment  created  and  maintained  by  Johnson  Controls, 
he  systems  that  heat  and  cool  them,  light  their  workspace, 
elp  them  communicate,  and  keep  them  secure  are  all 
itegrated  into  one  computerized,  energy- 
fficient  operation.  To  make  them  more 
omfortable,  and  thus  more  efficient.  And 
3  make  the  building  more  cost  efficient,  too. 

Designing  and  installing  auto- 
lated  systems  for  buildings  is  our 
usiness.  Maintaining  and  servicing 
uilding  systems  through  our  Alliance 
rograms  is  our  business,  too. 


©Johnson  Controls,  Inc.  1986  8602 


Over  100,000  building  owners  have  chosen  Johnson  Controls 
for  facilities  management.  These  projects  range  in  size 
from  giants  like  1  Financial  Place  to  small  offices 
in  local  communities. 

For  information  on  a  working 
environment  that  can  work  to  save  you 
money,  take  advantage  of  our  new 
Executive  Contact  Program.  Give 
us  a  call  now  at  1  -800-972-8040. 
In  Wisconsin,  call  1-800-472-6533. 
A  Johnson  Controls  executive  will 
get  back  to  you  within  48  hours. 


JfsjHNSON 
CONTROLS 

Creating  a  better  climate 
for  business. 


INVEST M 
DURABLE GOODS 


Volvo  is  a  vehicle  designed 
for  investors  interested  in  good  per- 
formance over  the  long  term. 
.    Ift  not  uncommon  to  see  Volvos 
driving  around  with  hundreds  of 
thousands  of  miles  on  them  There's 


at  least  one  Volvo,  still  in  good 
health,  with  close  to  one  million 
miles  on  it 

You  can't  ask  for  a  better 
record  of  performance  than  that 

Your  Volvo  dealer  has  a  blue 


chip  selection  of  Volvo  240  sedans 
and  wagons  to  choose  from 
Execute  your  buy  order  today. 

Roof  rack  optional.  ©  1986  Volvo  North  America  Corporal  ion. 

VOLVO 

A  car  you  can  believe  in. 
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Free  Facts  That  Can 
Cut  Your  Exercise  Time 

In  Half 


Find  out  how  you  can  exercise  your  entire 
cardiorespiratory  system  with  the  GUIDE  TO 
BETTER  HEALTH  AND  FITNESS-A  12  Minute 
Aerobic  Workout  from 
Lifecycle®  It's  yours 
absolutely  Free  when  you 
mail  in  the  coupon  below. 

A  Challenging  Workout 
in  Only  12  Minutes 

You  can  get  an  extensive 
cardiorespiratory  work- 
out for  a  longer,  healthier 
life  just  by  doing  a  special 
12  minute  routine 
a  few  days  a  week. 
This  16  page,  fully- 
illustrated  booklet 
tells  about  an  easy,  proven 
method  that  can  help  you: 

•  Improve  your  cardio- 
respiratory system  with- 
out causing  severe  stress 
or  strain  to  your  heart 

•  Burn  off  calories  in  a 
minimum  amount  of  time 

•  Decrease  your  permanent 
body  fat 

•  Develop  a  trim,  fit  body  from  the  privacy 
and  convenience  of  your 
own  home. 


You'll  Look  and  Feel  Better 

Studies  show  aerobic  fitness  helps 
alleviate  everyday  stress.  It  also 
helps  you  look  and 
feel  really  good— but 
most  people  don't  get 
around  to  it.  Now, 
through  this 
special  booklet 
you'll  learn  all 
about  a 
workout 


program  that  will 
significantly  improve 
your  cardiorespiratory 
system  and  cut  your 
exercise  time  in  half! 
And  it's  so  easy,  your  whole  family  can  do  it. 


Send  for  the  Free  Facts  Today 

All  you  have  to  do  to  get  your  Free  Booklet  is  return 
this  coupon  below  to  Bally  Fitness  Products, 
10  Thomas  Road,  Irvine,  California  92718  or 
call  toll-free  1-800-544-3004,  Dept.J256 


Send  For  Your  FREE  Booklet  Today! 

YES,  I  want  to  cut  my  exercise  time  in  half!  Please  send 
me  my  FREE  copy  of  the  GUIDE  TO  BETTER  HEALTH  AND 
FITNESS— A  12  Minute  Aerobic  Workout  by  Lifecycle® 
I  understand  I  am  under  no  obligation. 
MAIL  TO:  Lifecycle 

Bally  Fitness  Products 
10  Thomas  Road 
Irvine,  California  92718 

(Please  Print) 

Name  


Address. 
City  


.State. 


.Zip. 


Telephone. 


Qgfa.  Computers  and  Communications 


iking  America  from  coast  to  coast. 


At  NEC  we  began  to  develop  our 
own  integrated  C&C— computers 
and  communications— technology 
long  before  anyone  else. 

It's  a  technology  that's  helping 
to  change  the  way  America  does 
business  by  drawing  us  all  closer 
together. 

With  integrated  voice,  data,  and 
image  transmission  eguipment. 
More  powerful  business  and  per- 
sonal computers.  And  a  wide  range 
of  other  products  from  fiber  optics 
and  cellular  telephones  to  home 
electronic  products. 

Today  NEC  is  a  world  leader  in 
semiconductors,  computers,  and 
communications  systems.  The 
expertise  behind  over  15,000  NEC 
products  is  at  work  in  our  inte- 
grated C&C  technology. 

We  now  supply  a  full  range  of 
systems  working  together  in  net- 
work to  help  people  handle  infor- 
mation of  any  kind  more  efficiently, 
whenever  they  need  it. 

Across  America  and  all  around 
the  world. 

NEC  offers  a  total  system  solution 
to  all  of  today's— and  tomorrow's 
—information  needs.  One  that  can 
help  you  keep  all  your  offices  in 
touch  with  each  other  and  working 
effectively  together. 

So  when  you  look  for  solutions 
in  computers  and  communications, 
think  of  the  company  that's  linking 
America  from  coast  to  coast. 

Think  of  NEC. 
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!  Elmore'Stock  Market 


Houston,  not  the  only  case  in  poin 


Real  estate:  not  yet 

Even  in  strong  real  estate  markets  like  Philadelphia,  developers 
are  offering  huge  rent  concessions  to  land  good  tenants.  In 
previous  periods  of  glut,  inflation  and  growth  of  the  white  collai 
labor  force  have  bailed  the  builders  out.  But  this  time  no  such 
relief  is  in  sight  and  most  commercial  realty  looks  terribly 
overpriced.  That's  the 
conclusion  reached  by  se- 
nior editors  Richard  L. 
Stern  and  Howard  Rud- 
nitsky after  talking  with 
real  estate  people,  invest- 
ment bankers  and  econo- 
mists around  the  country. 
Too  much  of  the  recent 
building  was  predicated 
on  demand  growth  that 
simply  isn't  there.  Too 
many  of  the  expected  re- 
turns were  to  come,  not   

from  cash  flow,  but  from  future  inflation  that  may  never  happen 
and  from  tax  and  depreciation  benefits  that  are  being  scaled 
back.  "Commercial  real  estate — the  worst  is  yet  to  come"  starts 
on  page  64. 

Why  immigrants  get  ahead 

A  major  reason  for  confidence  in  the  future  of  our  country  is  its 
ability  and  willingness  to  renew  itself  with  the  fresh  energy  and 
insights  brought  here  by  immigrants.  Many  things  have 
changed  in  recent  years,  but  this  has  not.  Columnist  Srully 
Blotnick  reports  that  while  educated,  native-born  Americans 
are  often  pessimistic  about  the  future,  most  recent  immigrants 
are  brimming  with  optimism  and  vitality.  And  because  they 
don't  think  anyone  owes  them  a  living,  the  immigrants  are 
more  likely  than  the  natives  to  develop  a  healthy  self-reliance. 
See  page  108.  Read,  too,  the  Up  &  Comer  article  on  Bombay 
Palace  and  its  founder  Sant  Singh  Chatwal.  Born  to  a  poor 
refugee  family  in  India,  Chatwal  is  today,  at  40,  a  multimillion- 
aire Manhattan  businessman.  No  opportunity  left?  Page  74. 

Donald  E.  Zipperer,  1934  1986 

If  readers  have  found  this  magazine  relatively  free  from  annoy- 
ing jargon,  acronyms  and  obfuscation,  a  good  share  of  the  credit 
belonged  to  a  cheerful,  rotund  Wisconsin  native  named  Donald 
E.  Zipperer.  As  an  associate  editor  and  chief  of  our  copy  desk 
Don  fought  a  never-ending  battle  to  keep  Forbes  copy  clean  and 
crisp.  A  former  college  teacher  with  a  master's  in  English 
(degrees  from  Hunter  College  and  New  York  University),  he  was 
well  qualified  for  the  task;  any  tendency  Don  may  have  had  foi 
pedantry  was  nicely  balanced  with  a  sense  of  humor.  On  the  last 
day  of  1 986,  just  a  few  weeks  -short  of  his  53rd  birthday  and  after 
nine  years'  service  at  this  magazine,  Don  died  while  under 
treatment  for  a  brain  tumor.  He  leaves  his  colleagues  with 
happy  memories  and  high  standards.  Don's  former  deputy, 
Marlene  Mandel,  succeeds  him  as  copy  chief. 


Editor 
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THERE  ARE  TWO 
REASONS  FOR  SELECTING 
OUR  PERSONAL 
BUSINESS  COPIER. 


MORE  OR  LESS. 


The  introduction  of  the  per- 
sonal copier  was  great  for  people 
vho  need  to  make  personal  copies. 

But  as  it  turns  out,  over  80% 
)f  personal  copiers  end  up  in  busi- 
less,  where  their  limited  abilities 
:an  make  them  liabilities. 

MORE  THAN  A 
PERSONAL  COPIER. 

And  that  is  precisely  why  we 
it  Toshiba  developed  the  BD-3110, 
:he  world's  very  first  Personal  Busi- 
less  Copier. 

It  is  small  and  light,  just  like 
i  personal  copier,  but  that's  where 
:he  similarities  end. 

Because  the  BD-3110  offers 
nore  than  twice  the  paper  capacity 
)f  the  leading  personal  copier. 

As  well  as  the  ability  to  pro- 
luce  4,400  more  copies  a  month. 


And  all  with  a  perfect  edge- 
to-edge  clarity  that  the  leading  per- 
sonal copier  just  can't  touch. 

LESS  THAN  HALF  THE 
COST  PER  COPY. 

You  would  be  perfectly  ra- 
tional to  believe  that  a  copier  with 
all  the  capabilities  of  the  BD-3110 
would  be  much  more  expensive  to 
run  than  a  personal  copier. 

But  you  would  be  wrong. 

Because  you'll  find  that  the 
Toshiba  Personal  Business  Copier 
is  actually  more  than  two  times  as 
affordable  to  operate  as  the  leading 
personal  copier. 

And  as  if  that  wasn't  enough, 
the  new  Toshiba  BD-3110  also  offers 
you  color  copying,  a  straight  paper 
path,  convenient  LCD  display  and 
push-button  exposure  control. 


So  now  you  know  all  the  dif- 
ferences between  the  new  Toshiba 
Personal  Business  Copier  and  the 
leading  personal  copier. 

More  or  less. 

TELL  ME  MORE. 

If  you  want  to  know  more  about 
Toshiba's  Personal  Business  Copier, 
simply  call  1-800-457-7777,  or  mail 
this  coupon  to:  Toshiba  America,  Inc. 

2441  Michelle  Drive 
Tustin,CA  92680 


Name. 


Company. 
Address_ 
City  


.State  Zip. 


Phone  L 


F1267 


In  Touch  with  Tomorrow 

TOSHIBA 


Trends 


Kdited  by  John  A.  Conway 


The  vanishing 
American  child 

Retail  toy  sales  have  tripled  in  the 
last  ten  years,  to  more  than  $12 
billion  in  1986,  with  happy  results  for 
companies  such  as  Toys  "R"  Us  and 
Tonka.  But  there  is  less  to  the  boom 
than  meets  the  eye.  While  more  chil- 
dren have  been  born  to  couples  in 
their  30s  in  recent  years,  that's  the 
result  of  a  more  stable  divorce  rate 
and  the  sheer  number  of  adults  born 
from  1946  through  1956  who  are  now 
having  families,  the  U.S.  Census  Bu- 
reau reports.  Because  women  in  their 
20s  are  having  far  fewer  babies,  the 
overall  fertility  rate  fell  4.4%  from 
1980  to  1984  (the  last  year  of  available 
figures).  In  fact,  the  average  family 
size,  which  has  been  falling  since  the 
mid-1960s,  reached  3.21  last  year,  the 
lowest  average  in  at  least  45  years, 
says  Census  demographer  Steve 
Rawlings.  The  trend  toward  small 
families  will  continue:  "There  may  be 
a  slight  increase  in  the  number  of 
couples  with  one  or  two  children,"  he 
says,  "but  there  are  fewer  families 
with  three,  four  or  five  children." 


Can  money  solve  this  one? 

Last  year  138  banks  and  21  S&Ls 
I  failed  (both  post-Depression  re- 
cords) and  one-fifth  of  the  3,250 
thrifts  still  around  are  in  trouble. 
Banks,  thrifts,  insurers,  brokers  and 
other  financial  companies  are  now 
trying  to  improve  this  sorry  state  by 
upgrading  their  outside  directors.  The 
attraction:  money.  "Industrial  compa- 
nies have  been  far  more  aggressive  in 
this  area,"  says  Peter  Chingos,  author 
of  a  new  Peat  Marwick  survey  of  the 
nation's  top  150  banks,  thrifts  and 
insurance  and  financial  service  com- 
panies— among  them,  Security  Pacif- 
ic, Carteret  Savings,  Travelers  Corp. 
and  Merrill  Lynch.  It  shows  the  group 
moving  in  this  direction.  Compensa- 
tion for  outside  directors  at  these  in- 
stitutions has  risen  an  average  of  15% 
since  1984.  Bank  and  insurance  com- 
panies with  assets  of  $25  billion  now 
pay  at  least  $30,700  a  year,  while  di- 
rectors at  big  thrifts  can  expect  to  earn 
$29,900.  To  quiet  shareholder  com- 
plaints that  directors  have  no  interest 
in  shareholder  issues  because  they 
hold  few  shares,  seven  of  the  institu- 


tions polled,  including  Chemical 
Bank,  added  stock  compensation 
packages.  That  number  is  still  small, 
partly  bec'ause  of  SEC  rules  that  make 
stock  payments  to  directors  difficult, 
but  Chingos  expects  to  see  the  num- 
ber rise  dramatically. 


The  secrecy  craze 

Companies  that  sell  government 
information  in  their  databases  are 
having  problems  with  Washington, 
and  the  troubles  will  probably  get 
worse.  The  Pentagon  is  upset  that  too 
many  people  can  learn  too  much 
about  our  technology  by  plugging  into 
these  services.  But  Paul  Zurkowski, 
head  of  the  Information  Industry  As- 
sociation, points  out,  "These  data- 
bases contain  the  same  information 
found  on  library  shelves."  With  the 
FBI  and  other  official  sleuths  asking 
information  companies  about  their 
client  lists,  he  says,  "you  become  a 
little  paranoid." 

The  paranoia  was  fed  by  an  October 
statement  from  Admiral  fohn  Poin- 
dexter,  then  the  President's  national 
security  adviser,  proclaiming  a  "na- 
tional policy"  on  protecting  "sensi- 
tive but  unclassified  information." 
The  admiral  was  sunk  by  the  Iran 
arms  scandal,  but  his  words  live  on. 
NASA  has  listed  34  organizations  it 


1  i 

5  I 

Ad m iraljoht i  P<>i>  ide. xti  n  • 
Now,  the  sensitivity  code. 


wants  barred  from  technical  and  sci- 
entific data  because  of  their  overseas 
clients.  Diane  Fountaine,  a  Pentagon 
information  official,  says  information 
companies — such  as  IBM,  McGraw- 
Hill,  Dow  Jones  and  others — can  ex-  , 
pect  more  hassling.  "The  question  in 
the  1980s,"  Fountaine  says,  "is  not 
whether  there  should  be  any  limits  i 
but,  instead,  what  those  limits  should  | 
be."  Zurkowski  has  asked  Defense 
Secretary    Caspar    Weinberger  to 
"withdraw"  Poindexter's  definition  of 
"sensitive  but  unclassified"  and  ex- 
plain publicly  the  risks  in  passing  on  , 
information.  "We  intend  to  seek  con- 
gressional action,"  he  adds. 


"Resetting  the  clock" 

The  "leading  indicators,"  a  basket 
of  12  monthly  business  statistics 
compiled  by  the  Commerce  Depart- 
ment and  long  used  as  a  forecasting 
tool  for  economists,  are  in  for  some 
updating.  In  March  Commerce  will 
stop  including  in  its  calculations  data 
on  incorporations  and  bankruptcies 
supplied  by  Dun  &  Bradstreet,  since 
these  have  tended  m  recent  years  to 
function  more  as  supporting  than 
leading  indicators  of  economic  activi- 
ty. But  Geoffrey  Moore,  a  Columbia 
University  business  scholar  now  in- 
volved in  a  Commerce  Department 
study  of  the  indicators,  says  more 
changes  are  needed.  He  thinks  Com- 
merce should  include  an  index  of 
bond  prices  and  indicators  to  show, 
among  other  things,  trends  in  foreign 
trade,  the  impact  of  the  switch  to  a 
service  economy  and,  perhaps,  trends 
in  inventory  accumulation.  Moore 
says  the  inventory  numbers  from  the 
National  Association  of  Purchasing 
Management  would  be  more  timely 
than  those  the  government  now  uses. 


Sniffing  and  stealing 

Common  sense  suggests  that  em- 
ployees doing  dope  are  undoubt- 
edly among  those  who  regularly  pilfer 
upwards  of  $40  billion  annually  from 
company  offices  and  warehouses. 
Now,  data  from  a  poll  of  3,800  job 
applicants  by  Stanton  Corp.,  a  Char- 
lotte, N.C.  employee  testing  firm, 
provide  more  grounds  for  suspicion. 
Of  those  tested,  some  11%  admitted 
to  recent  use  of  cocaine,  up  from 
about  3%  in  a  similar  test  two  years 
ago.  Likewise,  some  56%  of  those 
tested  admitted  to  recent  use  of  mari- 
juana, up  from  35%  two  years  ago. 
Remarkably,  fully  24.5%  of  those 
tested  also  confessed  to  recent  bouts 
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of  shoplifting,  nearly  double  the  num- 
ber two  years  ago.  Other  studies  show 
that  35%  of  these  light-fingered  job- 
seekers  would  be  stealing  from  their 
employers  before  very  long. 


Applying  the  brakes 

Thomas  Donohue,  president  of  the 
American  Trucking  Associations, 
wants  to  close  a  50-year-old  loophole 
in  the  federal  laws  regulating  his  in- 
dustry. Enacted  in  1935,  when  inter- 
state trucking  was  in  its  infancy,  this 
rule  exempts  from  federal  regulations 
trucks  operating  in  "commercial 
zones,"  local  areas  surrounding  cities 
and  towns.  "This  flagrant  loophole 
applies  to  all  drivers  operating  exclu- 
sively in  certain  urban  areas,  whether 
they  are  operating  tractor-trailers, 
dump  trucks  or  construction  vehi- 
cles," he  says.  Closing  the  loophole, 
the  ATA  argues,  could  reduce  the 
number  of  truck  accidents  and  cut 
insurance  costs.  So  the  ATA  will  soon 
ask  the  Department  of  Transportation 
to  wipe  out  the  exemption. 

Local  politicians  and  truckers  will 
fight  the  idea,  but  the  trucking  indus- 
try, Donohue  points  out,  is  getting 
heavy  pressure  from  motorists  and  in- 
surers following  a  "dramatic"  22% 
rise  in  truck  accidents  from  1983 
through  1985.  Donohue  says  the  ATA 
will  now  also  push  for  implementa- 
tion of  a  new  law  it  helped  get  through 
Congress  that  will  require  national 
licensing  and  testing  of  over-the-road 
drivers  and  end  the  current  system  of 
allowing  drivers  to  carry  half  a  dozen 
or  more  different  licenses.  He  says  the 
ATA  will  also  oppose  any  change  in 
the  55mph  national  speed  limit,  a 
point  that  will  put  him  at  odds  with 
congressmen  from  the  wide  open 
spaces,  where  55mph  is  rated  little 
better  than  a  crawl. 


Lawyers  in  love? 

Young  lawyers — and  half  of  the 
677,000  in  the  U.S.  are  under  35— 
find  more  flaws  than  fees  in  their  cho- 
sen profession,  according  to  a  poll  of 
1,600  of  them  by  the  ABA  Journal 
Two-thirds,  for  example,  say  their 
work  has  affected  their  love  life,  and 
86%  say  the  effects  have  been  nega- 
tive. Forty-two  percent  said  they  had 
postponed  marriage  and  children  (or 
both)  because  of  their  careers.  While 
75%  became  lawyers  out  of  noble  mo- 
tives, the  rest  joined  the  bar  because 
their  parents  wanted  them  to  (4%)  or 
because  they  did  not  know  what  else 
to  do  (21%).  Asked  to  name  the  big- 
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gest  surprise  of  practicing  law,  25% 
said  it  was  how  much  they  loved  it, 
10%  how  much  they  hated  it  and  25% 
how  little  they  earned. 


The  thirsty  Russians 

Mikhail  Gorbachev  has  had  to  ease 
up  a  bit  on  his  campaign  to  curb 
the  Russian  appetite  for  alcohol,  ac- 
cording to  Viktor  Afanasyev,  editor- 
in-chief  of  Pravda,  the  Communist 
Party  newspaper.  Part  of  the  Kremlin 
chief's  effort  included  shortening  the 
hours  at  liquor  stores.  The  lines  of 
thirsty  Russians,  however,  got  so  long 
that  workers  were  wasting  more  time 
waiting  than  they  would  have  dnnk- 
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ing.  So  now,  Afanasyev  says,  the 
hours  have  been  lengthened,  and  vod- 
ka and  other  hard  liquor  sales  are  han- 
dled by  one  set  of  stores,  wine  and 
beer  at  others.  But  Gorbachev's  effort 
to  cut  back  Soviet  drinking  goes  on 
apace.  "The  women  are  strongly  in 
favor  of  it,"  Afanasyev  says. 


Joy  in  the  showrooms 

The  rock-bottom-interest  auto 
loans  Detroit  used  last  fall  to 
move  top-heavy  inventories  of  1986 
models  put  a  big  dent  in  manufactur- 
ers' profits  for  the  quarter,  but  they 
were  a  boon  to  dealers.  Even  in  the 
Northeast,  where  profits  were  already 
the  highest  in  the  country,  dealers 
enjoyed  September  increases:  7.31% 
in  New  England  and  9.52%  in  the 
Middle  Atlantic  states,  according  to  a 
report  by  the  National  Automobile 
Dealers  Association.  The  low-interest 
loans  amounted  to  virtual  salvation 
in  oil  states  like  Texas,  Oklahoma 
and  Louisiana,  where  profits  after  the 
incentives  leaped  almost  166%.  Farm 
belt  showrooms,  languishing  at  a  low 
1.5%  net  profit  before  the  incentives, 
saw  that  number  grow  to  2%.  (The 
national  average  dealer  net  was  2.6% .) 
Auto  buyers,  apparently  dazzled  by 
the  prospect  of  lower  monthly  pay- 
ments for  their  new  wheels,  ignored 
the  usual  haggling,  and  dealers  were 
able  to  keep  their  margins  high.  Na- 
tionally, September  sales  rose  29% 
compared  with  the  average  for  the 
previous  eight  months,  and  net  profits 
doubled. 


Land  of  rising  muscles 

The  American  fitness  craze  seems 
to  be  catching  on  in  Japan.  In  the 
past  three  years  the  number  of  aero- 
bics centers,  gymnasiums  and  the  like 
has  jumped  from  170  to  more  than 
600,  and  the  heavy  industrial  hitters 
are  getting  into  the  game.  Sumito- 
mo's real  estate  arm  opened  a  Nauti- 
lus Club  last  month  and  already  has 
1,000  members;  it  plans  27  more  in 
the  next  three  years.  Nichii,  one  of 
the  big  supermarket  chains,  started 
its  first  fitness  club  two  years  ago  and 
now  has  40  throughout  Japan.  Its 
50,000  members  pay  about  $62  to  join 
and  another  $62  a  month  to  cavort  in 
leotards.  Department  stores  (Seibu), 
life  insurance  companies  (Chiyoda 
Life)  and  construction  firms  (Taisei 
and  Maeda)  are  joining  the  sauna-and- 
swimming-pool  parade.  The  forecast 
is  for  250  more  clubs  to  open  in  1987. 
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OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw,  Missouri  65355 
Obtain  the  Property  Report  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  hasjudged  the  merits  or  value,  if  any,  of  this 
properly  Equal  Credit  and  Housing  Opportunity. 
Not  an  offer  or  solicitation  in  those  states  where  the 
property  is  not  registered. 
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The  shadow  of  Mr.  Sloan 

Alfred  P.  Sloan,  the  management 
genius  who  built  General  Motors 
into  a  colossus,  said  disaster  awaited 
any  auto  company  unprepared  for 
change.  Roger  B.  Smith,  who  moved 
into  Sloan's  chair  in  January  1981,  had 
grown  up  with  the  Sloan  system.  But 
was  he  following  the  master's  pre- 
cepts? Was  GM  adapting  to  a  new 
automotive  world?  "The  evidence  to 
date  is  not  reassuring,"  Forbes  con- 
cluded (Sept.  7,  1982). 

Chairman  Smith  had  stepped  into 
his  job  at  a  time  when  GM  had  to  face 
its  first  loss  in  six  decades.  But  after 
some  rough  early  going,  GM  seemed 
to  shoot  into  orbit.  Net  income  in 
1982  climbed  from  $333  million  the 
year  before  to  $963  million;  in  1983, 
to  $3.7  billion;  and  in  1984,  to  $4.5 
billion.  Smith  had  to  be  doing  some- 
thing right. 

Change,  in  fact,  seemed  to  be 
Smith's  middle  name.  He  had  already 
made  robots  an  integral  part  of  the 
GM  operations,  and  in  1982  he  crafted 
a  joint  venture  with  Fanuc,  the  Japa- 
nese robotmaker,  to  make  GM  even 
more  of  a  factor  in  that  industry.  Early 
in  1983  he  approved  a  pact  with 
Toyota  that  put  the  Japanese  auto- 
maker in  charge  of  a  new  Chevrolet 
Nova  to  be  built  in  a  GM  plant  in 
California  with  American  workers 
and  Japanese  management. 

The  pace  quickened  in  1984.  In  Jan- 
uary Smith  redrew  GM's  organization 
chart,  integrating  five  of  GM's  car 
lines  into  two  groups.  In  June  he  paid 
$2.5  billion  (in  cash  and  a  special 
stock  issue)  for  H.  Ross  Perot's  Elec- 
tronic Data  Systems,  a  move  that  was 
supposed  to  synchronize  not  only 
GM's  130  different  computer  centers 
but,  eventually,  its  10,000  dealers  and 
35,000  suppliers  into  one  vast  net- 
work. Later  in  1985  he  laid  out  about 
$5  billion  (in  cash  and  another  stock 
issue)  for  Hughes  Aircraft,  thus  ac- 
quiring a  company  that  produced 
electronics  systems  for  military,  com- 
mercial and  scientific  customers.  And 
in  the  same  year  he  announced  the  $5 
billion  Saturn  program,  which  would 
build  a  $2.5  billion  plant  in  Tennessee 
to  turn  out  about  500,000  small  cars  a 
year  by  1990  (the  year,  incidentally, 
Smith  would  retire  at  age  65). 

All  this  took  money,  and  GM's  bal- 
ance sheet  showed  the  result.  By  1982 
the  company's  current  liabilities 
nearly   equaled   its   current  assets. 
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Roger  Smith  in  1982 

Was  he  paying  attention? 

Long-term  debt  alone  was  up  to 
19.6%  of  capital,  compared  with  9.9% 
two  years  before.  Yet  here,  too,  Smith 
accomplished  a  turnaround.  By  1984 
the  debt-to-capital  ratio  was  back 
down  to  9.8%;  in  1985  it  was  8.5%. 
He  had  also  lifted  1984  current  assets 
to  1.4  times  current  liabilities. 

By  1986  GM  had  become  a  $100 
billion  (sales)  company.  But  debt  was 
once  again  rising  even  as  sales  began 
to  weaken,  and  the  juggernaut  had  to 
start  applying  the  brakes.  The  GM- 
Fanuc  robotics  operations  were  cur- 
tailed. The  $5  billion  earmarked  for 
Saturn  was  reduced  as  Smith  an- 
nounced that  the  500,000  cars  the 


Smith  ( left )  and  Ross  I'erot 

A  merger,  but  not  a  marriage. 


10 


FORBES,  IANUARY  26,  1987 


new  division  was  supposed  to  turn 
out  would  amount  to  no  more  than 
half  that  number.  Moreover,  instead 
of  producing  the  American  answer  to 
Japan's  low-cost  imports,  the  Tennes- 
see plant,  when  it  is  finally  built, 
would  probably  be  cranking  out  a 
higher-priced  model. 

GM's  automobile  operations  al- 
ready on  line  were  also  in  trouble.  Car 
sales  stayed  flat,  while  market  share 
dropped  from  42.7%  in  1985  to  41.8% 
last  year.  Nonautomotive  operations 
were  keeping  the  wheels  turning  in 
the  first  half  of  1986:  a  37%  increase 
in  profits  from  GM  Acceptance  Corp., 
the  company's  financing  arm;  an  addi- 
tional half-a-dollar  a  share  from  favor- 
able foreign  currency  swings;  and 
lower  taxes. 

On  the  automotive  side,  Smith  was 
caught  in  a  vicious  circle.  He  was 
committed  to  carry  out  the  $40  bil- 
lion capital  expansion  program  inher- 
ited from  his  predecessor,  but  the  add- 
ed production  resulted  in  more  inven- 
tories needing  profit-cutting 
financing  to  move  them.  GM  was  also 
trapped  in  lookalike  cars  while  its  ri- 
vals outran  it  in  styling.  Smith  was 
finally  forced  to  drop  GM's  long- 
standing let's-save-Michigan  policy 
and  shut  down  1 1  older  plants  in  Ohio 
and  Michigan,  cutting  29,000  jobs. 

Acquiring  Ross  Perot's  data-pro- 
cessing firm  brought  its  own  share  of 
trouble.  The  job  of  creating  the  all- 
GM  computer  network  was  moving 
ahead,  but  the  arrival  of  the  Dallas 
billionaire  at  GM  headquarters 
proved  disruptive.  Perot's  constant 
needling  of  Smith's  management 
eventually  reached  the  breaking 
point,  and  last  December  Smith  pro- 
posed and  the  board  agreed  to  buy  out 
Perot's  stock  for  $743  million  if  the 
troublemaker  from  Texas  would  sim- 
ply go  away. 

The  Hughes  purchase  proceeded 
more  smoothly,  but  it  also  became 
part  of  another  top-level  reorganiza- 
tion. With  Perot  gone,  Smith  moved 
an  old  GM  troubleshooter,  35-year 
veteran  Donald  J.  Attwood,  to  head  a 
new  division,  this  one  encompassing 
Perot's  EDS;  Hughes  Aircraft;  Delco, 
GM's  own  electronics  division;  and 
GM's  defense  operations. 

So  Roger  Smith  starts  his  sixth  year 
at  GM's  throttle.  Whether  or  not  he 
walks  in  the  shadow  of  Alfred  P.  Sloan 
is  by  now  probably  an  irrelevant 
point.  The  question  now  is  whether 
he  can  continue  to  build  on  the  inno- 
vative base  of  his  early  years  and  over- 
come those  more  recent  setbacks  that 
have  hit  the  company  and  brought  out 
the  critics. 


WHERE  HAS 
YOUR  MONEY  BEEN 
ALL 
THESE 
YEARS? 


Strong  Total  Return  Fund 

Investment  Returns* 

1982 

+31.2% 

1983 

+41.5% 

1984 

+10.5% 

1985 

+25.4% 

1986 

+22.0% 

(M-12/wiq 

I 
I 


The  Strong  Total  Return  Fund  has  a  record  of  consistently  positive 
returns,  year  after  year.  This  Fund's  total  return  ranks  in  the 
top  3°o  of  all  funds  over  its  first  4  years,  1 1  months.** 

Don't  let  more  time  go  by  without  making  a 
Strong  move.  Call  or  write  today. 


CALL  1 800  368-3863 

OR  WRITE  TODAY 

□  YES,  send  me  a  FREE  prospectus  with  complete  information  on  charges,  expenses,  and  the 
1%  sales  charge  (no  redemption  fee).  Low  $250  minimum  initial  investment.  1  will  read  the 
prospectus  carefully  before  I  invest  or  send  money.  I  realize  past  performance  is  no  guarantee  of 
future  success,  and  my  performance  will  fluctuate.  I  am  also  interested  in: 

□  IRAs   □  Pension  or  Profit  Sharing  Plans  (including  Keogh ) 


1 
I 


LVA  STRONG  TOTAL  RETURN  FUND 
tUtUj  815  I  ast  Mason  Street  Milwaukee,  Wl  53202  fbt260187  I 

'Includes  changes  in  share  price  and  reinvestment  of  all  dividends  and  capital  gains  distributions. 
"Out  of  all  504  mutual  funds  available  for  the  period  from  the  Fund's  inception  on  12/31/81  through 
11/30/86.  (Source:  Lipper  Analytical  Services.  Lipper  rankings  do  not  reflect  sales  charges,  which  vary 
among  mutual  funds.) 


.t's  true.  Chicago  and  New  York  do 
have  something 


in  common. 


CHICAGO  v — '  NEW  YORK 

A  REGENT®  1 NTERNATIONAL  HOTEL 


AUCKLAND  BANC  iKOK  BEVERLY  HILLS  CHICAGO  DUSSELDORF  FIJI  HONGKONG  KUALA  LUMPUR  MELBOURNE  NEW  YORK  OKINAWA  SYDNEY 


Both  Chicago  and 
New  York  have  a  Mayfair 
Regent.  With  the 
elegance  and  poise  of  a 
hygone  era,  both  cater 
to  the  traveller  in  search 
of  perfection. 


800-545-4000 

m.™~..o,  "Th<^Jeadin^Hotelsoflh<cWor1d 
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Readers  Say 


Back  on  their  backs 

Sir:  Agreed:  "The  slogan  'get  the  gov- 
ernment off  our  backs'  has  a  corollary: 
privatization"  (Dec.  15,  1986).  But  tax 
reform,  ironically,  puts  the  federal 
government  back  on  localities'  backs. 
Tax  reform  severely  restricts  the  use 
of  a  key  mechanism — tax-free  indus- 
trial development  bonds  (IDBs) — 
through  which  municipalities  have 
attracted  private  sector  partnerships 
for  projects  like  those  you  laud: 
waste-water  treatment  plants  and  gar- 
bage facilities,  public  housing,  etc. 

Washington  has  increased  the  cost 
to  localities  of  the  financing  of  public/ 
private  projects  and  has  discouraged 
privatization. 
— Harrison  Goldin 
Comptroller, 
The  City  of  New  York 
New  York,  NY. 


Hard-won  bridgehead 

Sir:  Your  article  on  doing  business  in 
China  (Dec.  15,  1986)  is  corroborated 
by  reports  from  Chinese  and  Japanese 
sources.  China's  joint  venture  with 
foreign  firms  merely  sets  up  a  super- 
structure of  the  country's  new  busi- 
ness. The  infrastructure  in  its  support 
is  either  not  there  or  not  properly  or- 
ganized. This  omission  did  not  start 
with  Mao's  blunder,  but  owes  to  Chi- 
nese polity  over  the  centuries. 

To  make  China  mathematically 
manageable  is  of  vital  interest  to  the 
U.S.  The  bridgehead  currently  held  by 
American  businessmen  has  been  hard 
won.  Of  course,  if  the  New  Dollar 
Diplomacy  should  fail,  we  have  to 
face  the  consequence  of  the  Greater 
East  Asia  Sphere  of  Co-Prosperity. 
— Ray  Huang 
New  Pa/tz,  NY. 


Aquino  commitment 

Sir:  Thank  you  for  the  kind  words  and 
good  wishes  expressed  in  your  Oct. 
20,  1986  issue. 

It  is  indeed  gratifying  to  know  that 
our  recent  efforts  in  the  U.S.  reinforced 
our  political  and  economic  links  with 
the  American  government  and  people; 
and  that  the  popular  support  we  have 
received  from  the  Filipino  people  ex- 
tends beyond  the  boundaries  of  our 
islands.  It  is  this  underlining  call 
which  inspires  us  to  perform  our  du- 
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ties  unselfishly  and  with  dedication. 

May  I  take  this  opportunity  to  ex- 
press my  thanks  and  appreciation  to 
the  many  Americans  who  had  worked 
and  prayed  for  the  success  of  our  U.S. 
visit.  It  is  my  fervent  hope  that  they 
will  continue  to  support  us  as  we 
strive  to  establish  a  strong  democracy 
and  a  healthy  economy  for  our  people. 
— Corazon  Aquino 
President, 

Republic  of  the  Philippines 

Malacanang 

Manila,  Philippines 


Cory  Aquino:  Thanks  to  Americans 


Reagan  and  Iran 

Sir:  Your  Fact  and  Comment  "Iran, 
Nicaragua  And  Ronald  Reagan"  (Dec. 
29,  1986)  was  feeble.  You  said  noth- 
ing about  national  laws  having  been 
broken,  nor  the  cynical  bypass  of  the 
U.S.  Congress,  our  main  instrument 
of  democracy. 

Why  was  President  Reagan  poorly 
informed  on  such  sensitive  and  vital 
foreign  policy  issues?  If  a  CEO  ran 
his  company  in  similar  fashion,  he 
would  be  tossed  out. 
— Orlando  Martino 
Alexandria,  Va. 

Sir:  The  real  question  is  whether  a 
good  man  can  be  a  good  leader  in  a  bad 
world  without  making  some  deals 
with  some  bad  men. 
—Donald  I.  Miller 
Chairman, 

Braddock  Communications 
Wicomico  Church,  Va. 

Sir:  You  aver  that  President  Reagan 
was  misled  into  the  Iranian  caper. 
Not  many  people  believe  that;  not 
even  President  Reagan.  He  is  quoted 
as  saying  that  the  Iranian  initiative 
was  a  good  one. 


You  and  your  lead  balloons.  Who 
needs  them? 

— F.E.  Csendes 
Jupiter  Inlet,  Fla 

Sir:  Hats  off  to  a  publication  and  edi^ 
tor-in-chief  for  his  comments  on  Ron- 
ald Reagan,  for  clinging  to  the  princi- 
ples of  the  American  way,  to  speak 
the  truth  and  shun  the  temptation  for 
the  story. 

— -Jerr)>  H.  Van  Hoeven 
Mt.  Clemens,  Mich. 


Unlisted 

Sir:  Re  "The  400  Largest  Private 
Companies  In  The  U.S."  (Nov.  17, 
1986).  Thomson  McKinnon  Securities 
was  erroneously  left  off  your  1986  list. 
With  sales  of  $480  million,  Thomson 
would  have  placed  219th. 
— Mike  Ozzie 
New  York,  NY. 


Scarce  commodity? 

Sir:  You  are  correct  about  Sam  Nunn 

(Fact  and  Comment,  Dec.  29).  How  did 
you  come  to  recognize  a  talent  from 
the  other  side  of  the  aisle? 

— Philip  Alston  Jr. 
Sea  Island,  Ga. 

It  happens — occasionally. — MSF 


Unfair  Competition 

Sir:  Re  your  assertion  about  the  micro- 
chip industry:  "The  accusation  that 
the  Japanese  were  dumping  semicon- 
ductors into  the  U.S.  was  ludicrous" 
(Fact  and  Comment  II,  Oct.  20,  1986]. 

Preliminary  findings  of  dumping 
margins  on  memory  chips  reveal  that 
the  Japanese  companies  have  been 
selling  for  as  little  as  half  their  own 
cost  of  production.  Once  they  have  a 
monopoly  on  these  chips,  what  will 
happen  to  prices  for  U.S.  electronic 
equipment  and  U.S.  computer  mak- 
ers, who  will  also  be  competing 
against  those  Japanese  companies? 

You  should  analyze  the  capital  cost 
advantage  of  a  Japanese  firm  and  how 
U.S.  tax  and  other  legislation  could 
encourage   saving  and  investment. 
The  electronics  industry  has  probably 
created  more  productivity  and  a  great- 
er reduction  of  cost  than  any  other 
since  the  Industrial  Revolution. 
— Norman  P.  Neureiter 
Vice  President,  Corporate  Staff, 
Texas  Instruments 
Da/las,  Tex. 
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The  Missing  "E" 


Peter  Brimelow's  cover  story  "Are  we 
'  spending  too  much  on  education?"  (Dec. 
29)  has  provoked  cut  almost  unprecedent- 
ed number  of  letters.  Supporters  were  in  a 
strong  but  distinct  minority  A  sample 

Sir:  I  resent  the  implied  but  never 
completely  owned-up-to  attitude  of 
the  article:  namely,  that  nothing  is  of 

i  value  or  perhaps  even  exists  other 
than  material  goods  and  the  accumu- 

1  lation  of  monetary  wealth. 

I  — Ellen  M.  Berger 

I  Cambridge,  Mas* 

\  Sir:  I  resent  Bnmelow  suggesting  an 
;  equation  between  spending  on  educa- 
1  tion  and  spending  on  war  materials. 
I  There  is  nothing  in  the  world  that  can 
f  equate  the  two. 
I  — Bernard  Rosner 
I  North  Bel/more,  N.  > : 

|  Sir:  Sensationalism,  half-truths  and 
I  faulty  assumptions. 

f  — Randy  A.  Jones 

I  Principal,  Williams  Heights  School 

:   Waycross,  Ga. 

j  Sir:  A  public  school  teacher  the  past 
\  15  years,  I  commend  Forbes  and  Peter 
f  Brimelow.  The  protected  monopoly 
|  structure  of  American  primary  and 
f  secondary  education  is  profoundly 
I  harmful  to  the  nation's  schoolchil- 
dren. Yet  that  structure  is  one  of  the 
r  major  media's  sacred  cows. 

— Tom  Shuford 
i  Oyster  Bay,  N.Y. 

\  Sir:  Are  there  $600  toilet  seats  in 
American  education?  The  answer  in 
Abington,  Pa.  is  a  resounding  yes.  Our 
|  big-spending  school  board,  educating 
I  5,500  students  (12,500  in  1969),  bud- 
geted $1.25  million  for  a  new  admin- 
istrative quarters,  using  an  abandoned 
i  junior  high  school  building.  This  Taj 
I  Mahal  features  a  reception  desk  cost- 
ing $9,140  and  a  meeting  room  that 
f  the  U.S.  State  Department  might  con- 


sider when  it  has  to  entertain  a  visit- 
ing Middle  East  sultan.  The  cost  to 
our  fortunate  taxpayers,  including  in- 
terest on  the  borrowed  money,  now 
exceeds  $2.5  million.  If  the  focus  in 
dealing  with  the  national  educational 
budgetary  crisis  was  shifted  to  school 
boards  who  regard  their  election  as 
a  coronation,  the  results  might  be 
revealing. 
— -Joseph  I.  Polya 
Jenkintown,  Pa. 

Sir:  The  article  was  timely  for  the 
people  of  St.  Joseph,  Mo.  Our  school 
board  has  dramatically  promised  the 
citizens  that  they  will  lose  their  kin- 
dergartens and  their  sports  and  their 
extracurricular  activities  unless  more 
money  is  forthcoming.  This  "club 
over  your  head"  approach  may  raise 
the  necessary  funds.  But  the  parochial 
school  system  in  our  town  operates 
on  less  than  50%  of  the  money  per 
student,  and  its  students  are  above 
average  scholastically.  Somehow,  the 
parochial  school  system  seems  able  to 
motivate  its  students.  Our  school 
board  seems  unable  to  solve  this  per- 
plexing puzzle — except  with  more 
and  more  money! 
— R.  Ben  Beamon 
St.  Joseph.  Mo. 

Sir:  Reassure  me,  please,  that  my  En- 
glish classes  have  not  increased  by 
about  30%  in  the  last  eight  years. 

Yes,  we're  spending  too  much.  In 
the  wrong  places. 
— Anne  K.  Glasner 
Appleton,  Wis. 

Sir:  The  failure  of  public  and  private 
employers  to  judge  employees  ac- 
cording to  real  knowledge  and  abili- 
ty, instead  of  requiring  unnecessary 
and/or  irrelevant  diplomas,  degrees 
and  other  credentials,  is  the  major 
reason  people  go  to  school  for  so 
many  years.  Credentialism  is  ram- 
pant in  our  society. 
—David  W.  Kirkpa trick 
Harrisburg,  Pa. 

Sir:  No  mention  of  the  extraordinary 
social  agenda  heaped  on  the  schools  as 
family  and  community  abdicate.  No 
reference  to  dramatic  demographic 
shifts. 

— Dennis  A.  Col/ins 
Belvedere,  Calif 

Sir:  It  was  worth  a  good  belly  laugh. 
The  article  itself  was  a  damning  in- 
dictment of  the  edurocracy.  Or  should 
that  be  educarocracy?  Educatiora- 
cracy  maybe? 
— Don  R.  Stevens 
Arcadia,  Fla. 


Sir:  Bravo — you'll  get  no  flak  from 
this  educator. 

— Jerry  Kirkpatrick 
Assistant  Professor  of  Marketing, 
Northeastern  I  fniversity 
Boston,  Mass. 


The  dropped  "e"  in  our  logo  delighted 
some  readers — and  deceived  others. 

Sir:  U  maid  a  boo-boo  on  yoar  covr  of 
29  Desembr  whn  U  spld  FOBS  as 
FORBS. 

I  no  lots  of  othrs  korrected  your 
eror  2. 

—Ralph  J  Parker 
Keene,  Nil 

Sir:  I  am  so  glad  you  chose  to  leave 
the  "e"  out  of  your  misspelling — wise 
of  you  to  leave  the  "bs"  in. 
— Betsie  JeJJeris 
Dayton  ,  Ohio 

Sir:  Either  you  make  a  joke  of  the 
topic  or  your  cover  designer  is  a  re- 
cent product  of  our  schools. 

— Thomas  A.  Petro 
Syracuse,  N.Y. 

Sir:  If  the  next  five  generations  each 
leave  out  one  letter  you'll  be  out  of 
business  in  50  years. 
— Marvin  Siege/ 
Jamestown,  N.Y. 

Sir:  Obviously  no,  we  are  not  spend- 
ing too  much  on  education,  as  evi- 
denced by  the  fact  that  your  high-paid 
editors  cannot  spell  their  boss'  name. 
— Mar\'  Anne  Yates 
Los  Alamos,  N.M. 

Sir:  This  is  my  kind  of  magazine, 
FORBS.  What  other  business  maga- 
zine with  such  clout  and  up-to-date 
business  news  would  have  the  nerve 
to  do  it — Busness  WEEK? 
—David  A.  Highfill 
Atlantic,  Iowa 

Sir:  Shame  on  you! 

— Lois  11.  Pollansbee 
Pittsburgh.  Pa 

Sir:  I  thought  it  noteworthy  that  you 
had  no  problem  spelling  "three  dol- 
lars and  fifty  cents." 
— Terrance  P.  Power 
Tampa,  Fla. 
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Issues  of  the  Information  Age: 


PROMISES  KEPT, 
ROMISES  TO  KEEP. 


At  the  beginning  of  this 
i\ century,  Theodore 
N.  Vail,  president  of 
AT&T,  understood  his 
competition  not  just  as 
other  telephone  compa- 
nies, but  as  distance, 
loneliness,  separation. 
He  foresaw  that  the 
success  of  his  company 
could  end  the  geo- 
graphic isolation  of  man. 
And,  in  ending  that 
isolation,  the  company's 
success  would  be 
assured.  The  vision 
became  reality:  by  the 
mid -70s,  America 


©AT&T  1986 


had  universal  telephone 
service. 

Today,  as  the  Infor- 
mation Age  has  begun, 
there  is  a  new  kind 
of  isolation.  People  are 
awash  in  a  mounting 
sea  of  information,  yet 
unable  to  connect  or 
work  with  information 
in  an  orderly,  useful 
form;  that  is,  with 
the  world's  knowledge. 
Often,  information 
machines  do  little  to 
help.  They  are  difficult 
to  use,  rigid  in  their 
demands,  generally  un- 
able to  work  with  any 
but  their  own  kind. 

To  overcome  this 
new  kind  of  isolation, 
we  have  a  new  vision: 
to  make  the  Information 
Age  universal,  to  help 
build  a  worldwide  Tele- 
community,  not  just 
open  to  all,  but  inviting. 

At  AT&T,  we  are 
now  working  toward  the 
day  when  people 
around  the  world  will  be 
able  to  handle  infor- 
mation in  any  form— 
conversation,  data, 
images,  text— as  easily 
as  they  make  a  phone 
call  today.  And  they  will 
be  able  to  get  informa- 
tion in  a  form  they 
can  use,  whenever  they 
need  it,  from  wher- 
ever it  is. 

We  envision  a  vast 
global  network  of  net- 
works, the  merging 
of  communications  and 
computers,  linking 
devices  so  incredibly 


capable,  they  will 
bend  to  the  will  of 
human  beings,  rather 
than  forcing  humans 
to  bend  to  theirs. 

Obviously,  no  one 
company,  no  one  nation, 
can  universalize  the 
Information  Age.  It  will 
take  the  best  minds 
of  many  companies  and 
many  nations.  The 
needs  of  our  customers 
are  creating  impera- 
tives for  our  industry. 
We  need  common 
standards  and  compati- 
bility. We  need  national 
and  international 
policies  that  are  open 
and  encouraging. 
And  we  need  to  make 
information  machines 
far  easier  to  use. 

We  have  the  science 
to  construct  the  systems 
now.  The  technology 
is  rapidly  taking  shape. 

We  are  dedicating 
our  minds,  our  energy, 
our  resources— our 
future — to  making  Tele  - 
community  a  reality. 


To  bringing  the  best 
of  the  Information  Age 
to  the  world. 

Our  vision  has  its 
roots  in  AT&T's  heritage 
of  service.  Just  as  the 
telephone  extended  the 
reach  of  the  human 
voice,  Telecommunity 
will  extend  the  reach 
and  capability  of  minds 
and  talents. 

Telecommunity  is 
our  goal.  Technology  is 
our  means?M 

We're  committed  to 
leading  the  way. 


AT&T 


ONLY 22,463  DAYS 
UNTIL  RETIREMENT. 


Seems  like  an  eternity. 

But  the  fact  of  the  matter  is  today  people  are  retir- 
ing sooner  than  ever. 

The  average  retirement  age  is  now  615,  not  65. 
And  it's  getting  even  lower. 

It's  a  trend  that  has  employers  worried. 

Because  as  more  and  more  workers  retire,  employ- 
ers end  up  paying  more  and  more  in  post-retirement 
benefits. 

At  the  CIGNA  companies,  we  have  a  solution. 

We've  developed  a  variety  of  voluntary,  portable 
payroll  deduction  plans  that  help  relieve  the  employ- 
er's post-retirement  financial  burden. 

In  each  of  these  programs,  employees  are  given 
the  opportunity  to  plan  for  a  financially  secure  retire- 
ment at  economical  group  rates. 

They  can  choose  from  contemporary  insurance 
programs  like  Group  Universal  Life  that  not  only 
provide  benefits  at  retirement,  but  allow  access  to 
accumulating  funds  during  working  years  as  well. 


There  are  also  other  options  available. 

Like  savings  and  investment  vehicles. 

Long-term  health  care  coverage. 

Supplemental  disability  plans. 

All  these  employee-paid  benefits  supplement, 
and,  in  some  cases,  replace  existing  programs,  helping 
to  reduce  an  employer's  post-retirement  costs. 

We'll  handle  initial  enrollment,  ongoing  plan 
management,  and  all  employee  communications, 
tailoring  each  program  to  minimize  employer 
administrative  time.  We've  even  implemented  a 
toll-free  hotline  to  answer  employee  questions. 

For  more  information  about  how  we  can  help  with 
the  post-retirement  cost  problem,  write  CIGNA  Corp 
Dept.  R12,One  Logan  Sq.,Phila.,PA19103 

Employee  Marketing  will  benefit  you  and  your  emplo 
ees  now.  And  22,463  days  from  now. 

It's  one  more  example  of 
CIGNA's  commitment  to  person- 
alized service  to  business. 


Benefits  provided  by  Connecticut  General  Life  Insurance  Co..  Life  Insurance  Co.  of  North  America  and  INA  Life  Insurance  Co.  of  NY.  CIGNA  companies 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IF  YOU'VE  BIG  MONEY  YOU  DON'T  NEED  SOON, 

plant  some  in  proven  oil  reserves.  It  may  take  three  or  four  or  five 

years  (I'll  bet  it's  sooner)  before  your  dollars  invested  at  today's 
deep  discounts  multiply  as  tomorrow's  barrel  prices  firm  well  up. 

TERRORISTS'  MOST  TERRIFYING  ACT 


occurred  recently  in  France.  During  their  trial  for  murder- 
ing two  French  policemen,  the  defendants  directly  threat- 
ened the  jury  with  vengeance.  The  jurors  were  so  intimi- 
dated they  begged  off,  and  the  trial  has  been  indefinitely 
postponed. 

The  whole  French  judicial  system  has  been  shaken  to  its 
marrow.  Literally. 


That  terrorists  can  thus  paralyze — literally — a  jury  and 
justice  is  terrifying. 

France  has  now  passed  a  measure  that  should  plug  this 
bottomless  pit.  From  now  on,  trials  involving  terrorists 
will  be  tried  by  judges  alone. 

Preserving  justice  takes  guts,  with  the  distinct  possibili- 
ty of  spilling  same. 


NEW  HOUSE  SPEAKER  WRIGHT  S  AWFULLY  WRONG  TURN 


is  a  dead  end.  When  he  proposed  to  torpedo  income  tax 
reduction,  hardly  anybody  in  his  own  party  and  nobody  else 
wanted  to  go  down  that  road  with  him.  On  an  applause 
meter,  his  proposal  registered  as  would  one  hand  clapping. 

For  the  Democratic  Party's  most  prominent  Speaker  to 
propose  ripping  the  guts  out  of  tax  reform  by  eliminating 
(his  euphemism  was  "postponing")  promised  tax  reduc- 
tion hurt  seriously  his  party  and  his  leadership.  As  the  New 
York  Times — not  renowned  as  a  Republican  mouthpiece — 
briskly  put  it:  "Jim  Wright,  the  new  Speaker  of  the  House, 
speaks  a  mouthful  of  truth  when  he  says  tax  revenue  must 
be  increased  if  the  Government  is  to  harness  the  towering 
budget  deficit.  But  by  proposing  to  collect  the  revenue  by 
postponing  tax  reductions  for  'the  rich,'  he  distorts  the 
message  with  cornball  populist  politics.  His  objective  is 
sound,  his  method  destructive. 

"The  President  may  be  the  alltime  champion  at  'borrow 
and  spend'  but  to  present  him  with  a  tax  bill  he  won't  accept 


would  only  revive  the  portrait  of  Democrats  as  the  party  of 
'tax  and  spend.'  The  new  Speaker  may  have  been  trying  to 
establish  his  new  authority,  but  he  picked  a  bad  issue. 

"Mr.  Wright  didn't  support  tax  reform  in  the  first 
place.  As  a  good  Texan  he  fought  to  protect  oil  industry  tax 
advantages,  and  as  a  good  Democrat  he  fretted  about 
chopping  the  top  tax  rate  all  the  way  to  28%. 

"There  are  other  ways  to  look  for  the  needed  revenue. 
The  most  sensible  is  to  tax  energy,  which  would  pro- 
mote conservation  as  well  as  reduce  the  deficit.  To  sink 
America's  historic  tax  reform  before  it  even  starts  work- 
ing would  be  tragic." 

Fierce  GOP  partisans  may  be  glad  that  Speaker 
Wright's  proposal  to  cut  out  the  tax  cut  embarrassed  his 
party  in  a  minor  way  as  the  Iran  affair  has  embarrassed 
the  Administration  in  a  major  way. 

But  most  Americans  would  like  to  be  spared  any  further 
such  embarrassments  by  either  party. 
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LONDON  RAMBLINGS 

From  recent  exposure  to  British  business  bigs,  politi-  father,  the  Duke  of  Edinburgh,  is  OK  in  English  eyes, 

cos,  Royals  and  press,  one  comes  away  feeling  firmly  up  despite  his  gaffe  about  oriental  orbs  on  the  China  trip.  In 

about  them  all.  They're  looking  good.  They  see  better  conversation  about  China,  when  I  referred  to  creeping 

days  ahead.  capitalism's  astonishing  ascendancy  in  China,  the  sharp 

In  past  months,  Tory  prospects  sadly  sagged.  Thatcher-  Duke  said,  "Free  enterprise  is  a  better,  more  easily  under- 


thumpers  made  hay  because  of  our  Libyan 
raid  from  U.K.  bases  and  over-flash-bulbcd 
politicos'  sex  peccadillos.  And  voters 
seemed  just  plain  bored  after  seven  years  of 
the  Iron  Lady's  reign. 

Hut  Labour's  narrowly  named  leader,  Neil 
Kinnock,  in  most  timely  fashion  has  nuked 
himself  and  party  on  the  nuclear  arms  issue. 
His  promise  to  throw  away  their  nuclear 
defenses  and  to  throw  out  all  such  U.S. 
weapons  really  scares  a  majority  of  Brits. 


stood  way  to  term  it."  And  future  King 
William  joyfully  marches  on. 

Reflecting  the  respinting  of  British  busi- 
ness, one  of  British  Steel's  top  men  told  us 
they're  now  so  slimmed  down  and  process- 
updated  that  they  are  successfully  competing 
with  any  and  all  others  on  pricing,  prompt- 
ness and  hard  sell.  In  talking  with  Argyll 
Croup's  sparkling  dynamo,  James  Gulliver, 
it's  crystal  clear  that  Argyll's  aggressive 
growth  hasn't  been  stunted  by  its  failure  in 


Future  Kin,^  \\  illiam 

So  Maggie  again  has  prospects  for  another  live  years  as  tbe  takeover  tussle  for  Distillers  Ltd.  Lots  of  British  busi- 

prime  minister.  nesses  once  again  are  on  the  march  in  world  markets. 

Meanwhile,  the  Royals  have  their  realm  in  hand.  Prince  None  of  which  is  going  unreported  in  a  lively  press  that 

Charles  is  emerging  from  the  Princess  Di  flood  tide  with  Rupert  Murdoch  has  done  so  much  to  free  from  the  heavy 

his  own  popular  following.  One  headline,  typical  of  many,  Union  chains  that  were  shackling  it  to  death, 

read:  "Prince  OP  HOPE  -  CRUSADING  Charles  leaus  200  It's  a  happy  augury  that  America's  firmest  friend  in  the 

rYCOONS  INTO  ACTION  in  the  job-starved  North."  His  world  has  a  firm  grip  on  its  future. 

MORE  PRESSING  MATTERS  OCCUPY  GEORGE  SHULTZ 

these  days,  but  one  wee  thing  that  has  both  bugged  and    rather  than  big  ones, 
bemused  him  is  the  consistency  with  which  people  and 
press  misspell  his  name.  In  all  his  ten  years  of  Cabinet 
Secretary-ing,  he's  been  SchultZ  as  often  as  he's  been 
Shultz. 

Now  his  bank's  even  given  him  a  "c".  .  .  as  in  the 
attached  from  his  personal  checkbook- 
We  should  be  glad  that  George  overlooks  little  things 


GEORGE P  SCHULTZ 

DtTHtSDA,  MO  JOBlfl 


December  2, 
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AFTER  WRITING  ENTHUSIASTICALLY  OF  AMERICAN  HERITAGE  MAGAZINE 


on  these  pages,  we  received  several  letters  from  FORBES 
readers  with  such  suggestions  as  these: 

"You  wrote  that  'American  Heritage's  big- 
gest lack  is  awareness  of  it  by  tens  of  thou- 
sands ol  Americans  who  would  love  and  want 
Ameru  an  licrilii^c  it  they  were  exposed  to  it.' 
So  why  not  send  .1  sample  copy  ol  it  to  your 
subscribers?  It  )ust  might  he  profitable. 

f.  Melvin  Decker  |r. 
Concordia,  Kans.  66901" 
Wrote  another,  "How  about  the  Scots- 
man in  you  breaking  down  and  sending  all 
subscribers  a  copy  of  the  magazine  you  are  so  high  on? 

James  D.  Welke 
Kaneoke,  Hawaii  96744" 
I'm  not  so  high  as  to  think  mailing  700,000  copies  to 
Formes  subscribers  at  about  a  million  bucks  would  be  a 


promptly  remunerative  investment.  Even  a  reputedly  free- 
spending  Scotsman  (what  a  delightful  contradiction  in 
terms)  wants  a  return  of  one  sort  or  another 
on  monies  expended. 

I'll  tell  you  what  we're  gonna  do,  though. 
If  you're  curious  enough,  potentially  in- 
terested enough  in  American  Heritage  to 
write  me,  .we  will  send  you  the  next  issue 
free.  Feel  free  to  keep  it  even  if  it  doesn't 
woo  you  into  subscribing.  We're  so  turned 
on  by  the  fascinating  contents  of  American 
Heritage  that  we're  betting  this  offer  will 
indeed  net  a  happy  pro! it 
And  that  you  will,  too. 

Address  your  request  to:  Malcolm  S.  Forbes 
60  Fifth  Avenue, 
New  York,  N.Y  1001 1 
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AN  EXAMPLE  OF  DELIGHTFULLY  SMART  MARKETING 

Smart  marketing  always  succeeds,  but  cases  of  it  are  as  bership  certificate.  Why  not  show  them  to  all  your  friends, 
infrequent  as  outstanding  success.  Most  don't  realize  how  I'm  sure  they  will  be  excited;  especially  when  you  tell 
hackneyed,  how  mundane,  how  dull,  boring  so  much    them  they  can  join  the  club  too. 

marketing  is.  Until  an  exception  turns  them  on.  "  'Don't  you  think  your  membership  certificate  will 

A  prime  example  is  described  by 
Houston  reader  Peter  Morris: 

"My  wife  and  I  bought  a  jacket — 
brand  name:  'Only  Kids' — for  our 
three-year-old  son,  Zachary.  On  the 
jacket's  tag  was  an  invitation  to  join 
the  'Only  Kids  Club,'  free  of  charge. 
We  signed  up.  When  we  read  the  subsequent  letter,  we 
were  hysterical  with  laughter: 
"  'Dear  Member, 

"  'Congratulations!!!  You  are  now  officially  an  Only 
Kids  Club  Member.  As  president,  it  makes  me  very  happy 
to  personally  write  you  and  say,  welcome.  .  .  . 

"  'Our  clothes  are  fun  to  wear  and  I  know  you  are  going 
to  enjoy  each  and  every  one. 


mSESSm j  ONLY  KIDS  CLUB  E3E 

( )jfk  tal  Membership  Card 

Tnn  rs 10  certify  mat  the  person  whose  name  appears 
below  '■>  a  member  >n  good  standing 

CHAD  MORRIS 
Is  enMled  to  all  rights  and  privileges  (hereof 

BOOM  gg;  jfm 


look  great  in  your  room  ...  I  do.  Ask 
mom  or  dad  to  hang  it  up  for  you. 

"  'Remember  you're  special  and  now 
so  are  your  clothes.  Be  good,  be  kind,  be 
helpful  and  we  will  be  proud  of  you. 

"  'With  warm  friendship, 
David  Jeffries,  President'  " 
Now  you've  got  to  admit  that  for  youngsters  probably  up 
to  seven  or  eight  years  old  "belonging"  to  a  club  is  appeal- 
ing. Think  back  about  the  countless  thousands  who  be- 
came Junior  G-Men  or  Lone  Rangers  and  such  like  in  the 
days  of  radio  and  J.  Edgar  and  Tonto.  This  childlike,  naked 
pitch  is  great  sell — "Tell  [your  friends]  they  can  join  the 
club,  too.  .  .  .  You're  special  and  now  so  are  your  clothes." 
In  the  intensely  competitive  field  of  children's  clothing, 


"  'Here  is  your  official  club  membership  card  and  mem-    this  is  upsmanship. 


KEEPING  IS 

harder  than  getting. 


NOT  UNTIL  WE  HAD  MOST  THINGS 

did  wc  know  we  needed  'em. 


BOOKS 


•  Ransom — by  Jay  Mclncrney  (Vin- 
tage Contemporaries,  $5.95).  With 
this  second  work  you'll  join  the 
mushrooming  Mclncrney  cult.  His 
first,  Bright  Lights,  Big  City  didn't 
carry  us  away,  but  this  novel  about  a 
gaijon  (foreigner)  living  in  Japan, 
grimly,  grittily  determined  to  be  ac- 
cepted, is  insightfully  funny,  perceptively  fascinating. 

Excerpts:  "I  asked  Miles  if  you  were  running  from  some 
terrible  secret.  What  is  this  mysterious  problem!" 

"Original  sin.  I'm  Catholic — born  and  raised  guilty." 

"I  was  raised  Catholic,  too  [in  Vietnam/." 

"That  would  make  you  French  Catholic,  basically. 
French  Catholicism  is  different.  The  French  are  only  in  it 
for  the  art.  Cathedrals,  paintings,  gold  chalices.  Pomp 
plus  bread  and  wine.  It's  a  wonder  they  haven't  added 
cheese  to  the  service.  Nothing  like  the  Irish  or  the  Span- 
iards, who  are  in  it  strictly  for  the  self-abuse." .  .  .  The 
sensei  explained  that  bowing  was  the  first  skill  to  be 
mastered  in  karate.  Department  stores  had  machines 
designed  to  train  their  employees  to  bow  correctly.  Ran- 
som concentrated  on  putting  as  much  sincerity  and  hu- 
mility into  it  as  he  could.  After  an  hour  his  lower  back 
was  aching  and  his  store  of  sincerity  exhausted.  .  .  .  Be- 
cause he  would  stake  everything  on  nothing,  DeVito 
would  have  been  dangerous  even  if  he  was  weak.  ...  He 
had  been  lent  a  book  about  the  samurai  and  he  had 
learned  about  Bushido:  the  way  of  the  warrior.  They  were 
prepared  to  die  at  any  moment,  and  that,  DeVito  realized 
in  a  flash  Of  enlightenment,  was  the  way  to  really  live. 


BardoT 

DENEUVF 
P0NL>\ 

MY  l  If  E  WITH  THE 

IHRI I  MiisrBirMirinii 

WOMI  N  IN  INI  Wail  I) 

ROGER  VADIM 


#  Bardot  Deneuve  Fonda — by  Roger 
Vadim  (Simon  a  Schuster,  $17.95).  I 
guess  if  you've  been  married  to  "The 
Three  Most  Beautiful  Women  In  The 
World"  you're  entitled  to  ooze  your 
ego  over  326  pages.  Since  writer-direc- 
tor Roger  Vadim  isn't  particularly  pret- 
ty himself,  it  does  take  the  explaining 
that  accompanies  his  explicitness  and  complaining. 

Excerpts:  Brigitte  did  not  consider  sex  synonymous  with 
sin.  She  had  no  psychological  traumas  about  making  love, 
no  mystical  or  religious  anxieties  and  none  of  the  Judeo- 
Christian  mishmash  attached  to  the  notion  of  pleasure.  So 
free  of  problems  concerning  sex  or  her  own  body,  she  was, 
above  all,  a  romantic.  Feelings,  atmosphere  and  decor  were 
as  important  to  her  as  sexual  pleasure.  Although  she  had  a 
gift  for  infidelity,  she  always  suffered  if  she  had  an  affair 
with  more  than  one  man  at  a  time.  .  .  .  She  exemplified  the 
eroticism  and  love  of  life  of  a  bygone  era.  But  little  is 
known  of  the  anguish,  the  fears  and  the  talent  for  unhappi- 
ness  that  often  took  her  to  the  edge  of  tragedy.  .  .  .  Women, 
obsessed  with  eternal  love,  are  most  susceptible  to  new 
relationships.  "You  will  always  love  meV  really  means: 
"Please  don't  allow  me  to  fall  in  love  with  someone  else. " 
Most  men  consider  these  words  proof  that  they  are  the  one 
and  only.  In  reality,  it's  exactly  the  opposite.  Romantic 
women  seek  the  absolute.  They  don't  find  it  in  any  man. 
They  talk  about  forever,  but  they  run  from  present  to 
present.  .  .  .  I  don't  consider  marriage  either  a  proof  of  love 
or  a  social  necessity.  In  fact,  1  have  so  little  respect  for  the 
institution  that  I  don't  even  have  any  prejudices  against  it. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


Melpew 

It's  [at]  McDonald's  where  jaded  16- 
year-olds  stuff  hamburgers  into  plas- 
tic containers  or  greet  customers  with 
a  "virtually  programmed"  set  of  re- 
sponses that,  at  least  at  the  franchise  I 
frequent,  have  evolved  into  a  sort  of 
slurred  McSpeak.  The  universal  greet- 
ing, "Melpew,"  a  contraction  of  "May 
I  help  you?,"  may  one  day  make  the 
Oxford  English  Dictionary. 

— Mickey  Kaus, 
New  York  Times  Book  Review 

Good  Question 

David  Vogel,  who  teaches  in  the 
School  of  Business  Administration  at 
the  University  of  California  at  Berke- 
ley, asks  the  provocative  question, 
"Why  are  the  nations  with  the  most 
developed  systems  of  professional 
management  education,  the  United 
States  and  Great  Britain,  performing 
so  poorly,  when  two  nations  that  pro- 
vide almost  no  professional  manage- 
ment training,  Germany  and  Japan, 
have  been  the  outstanding  successes 
of  the  postwar  period?" 

— Megatrends, 
by  John  Naisbitt 

Always,  25%  More 

Years  ago  some  sociologist  discov- 
ered that  no  matter  how  much  Ameri- 
cans have  they  want  about  25% 
more.  .  .  .  The  first  American  Dream- 
er, Christopher  Columbus  himself, 


"Well,  now,  what  have  you  two 
been  doing  all  day" 


believed  he  had  discovered  the  Terres- 
trial Paradise,  where  it  was  thought 
that  the  very  pebbles  in  the  river  were 
rubies,  sapphires  and  emeralds.  There 
was  nothing  small-minded  about  Co- 
lumbus. Nor  about  the  English  colo- 
nists at  Plymouth;  William  Bradford, 
their  governor,  complained  in  1632 
that  he  could  not  keep  them  in  the 
village — the  prices  of  cattle  and  pro- 
duce were  rising  so  fast  that  they  all 
wanted  more  land.  Nowadays  we 
don't  want  cattle,  we  just  want  25% 
more,  but  otherwise,  little  has 
changed. 

— Anthony  Brandt, 

Gentlemen's  Quarterly 

Quality  Of  Life 

Certainly  there  is  too  much  empha- 
sis on  just  longevity  and  not  enough 
on  the  quality  of  life  these  days.  We 
get  so  much  pushing  and  pulling  from 
the  medical  world  that  people  become 
afraid  to  make  a  move  in  any  direc- 
tion off  center.  We  could  get  on  with 
living  if  we  knew  where  center  was. 

— Dr.  Oscar  R.  Kruesi 

Red  Queen 

The  Queen,  titular  head  of  one 
quarter  of  the  earth's  population,  is 
the  first  British  monarch  to  visit 
China  where  she  met  leaders  of  an- 
other quarter  of  the  earth's  popula- 
tion. Thousands  of  Chinese,  not  an 
iron  curtain  rent-a-crowd  bussed  in  by 
Government  order,  but  ordinary 
workers,  strained  to  get  a  peek  at 
Queen  'Yi-li-sha-bai.'  The  crowds  had 
turned  out  to  see  the  visitor  they  call 
"The  English  Female  Country  King," 
there  being  no  word  in  Mandarin  for 
Queen. 

— Ashley  Walton,  Majesty 

Trump  Trumped 

Alex  Cooper  is  one  of  the  best  urban 
designers  in  the  country,  particularly 
of  waterfront  sites.  His  philosophy  is 
the  very  antithesis  of  the  glitzy  real 
estate  ethic  that  Donald  Trump  has 
come  to  embody.  But  Manhattan  de- 
velopment makes  strange  bedfellows. 
How  could  Cooper  fare  any  worse 
with  Trump  than  his  firm  had  with 
government  agencies? 

Like  Trump,  he  deeply  felt  the  al- 
lure of  the  site.  "My  God,  it's  three- 


quarters  of  a  mile  of  Hudson  River 
frontage,  so  you  don't  lightly  just 
walk  away,"  Cooper  says.  If  Cooper 
succeeds  with  Television  City,  he 
will  have  planned  some  170  acres  of 
Manhattan — and  who  since  Robert 
Moses  has  equaled  that?  Trump  egged 
him  on.  "  'Goddamn  it,  Cooper,  you 
have  to  change  your  image.  It's  about 
time  you  got  associated  with  some- 
thing huge!  And  something  not  so 
bloody  civic!'  He  said  that!"  Cooper 
laughs.  "It  was  terrific.  I  really  re- 
sponded to  that.  I  like  that." 

— Karen  Cook, 
Manhattan,  inc. 


Art  and  commerce  mix  when 
the  drinks  are  free. 

— William  Norwich,  Daily  News 


Patriotic  Partisan 

[Senator  Sam  Nunn]  is  as  stern  a 
critic  as  any  fellow  Democrat  of  Ron- 
ald Reagan's  performances  these  days, 
but  he  has  not  called  on  the  President 
to  fire  anybody  in  the  White  House 
("That's  up  to  the  President").  When 
asked  by  a  reporter  if  Reagan's  staff 
had  been  coaching  the  President  to  lie 
to  the  press  and  the  American  people, 
Nunn  stopped  the  squalid  inquiry:  "I 
would  not  associate  myself  with  that 
remark."  Senator  Nunn  trails  a  sense 
of  reason  and  equilibrium  on  his  jour- 
neys through  the  old  Capitol's  halls. 

— Hugh  Sidey,  Time 

Responsibility 

One  may  take  virtually  any  legisla- 
tion, administrative  change  or  Su- 
preme Court  decision  of  the  1960s 
and  early  1970s  intended  to  help  poor 
people  and  ask,  "How  would  this  af- 
fect a  poor  young  person's  perception 
of  his  personal  responsibility?"  and 
the  answer  would  be  the  same:  Right 
behavior,  he  would  learn,  is  not  neces- 
sarily followed  by  rewards;  wrong  be- 
havior is  not  necessarily  followed  by 
penalties. 

— Charles  Murray, 
The  Public  Interest 

How  Come  "Toast"? 

The  term  "toast"  derives  from  the 
17th  century  practice  of  placing  a  bit 
of  toasted  bread  in  a  drink  to  absorb 
some  of  the  impurities  of  the  poorly 
distilled  liquors  of  that  day.  When 
glasses  were  raised  in  salute,  one 
would  say,  "I  raise  a  toast  to  you." 

— M  magazine 
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Rock  Solid 
vlarketWise 


There's  a  new  call  to  action  at  Prudential -B ache  Securities.  A  clear  and  precise 
iefinition  of  what  we  are. 

WE  ARE  ROCK  SOLID.  One  of  the  strongest  capitalized  investment  firms  in  the 
business.  A  company  that's  part  of  the  $120  billion  Prudential,  the  largest,  private, 
ion-bank,  financial  institution  in  the  world.  These  unequalled  resources  help  us 
o  serve  investors  in  ways  that  no  one  else  can. 

So,  in  an  investment  climate  where  timeliness  of  information  is  crucial,  we  have 
he  capital  to  lead,  to  innovate.  To  provide  each  broker  with  advanced  information 
echnology  through  a  microcomputer  at  every  desk.  To  instantaneously  and 
expertly  develop  and  deliver  individualized  investment  ideas. 

WE  ARE  MARKET  WISE.  We  are  not  content  to  simply  be  observers  or 
;ommentators.  We  are  implementors.  Innovators.  Action  takers.  In  good 
conomic  times  and  bad,  no  one  should  be  in  a  better  position  to  develop  sound 
trategies  and  products  for  astute  investors. 


bday,  in  an  era  where  the  best  investment  advice  must  have  no  boundaries  or 
orders,  ours  is  a  world-class  worldwide  research  group,  global  in  its  perspective, 
ith  80  analysts  in  countries  around  the  world,  as  well  as  the  United  States. 


he  rock-solid  backing  of  The  Prudential.  Market- wise  thinking  consistently 
onveyed  to  our  clients.  Together  they  become  more  than  a  call  to  action;  they  are 
ur  commitment  to  excellence. 


Prudential-Bache 


Securities* 


1986  Prudentiaf-Bache  Securities  Member  SIPC  A  Subsidiary  of 


The  Prudential  M 


WE  PITTED  THIS  BABY  AGAINST 
A  ROOMFUL  OF  COMPUTERS. 
GUESS  WHO  WON. 


We  admit  it  wasn't  fair,  at  least  not  to  the 
computers. 

That's  because  what  comes  so  naturally  to  hum 
beings  —  seeing  and  identifying  objects  —  has  beei 
incredibly  taxing  task  for  computers,  until  now. 

Now  Martin  Marietta  has  developed  a  super 
computer  chip  that  dramatically  increases  image  pre 


SI 


;peed.  It  puts  the  computing  power  of  72  micro- 
:essors  on  one  very  large-scale  integrated  circuit, 
's  enough  power  to  process  information  100,000 
•s  faster  than  your  average  room-size  mainframe. 
The  difference  between  ordinary  computers  and 
using  our  new  chips  is  a  little  like  a  baby  crawling 
1  New  York  to  Los  Angeles  versus  flying  there. 


At  Martin  Marietta,  we  apply  the  same  creative 
intelligence  to  image  recognition  technology  that  we 
bring  to  other  systems  and  products  in  space,  defense, 
electronics,  communications,  information  management, 
energy  and  materials. 

Technology  that's  making  image  recognition  almost 
as  simple  as  child's  play. 


STERMINDING  TOMORROW'S  TECHNOLOGIES 


6801  Rotkledge  Drive,  Bethesda,  Maryland  20817 


You  don't  have  to  spend  big  bucks 
to  feel  like  abig  deal. 


i  .1 
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At  Embassy  Suites®  hotels,  we'll 
spoil  you  with  a  lot  of  extras.  At  no 
extra  cost. 

Two  rooms  for  the  price  of  one. 

Even'  room  in  an  Embassy  Suites 
hotel  is  really  a  two-room  suite  with  a 
luxurious  living  room  and  a  spacious 
private  bedroom.  You'll  find  it  gives 
you  plenty  of  space  to  work.  And 
relax.  And  you'll  find  it  all  for  the 
price  of  an  ordinary  hotel  room. 


EMBASSY 

CUITEC 

^HOTELS,. 


Free  breakfast  and  cocktails* 

Come  by  our  beautiful  atrium  every 
morning  for  a  free,  cooked-to-order 
breakfast.  Then  stop  by  in  the  evening 
for  two  hours  of  complimentary 
cocktails + 

Extra  room.  Extraordinary  value. 

On  your  next  trip,  spoil  yourself  at  an 
Embassy  Suites  hotel.  You'll  find  The 
Suite  Life®  you  deserve.  At  a  price  you 
don't  have  to  be  a  fat  cat  to  afford. 


You  don't  have  to  be  a  fat  cat 
to  enjoy  The  Suite  Life.sm 

For  reservations  call  1-800-EMBASSY  or  your  travel  agent. 


-  Subject  t(  >  siate  and  local  laws. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


EASING  AIRPORT  CONGESTION 


The  explosive  growth  in  airline  traffic  triggered  by  de- 
regulation has  led  to  increasing  delays  at  the  airport.  Late 
flights  last  year  were  up  25%. 

The  root  of  these  exasperating  inconveniences  is  the 
Federal  Aviation  Administration, 
which  would  prefer  airlines  to  limit 
demand  to  fit  the  current  system.  The 
priority  should  be  the  other  way:  ex- 
pand the  system  to  service  the  needs 
of  the  public. 

There  are  several  immediate  steps 
the  feds  could  take.  One  would  be  to 
ease  restrictions  on  minimum  dis- 
tances between  planes;  the  evidence 
clearly  shows  this  wouldn't  compromise  safety.  The  FAA 
should  hire  more  controllers,  which  would  allow  more 
planes  to  be  routed  around  bad  weather.  The  controllers 
should  stack  planes  as  they  did  before  1981. 

Airplanes  should  also  be  permitted  to  take  off  on  time 
more  often  and,  if  necessary,  spend  more  time  circling 
airports  at  the  other  end.  The  FAA  barred  this  practice 
after  the  1981  strike.  But  conditions  have  changed.  Under 


the  current  method,  the  FAA  depends  on  weather  predic- 
tions in  regulating  departures  instead  of  responding  to 
actual  conditions. 
The  FAA  should  hasten  to  bring  on  new  computer 
systems  that  would  enable  it  to  di- 
rect air  traffic  more  efficiently.  It 
might  also  be  more  aggressive  in 
allowing  airlines  to  buy  and  sell 
takeoff  and  landing  slots  and  in  pric- 
ing landing  fees  to  take  account  of 
peak-hour  demand. 

For  the  long  term,  the  Air  Transport 
Association  has  come  up  with  an  in- 
triguing proposal  to  create  an  indepen- 


Thfc  doesn't  have  to  happen 

dent  public  corporation  to  maintain  the  air  traffic  system. 
The  idea  has  merit.  Right  now,  the  FAA  has  an  $8  billion 
horde  collected  from  taxes  on  aviation  fuel  and  tickets.  To 
make  the  budget  deficit  look  smaller,  Uncle  Sam  has 
committed  only  $3 . 7  billion  to  finance  such  projects  as  more 
runways  and  better  equipment.  An  independent  entity 
would  operate  without  such  restraints  and  would  be  more 
responsive  to  the  needs  of  the  marketplace. 


TOKYO'S  AIRPORT  FOLLY 

The  enormous  trade  deficit  between  the  U.S.  and  Japan  sone  last  October.  This  at  a  time  when  Japanese  construc- 
has  seriously  strained  relations  with  this  critical  ally.  The    tion  firms  are  moving  aggressively  into  the  American 


Japanese  keep  assuring  us  that  they  are  open- 
ing up  their  markets,  and,  given  protectionist 
sentiment  in  Congress,  you  would  have 
thought  they  would  go  out  of  their  way  to 
show  that  every  effort  is  being  made  to  re- 
duce these  trade  frictions. 

Yet  Tokyo  has  effectively  prohibited  for- 
eign companies,  including  those  of  the  U.S., 
from  bidding  on  the  first  phase  of  an  $8 
billion  international  airport  to  be  built  in 


market.  What  is  ironic  here  is  that  the 
Japanese  could  end  up  with  a  far  better  facili- 
ty if  they  permitted  Americans  and  other 
outsiders  to  bid.  International  airlines  fear 
that  plans  for  this  facility  are  not  only  flawed 
(such  as  runways  too  short  for  bad  weather), 
but  the  costs  are  grossly  padded  as  well.  Not 
surprisingly,  the  Japanese  construction  firms 
have  close  ties  to  the  political  establishment. 
If  the  Japanese  don't  yield,  we  will  have  no 


Nakasone:  Will  he  help? 

Osaka.  Some  $3.6  billion  worth  of  construction  contracts    choice  but  to  consider  disallowing  their  firms  from  offer- 
are  soon  to  be  let,  and  these  are  being  reserved  exclusively    ing  engineering  and  contracting  services  in  the  U.S. 
for  Japanese  outfits,  even  though  President  Reagan  wrote  a       Tokyo  is  being  incredibly  shortsighted.  Its  timing 
personal  letter  about  the  subject  to  Prime  Minister  Naka-    couldn't  be  worse. 
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BUT  ALSO  CHEMICALS,  PLASTICS... 


THIS  IS  THE  NETHERLANDS:  Not  only  the 
second  largest  exporter  of  agricultural  products  in 
the  world,  but  also  a  major  manufacturer  and 
exporter  of  industrial  and  consumer  items.  Many 
U.S.  corporations  manufacture  in  the  Netherlands 
for  their  international  markets,  including: 

•  INTERNATIONAL  FLAVORS  AND 
FRAGRANCES— exports  flavors,  fragrances  and 
aroma  chemicals  worldwide  from  its  three  Dutch 
plants,  representing  its  largest  overseas  investment. 

•  WITCO— manufactures  white  oils  and  other 
specialty  chemicals  for  Europe,  Africa  and  Asia  in 
Koog  a/d  Zaan,  its  largest  overseas  investment. 

•  GENERAL  ELECTRIC 'S  PLASTICS 
GROUP— supplies  Europe,  Asia  and  Africa  with 
engineering  thermoplastics  from  Bergen  op 
Zoom,  GE's  largest  overseas  investment. 


JJl  !»><•  Netherlands  29.3 

West  Germany  21.2 
\  France  20.9 
!  United  Kingdom  20.8 
Belgium  20.0 

1985  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


The  average  rate  of  return  on  U.S.  direct  invest- 
ment in  the  Netherlands  has  been  much  higher 
than  the  European  norm  throughout  the  1980s. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 

If  not,  please  contact: 

Mr.  Pierre  Dobbelmann 

Executive  Director 

United  States  &  Canada 

Netherlands  Foreign  Investment  Agency 

One  Rockefeller  Plaza 

New  York,  NY  10020 

(212)  246-1434 


The  Netherlands 


Right 
"in  the 
Center. 


For  Investment 


.  luncercient  ts  published  by  Gavin  Anderson  &  Company,  which  ts  registered  as  an  agent  ol  the  Government  of  Ihe 
Netherlands  This  material  is  filed  with  the  Department  o*  Justice,  where  the  required  registration  statement  is  available  for  puDHc 
inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


The  $400  million 
hot  potato 


If  tit  for  tat 

turns  to 
bip  for  bap 


The  bill's 
already  38%  more 
than  they  said 


TRADE  FRICTIONS  AND  FARM  SUBSIDIES 

With  luck  there  will  be  a  compromise  to  end  the  row  between  the 
U.S.  and  the  European  Economic  Community  over  the  loss  of  $400 
million  a  year  of  U.S.  farm  exports  to  Spain  and  Portugal,  blocked  by 
their  membership  in  the  Common  Market. 

It's  today's  hottest  farm  issue,  and  the  deadline  is  the  end  of  January. 
U.S.  Trade  Representative  Clayton  Yeutter  is  in  no  mood  to  yield. 

With  no  agreement,  the  U.S.  will  surely  resort  to  stiff  trade  protec- 
tion— a  200%  duty — and  its  consumers  will  pay  the  bill,  as  usual, 
through  doubled  and  tripled  prices  for  imports  like  gin,  cheese  and 
brandy. 

And,  also  as  usual  in  trade  matters,  not  a  red  cent  of  the  money 
transferred  by  such  protection  will  be  earmarked  for  the  farmers  and 
farm  workers  hit  by  new  restrictions  the  EEC  will  in  turn  impose. 

There's  real  danger  in  not  achieving  a  deal.  Two  years  ago  the 
U.S.  moved  to  cut  export  prices  to  regain  lost  world  market  share. 
Subsidies  were  needed  to  reverse  the  impact  of  the  Payment-in-Kind 
scheme,  which  took  83  million  acres  out  of  production  at  a  cost 
exceeding  $30  billion. 

For  now,  this  subsidy  helps  cotton  and  rice,  but  many  in  Congress 
want  to  extend  it  to  wheat  and  corn.  They  will  get  an  excuse  should  the 
EEC  retaliate  (as  it  would)  against  penal  U.S.  duties  on  EEC  exports. 

As  more  countries,  like  India  and  China,  switch  to  exporting  food 
surpluses,  all  that  would  do  is  add  to  the  food  mountains  and  wine 
lakes  that  are  already  overflowing. 

The  cost  is  potentially  astronomical.  And  even  the  EEC  is  trimming  its 
surplus  dairy  products  (by  almost  10%  over  two  years)  and  also  its 
stored  beef.  Not  much,  but  it  took  many  hours  of  midnight  oil  to 
achieve. 

This  trimming  will,  of  course,  have  no  immediate  effect  on  U.S. 
consumers  in  the  supermarkets.  But  ever-escalating  subsidy  wars 
would  hit  hard,  through  rising  taxes  (or  budget  deficits)  and  eventually 
in  higher  food  prices,  as  more  U.S.  farmland  is  taken  out  of  production 
as  uncompetitive. 

The  bill  for  the  federal  farm  programs  over  the  three  fiscal  years 
ending  September  1988  will  total  at  least  $72  billion.  That's  38%  more 
than  the  cost  projected  in  late  1985,  when  the  current  law  was  passed. 

Even  keeping  the  cost  down  to  $72  billion  will  take  some  doing.  It 
requires  that  exports  recover  from  their  1986  downturn.  It's  not  likely. 
Subsidized  U.S.  export  prices  have  modestly  reversed  the  decline  in 
exports  of  rice  and  cotton,  but  wheat  and  feed  grain  exports  this  year 
will  likely  be  less  than  even  the  depressed  1985-86  levels. 

Only  a  prolonged  drought  would  cut  the  bill,  since  the  government 
would  have  to  buy  less  to  add  to  already  overflowing  stocks.  A 
bountiful  harvest  will  push  the  cost  up. 
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The  Forbes  Index 


Forbes  Index 


12-month  ctoseup 
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Defense  spending  boosts  the  Index.  The  Forbes  Index  rose 
0.6%  during  November,  following  a  0.5%  decline  the 
previous  month.  Helping  the  Index  get  back  on  track  was 
a  1.5%  increase  in  the  ratio  of  manufacturers'  new  orders 
for  durable  goods  to  inventories.  From  October  to  Novem- 
ber durable  goods  orders  climbed  5.5%,  while  inventories 
rose  by  0.2%.  But  don't  look  for  a  big  turnaround  in 


manufacturing;  the  increase  in  durable  goods  orders  was 
mainly  the  result  of  a  burst  of  military  spending. 

Inflation  remains  in  check.  Despite  a  relatively  weaker 
dollar  that  is  raising  the  price  of  imports,  the  Consumer 
Price  Index  went  up  by  only  0.1%  in  November.  The 
services  component  of  the  CPI  failed  to  post  a  gain  for  the 
first  time  since  December  1982. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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This  is  Motorola's 
display  pager  and 
message 
center. 


Optrx® display  radio  pager  (at  right)  fits  in  a  shirt  pocket, 
offers  tone  alert,  optional  voice  alert,  and  12  character 
scrolling  lighted  readout. 

Message  center  (above)  produces  hard  copies  of  your 
messages  while  charging  Optrx®  battery. 

©  1986  Motorola,  Inc  Motorola,  0A)  and  Optra  are  registered  trademarks  o(  Motorola,  Inc. 

It  displays. 
It  beeps. 
It  even  talks. 
And  when 
you  leave  it 
behind,  it 
doesn't  just 
sit  there. 
It  takes  notes. 

(M)  MOTOROLA 

Advanced  Electronics  for 
a  More  Productive  World. 


Reasons  to  keep 
the  typewriter 

I  nave: 


Reasons  to  bu 

a  new  IBM 
typewriter: 


90( 

t 

y 

font' 
[film 
pn 


1. 


mm 


2. 


No  matter  how  comfortable  you  are  wi 
your  old  reliable,  you'll  feel  even  more 
fortable  with  a  new  reliable.  Today  s  fa 
of  IBM  typewriters  has  the  features  IBM  type- 
writers are  famous  for,  plus  some  new  ones  yo 

Sto  re      '*^e  even  Detter-  And  they're  n< 
just  easy  to  use,  but  easy  to  le£ 

You  can  make  revisn 
without  having  to  re 
whole  pages.  Both  tl 
IBM  Wheelwriter®  6  and  th 
Quietwriter®  H  typewriters  < 
store  up  to  31 ,000  characters  of  memory  at  a  ti 
and  then  recall  those  pages  as  you  need  them 

3 If  you've  liked  the  feel  of  IBM  typewri 
you'll  be  glad  to  know  we  haven't  lost 
•  our  touch.  Our  new  ones  feel  just  as  g« 
as  our  old  ones.  We  have  made  some  adjustme 
though.  We've  added  features  that  adjust  to  yc 
such  as  keyboards  that  tilt  to  different  positior 

4 To  center  a  line,  you  won't  have  to  coi 
characters  anymore.  These  typewrite 
•  center  automatically.  They  can  also  j 
■■w  and  make  carrier  returns  automatical 
and  even  underline  words  as  you  type  them 


and  | 


FAs  easily  as  you  can  typ 
7jf^    letters,  you  can  make  th 
▼  V_y©  disappear.  Just  press  a  k  L 
and  you  can  automatically  back  up  and  erase  a 
character,  a  word,  or  in  some  cases,  several  lin 


tut  ■ 


I 


•or 


m 
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The  IBM  Actionwriter™  1  Typewrite! 


As  your  office  expands, 
so  can  your  uses  for 
•  these  typewriters.  The 
nwriterlT  Wheelwriter  and 
writer  typewriters  can  all  be 
ed  in  to  personal  computers  to  serve  as  letter- 
:y  printers,  yet  can  still  be  used  as  typewriters. 

/   J  Spanish?  Si.  If  you  can  write  in  it, 
/    r     now  you  can  type  in  it.  Or  in  any 
W     •     of  23  other  languages.  Special 
and  printwheels  give  you  all  the  characters, 
ols  and  accent  marks  you  need  to  make 
international  correspondence  not  just 
but ;  fantastical 

)  Misspell  a  word  with  some  type- 
k    writers  and  you  might  not  see  it 

until  five  lines  later.  Now,  with  an 
Wheelwriter  or  Quietwriter  typewriter 
an  find  out  immediately.  Spell-Check 
option  that  recognizes  misspellings  as 
ype  them  and  lets  you  know  with  a  beep, 
i  beep  would  go  off  right  heer.)  It  has  a  built-in 
jmary  of  50,000  words  with  room  for  even  more 
s  or  names  you'd  like  to  add. 


JNE. 


Mo  matter  what 
you  type,  we've 
got  your  type 
There  are  dozens  available,  and  with  the  IBM 
writer  8  Typewriter,  you  can  also  emphasize 
s  with  wide,  expanded  type  (terrific  for 
ngs  and  titles).  Some  models  even  have  pro- 
>nal  spacing,  so  your  documents  don't  look 
I,  they  look  type-set. 

Dk  As  you  may  guess  by  its  name,  the 
I  IBM  Quietwriter  8  Typewriter  doesn't 
•  make  a  lot  of  noise.  Its  non-  impact 
ing  technology  makes  your  sentences  glide 
st  silendy  onto  the  page. 


U $495.83 
Stacking  money,  or  $8,296,371.00 
any  columns  of  numbers,  has  $24.43 
•  never  been  easier.  Most  models  $4.75 
can  align  columns  of  numbers       $  1 2,72 1 .08 
around  decimal  points  automatically.  $88.55 

I   /  At  the  touch  of  a  button, 

/ /\  W  you  can  move  *ne  paper 

I    I     /  jtvJm  UP  or  dovrn  bv  as  little  as 
1/48  of  an  inch.  So  you  can  easily  put  letters 
exacdy  where  you  want  them,  which  is  really 
helpful  for  complicated  forms.  Some  models  also 
have  half-backspace  keys  that  let  you  squeeze  in 
forgotten  letters  without  overcrowding  the  others. 

I  V»  ■    If  you  hate  the  mess  of  changing  ribbons 
/      and  other  typing  elements,  that's  another 
1  good  reason  for  changing  typewriters. 

IBM's  high-quality  ribbons,  correction  tapes,  print- 
wheels  and  electronic  fonts  come  in  special  "clean 
hands"  cartridges. 


BWith  an  optional,  easy-to-read  display, 
you  can  see  what  you're  typing  before 
•  it's  printed.  Which  will  help  you  make 
revisions  before  they  ever  appear  on  your  page. 

MWhen  you  buy  a  new  IBM  typewriter, 
you'll  be  buying  it  from 
•  somebody  special.  Each 
IBM  authorized  typewriter  dealer  has 
been  specially  selected  and  trained 
to  help  you  choose  the  typewriter 


Authorized 
Dealer 


Typewriters 


that's  just  right  for  your  needs.  To  find  the  dealer 
that's  closest  to  you,  call  1  800  IBM-2468. 

f~      And,  in  addition  to  having  so  many 
advanced  features,  these  models 
all  come  with  the  three  letters  thai 

secretaries  want  most 

on  a  typewriter: 


We're  your  type. 


The  IBM  Wheelwriter®  6  Typewriter 


The  IBM  Quietwriter®  8  Typewriter 
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Mitsubishi  Heavy  Industries  civilian  businesses  are  depressed.  Not 
so  its  military  lines,  thanks  to  Japan  s  growing  defense  budget. 


Swords  to  plowshares 
and  back  to  swords 


•  •  • 


By  Andrew  Tanzer 


Mitsubishi  Heavy  Industries  President  Yotaro  lida 
What's  good  for  Japan's  military  is  good  for  Mitsubishi. 


So  much  for  Treasury  Secretary 
James  Baker  Ill's  pressure  on 
the  Japanese  to  reflate  their 
economy.  The  country's  central  gov- 
ernment budget  for  the  fiscal  year 
ending  Mar.  31,  1988,  drafted  in  late 
December,  is  the  most  austere  since 
1955  and  is  in  seeming  defiance  of 
U.S.  government  requests  that  Japan 
stimulate  its  sluggish  economy. 

U.S.  pressure  did,  however,  produce 
positive  results  in  one  area:  military 
outlays.  The  new  budget  boosts  the 
Japan  Defense  Agency's  spending  by 
5.2%,  to  $22  billion.  That  is  just  a  hair 
over  1%  of  GNP,  tiny  by  U.S.  and 
Western  European  standards.  But  the 
defense  budget  does  impress  when 
you  remember  it  was  only  $10  billion 
in  1980.  U.S.  Defense  Secretary  Cas- 
par Weinberger  says  he  is  highly 
pleased  with  the  promising  trend. 

Who  benefits  from  Japan's  rising 
military  outlays?  Not,  alas,  the  highly 
efficient  U.S.  arms  producers.  The 
lion's  share  of  Japan  Defense  Agency 
procurements  now  goes  to  Japan's 
proudest  weaponsmaker  of  all:  Mitsu- 
bishi Heavy  Industries.  Last  year  pro- 
curements from  Mitsubishi  totaled 
$1.4  billion,  14%  of  Mitsubishi  Hea- 
vy's sales  (before  consolidation  with 
its  Mitsubishi  Motors  subsidiary). 
That  was  22%  of  Japan's  total  mili- 
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tary  procurements  and  more  than 
twice  as  much  as  runnerup  Kawasaki 
Heavy  Industries  received. 

Is  history  repeating?  During  World 
War  II  Mitsubishi  Heavy  produced 
battleships  (including  the  Musashi  and 
Kirisbima)  and  the  Zero  fighters.  Gen- 
eral Douglas  MacArthur's  occupation 
forces  quickly  beat  Mitsubishi's 
swords  into  plowshares.  As  Japan  re- 
built, Mitsubishi  prospered  by  build- 
ing electric  utility  plants,  automo- 
biles, trucks  and  ships  for  the  civilian 
economy. 

But  now  much  of  Mitsubishi's  ci- 
vilian business  suffers  from  the  strong 
yen,  the  weak  domestic  economy  and 
Korean  competition.  "Our  price  used 
to  be  the  lowest,"  grumbles  Hidehiko 
Nakane,  who  heads  the  power  plant 
division,  MHI's  largest  division. 
"Now  we're  the  highest."  In  addition, 
demand  for  ships  has  collapsed. 

Last  year  Mitsubishi  Heavy's  over- 
all sales  remained  flat  at  $19.7  billion; 
the  export-to-sales  ratio  of  the  parent 
firm  has  been  halved,  to  15%.  Orders 
fell  21%  in  the  first  half  of  the  current 
fiscal  year.  The  work  force  is  down  to 
48,000,  from  83,000  in  1976.  Only  by 
selling  off  shares  in  its  Mitsubishi 
Motors  Co.  subsidiary — for  gains  of 
$530  million  last  year,  another  $300 
million  in  the  year  that  ends 
Mar.  31 — has  MHI  been  able 
to  show  much  of  a  profit. 

Its  executives  want  to  ex- 
pand aerospace  operations.  In 
that  area,  Mitsubishi's  record 
is  mixed.  The  company  has 
won  orders  to  supply  fuselage 
panels  to  Boeing  for  the  747 
and  767.  MHI  will  also  join 
with  Boeing  in  researching  a 
new  150-seat  plane,  although 
it  will  not  likely  build  its  own 
jetliners. 

But  Mitsubishi  was  chas- 
tened by  its  failure  to  pene-   

trate  the  U.S.  executive  jet  market. 
Last  year  it  took  a  $50  million  write- 
off on  closing  its  Texas  business  jet 
factory  and  began  shipping  the  planes 
in  kit  form  from  Japan  to  Raytheon's 
Beech  Aircraft,  which  assembles  and 
markets  the  aircraft. 

MHI's  square-jawed  President  Yo- 
taro  Iida,  66,  agrees  the  company  is 
playing  catch-up  in  aerospace.  "The 
main  reason  was  General  MacAr- 
thur's order  after  World  War  II,  which 
kept  us  from  making  planes  until 
1952,"  explains  Iida,  who  joined  the 
company  in  1943  and  learned  his  En- 
glish while  training  with  Westing- 
house  in  the  1950s. 

Why,  then,  despite  these  setbacks, 
has  the  aircraft  division  been  growing 
20%  a  year  in  revenues,  becoming  the 


company's  most  promising  sector  for 
the  rest  of  the  century?  Largely  be- 
cause the  government  insists  on  a 
heavily  buy-Japanese  policy — which 
means  throwing  a  lot  of  military  or- 
ders Mitsubishi's  way. 

MHI  is  the  prime  contractor  for  the 
Japan  Defense  Agency's  FT  5  and  F-4 
fighters,  the  JDA's  HSS-2  and  SH-60 
antisubmarine  helicopters  and  its  Pa- 
triot and  Sidewinder  missiles,  all 
built  under  license  from  U.S.  compa- 
nies. All  told,  the  Japanese  Defense 
Agency  accounts  for  about  85%  of 
Mitsubishi's  aircraft  sales.  MHI  was 
the  first  Japanese  company  invited,  by 
Raytheon  Co.,  to  participate  in  Strate- 
gic Defense  Initiative  research  but  is 
awaiting  the  outcome  of  talks  on  the 
strategic  defense  initiative  between 
the  U.S.  and  Japanese  governments. 

Production  runs  on  Mitsubishi's 
military  aircraft  are  so  small  that  tax- 
payers pay  twice  as  much  for  an  FT  5 
from  Mitsubishi  as  the  plane  would 
cost  direct  from  McDonnell  Douglas. 
But  anyone  who  thinks  that  cost  mat- 
ters to  the  Japanese  when  technology 
is  involved  doesn't  know  his  Japa- 
nese. Argues  Yoshio  Sasaki,  managing 
director  of  MHI's  aircraft  division:  "If 
we  just  license  technology,  then  our 
technical  ability  will  deteriorate." 
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Mitsubishi-made  Zeros  in  WWII 
What  would  General  MacArthur  think? 


The  government  apparently  agrees. 
The  Japan  Defense  Agency  is  now  in 
the  market  for  a  new  support  fighter, 
to  be  deployed  in  1997.  The  contract 
should  be  worth  as  much  as  $300  mil- 
lion a  year  for  10  to  15  years,  starting 
in  1988.  The  Reagan  Administration 
wants  the  Japanese  to  buy  an  Ameri- 
can plane  off  the  shelf,  either  McDon- 
nell Douglas'  FT  8  or  General  Dyna- 
mics' FT  6.  But  the  front-runner  to 
design  and  produce  the  plane  is  Mit- 
subishi Heavy. 

Spending  by  the  government's 
space  agency  is  also  helping  Mitsubi- 
shi expand  its  $200  million  (annual 
revenues)  space  products  business. 
Mitsubishi  assembled  Japan's  H-l 
rocket,  launched  without  a  hitch  last 
August.  Mitsubishi  will  also  be  the 


main  contractor  for  the  H-2  rocket, 
Japan's  first  fully  indigenous  booster, 
scheduled  to  be  launched  in  1992.  H-2 
rockets  will  bring  Japan  into  the  com- 
mercial satellite  launching  business, 
in  competition  against  the  U.S.  and 
Europe's  Ariane. 

So  emotional  is  the  military  spend- 
ing issue  in  Japan,  however,  that  Iida 
does  not  want  to  grow  too  dependent 
on  Defense  Agency  orders.  Fortunate- 
ly for  him,  the  Japanese  government  is 
still  intent  upon  increasing  nuclear 
power's  share  of  electricity  genera- 
tion, from  around  24%  now  to  35%  in 
1995  and  to  60%  by  2030.  By  that 
year,  the  government  projects  80  new 
nuclear  plants  will  be  built  in  Japan. 
Mitsubishi  expects  to  win  contracts 
to  build  at  least  half  of  those. 

MHI  licenses  pressurized  water  re- 
actor technology  from  Westinghouse. 
Nakane  says  the  firm  will  also  move 
into  uranium  enrichment  and  repro- 
cessing of  spent  fuel.  To  get  costs 
down  in  the  power  plant  export  busi- 
ness, Nakane  and  Iida  are  squeezing 
their  suppliers,  boosting  parts  im- 
ports, bidding  jointly  with  European 
makers  and  automating.  A  new  tur- 
bine blade  factory  in  Nagasaki,  for 
instance,  is  an  unmanned  flexible 
manufacturing  system  with  instruc- 
tions for  each  blade  sent  from 
Tokyo  by  computer. 

Shipbuilding?  The  pros- 
pects are  depressing.  Yet  Iida 
thunders:  "Mitsubishi  started 
making  ships  129  years  ago. 
As  long  as  I  am  president,  we 
will  never  pull  out  of  the 
shipbuilding  business." 

Meanwhile,  the  shipyards 
die  a  slow  death.  MHI's  ship- 
yard work  force  is  down  from 
21,000  in  1973  to  7,000,  and  at 
least  1,000  more  jobs  will  go. 
Shipbuilding   revenues  have 

  dropped  from  36%  to  12%  of 

total  sales.  Hideo  Tanaka,  managing 
director  of  MHI's  shipbuilding  divi- 
sion, estimates  that  his  hourly  labor 
costs  are  seven  times  those  of  Korea's 
yards.  Mitsubishi  could  improve 
things  somewhat  by  importing  Kore- 
an steel,  instead  of  paying  twice  as 
much  for  Japanese  steel.  But  the  giant 
Japanese  trading  houses  will  not 
touch  the  stuff. 

Sounding  like  many  a  U.S.  busi- 
nessman with  Korean  competitors, 
Tanaka  moans:  "They  [the  Koreans) 
work  longer  hours  than  we  do." 

So  in  shipbuilding,  too,  growing  de- 
fense expenditures  are  becoming  es- 
sential. Submarines  and  destroyers 
now  account  for  15%  to  20%  of  MHI's 
ship  sales.  From  swords  to  plowshares 
and  back  to  swords.  ■ 
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The  U.S.  trade  deficit  is  sbrinking- 
or  is  it? 


Of  apples,  oranges 
and  Toyotas 


By  Edwin  A.  Finn  Jr. 


After  A  record  trade  deficit  for 
July,  the  August  and  Septem- 
i  bcr  figures  hinted  at  improve- 
ment. The  October  deficit,  at  $12.1 
billion,  looked  even  better.  But  now 
the  revised  October  deficit  stands  at 
$14.7  billion,  and  the  November  defi- 
cit is  $19.1  billion.  Why  isn't  the 
cheaper  dollar  helping? 

The  answer  is  that  nobody  really 
knows  whether  it  is  helping  or  not. 
Those  monthly  trade  figures,  which 
Wall  Street  follows  so  slavishly,  are 
rough  indicators  at  best.  And  we 
mean  rough.  A  glance  at  the  accompa- 
nying chart  shows  how  widely  the 
preliminary  monthly  figures  vary 
from  the  adjusted  monthlies — and 
from  the  quarterly  trade  numbers, 
as  well. 


Tracking  trade  with  monthly  fig- 
ures alone  can  be  somewhat  like 
watching  a  movie  with  Vaseline  on 
your  eyeglasses.  You  know  something 
is  happening,  but  you  can't  see  exact- 
ly what. 

The  trade  statistics  in  question  are 
emitted  from  two  branches  of  the 
Commerce  Department:  The  Census 
Bureau  puts  out  the  monthlies,  the 
Bureau  of  Economic  Analysis  the 
quarterlies.  With  Washington  bent  on 
trimming  the  trade  deficit,  the  impact 
of  the  statistics  will  reach  far  beyond 
the  small  circle  of  government  statis- 
ticians that  assembles  them. 

Will  the  lawmakers  enact  tariffs  or 
quotas?  Whatever  they  decide,  let's 
hope  it's  not  based  on  monthly  trade 
data  alone. 

Unlike  the  quarterly  numbers,  the 
monthlies  aren't  seasonally  adjusted, 


and — hard  as  it  may  be  to  believe — 
they  don't  contain  all  the  imports  for 
a  given  month.  That's  why  the  pre- 
liminary monthly  deficits  can  vary 
from  the  revised  numbers  by  as  much 
as  25%.  The  revised  monthlies,  in 
turn,  can  vary  from  the  quarterlies  by 
as  much  as  20%. 

Yes,  it's  chaotic.  Warns  one  govern- 
ment official:  "Everyone  should  take 
the  monthly  figures  with  a  big  grain  of 
salt."  Even  the  Commerce  Depart- 
ment doesn't  seem  to  take  them  too 
seriously.  Last  spring  the  department 
stopped  including  monthly  trade  fig- 
ures in  many  of  its  publications. 
(Quarterlies,  however,  are  included.) 

The  Census  Bureau  monthly  num- 
bers have  improved  a  bit  lately,  but  as 
recently  as  1985  they  excluded  as 
much  as  50%  of  a  given  month's  im- 
ports. The  errors  don't  always  show 
up  clearly  because  the  monthlies  of- 
ten lump  together  imports  from  sev- 
eral months.  January  figures,  for  ex- 
ample, could  include  imports  from 
December,  November  and  October. 
The  Customs  Office  simply  can't 
track  all  the  imports  in  a  timely  fash- 
ion. Cleaning  up  the  mess  is  what 
causes  the  large  revisions. 

In  recent  months  the  Census  fig- 
ures have  left  out  only  about  15%  of 
the  monthly  imports.  That's  not  too 
bad  if  the  imports  and  the  delays  are 
consistent.  If  the  July  imports  figure, 
for  instance,  doesn't  vary  much  from 
the  June  imports  figure  and  it  includes 
15%  of  June's  imports  instead  of  15% 
of  July's,  who  cares?  The  total  re- 
mains the  same.  Unfortunately,  im- 
ports are  rarely  consistent  from  one 
month  to  the  next,  and  neither  is  thp 


Keep  your  eye  on  the  quarterlies 


Quarterly  figures  show  the  U.S.  trade  deficit  limp- 
ing along  at  uncomfortable  levels.  The  monthly 
statistics,  meanwhile,  can  be  erratic  and  deceptive. 


Until  the  fourth-quarter  numbers  are  published,  in 
early  March,  it  will  be  hard  to  say  whether  or  not 
America  has  really  turned  the  corner  on  trade. 
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percentage  of  imports  that  doesn't  get 
counted  first  time  around. 

Another  problem:  The  Census  fig- 
ures aren't  adjusted  for  seasonal  varia- 
tions. That  means  there  is  no  allow- 
ance made  for  heavy  Christmas  buy- 
ing at  one  time  of  year,  for  instance,  or 
for  harvests  at  another.  Seasonal  ad- 
justments tend  to  smooth  out  imports 


By  Hesh  Kestin 

Israel's  kibbutzim — that's  the 
plural  of  kibbutz — are  by  now 
well  diversified  beyond  their 
agrarian  roots.  Producing  everything 
from  lollipops  to  plastic  pipe,  these 
282  widely  scattered  communes  of 
several  hundred  members  maintain 
350  factories  that  are  Israel's  fastest- 
growing,  perhaps  its  most  successful, 
businesses. 

Together  their  sales  now  run  more 
than  $2  billion  a  year,  55%  in  indus- 
trial goods.  From  1981  to  1985  Israel's 
industrial  output  grew  10%;  kibbutz 
industry  increased  by  31%.  The  kib- 
butzim's 3%  of  the  population  pro- 
duces 6%  of  Israel's  GNP  and  8%  of 
its  exports.  Each  kibbutz  is  bound  to 
the  others  through  mutual  debt  and 
coordinated,  noncompeting  produc- 
tion (no  two  can  manufacture  the 
same  products),  making  them  a  giant 
but  decentralized  conglomerate. 

Lovely.  This  startling  success  may 
be  in  fact  the  first-ever  economic  vin- 
dication of  Karl  Marx — the  kibbutz 
movement  grew  out  of  the  same  East- 
ern European  revolutionary  fervor 
that  created  bolshevism.  But  it  is  also 
the  root  of  an  embarrassing,  capital- 
ist-style mess:  Socialist  ideals  com- 
promised by  a  Western-style  infatua- 
tion with  creature  comforts,  coupled 
with  an  astonishing  degree  of  invest- 
ment naivete  and  an  astounding  lack 
of  financial  controls,  have  produced  a 


and  exports  over  the  course  of  a  year. 
The  quarterly  figures,  by  adjusting  for 
these  seasonal  swings,  give  a  truer 
picture  of  trade.  That  could  become 
particularly  important  in  February 
and  March.  Congress  will  likely  be 
considering  trade  legislation  then, 
and  historical  data  suggest  that  vari- 
ous seasonal  factors — not  adjusted  for 


Israel  Talby/Woodfin  Camp 


Financier  David  Blass 


A  $29  million  fraud? 


string  of  investment  failures  and 
losses  totaling  at  least  $100  million. 
Almost  half  the  kibbutzim,  in  fact, 
are  technically  bankrupt.  That  is, 
they  would  have  gone  under  if  not  for 
support  from  other  communes. 

A  key  part  of  this  debacle  is  being 
played  out  in  a  Tel  Aviv  courtroom, 
where  local  financier  David  Blass  is 
defending  himself  against  charges 
that  he  defrauded  the  kibbutzim  of 
some  $29  million.  Is  he  a  swindler  or 
just  an  aggressive  operator  who  was 
given  his  head?  The  judge  will  decide 
that.  But  the  inter-kibbutz  clearing- 
house, which  came  to  act  like  a  cen- 
tral bank  for  the  movement,  has  al- 


in  the  monthly  figures — will  make 
the  trade  picture  look  better  than  it 
really  is  for  those  two  months. 

All  in  all,  the  legislators  would  do 
well  to  wait  for  a  sustained  improve- 
ment in  the  quarterly  numbers  before 
they  hail  a  turnaround  in  the  bleak 
U.S.  trade  performance. 

Or  vice  versa.  ■ 


ready  been  found  by  an  inter-kibbutz 
investigative  committee  to  have  run 
its  $2  billion  business  "like  a  grocery 
store."  The  clearinghouse  has  conced- 
ed, for  instance,  that  it  handed  Blass 
up  to  $100  million  without  so  much 
as  a  signature  or  an  explanation  of 
what  he  would  do  with  the  money. 
His  promise?  Yields  three  to  four  per- 
centage points  higher  than  prevailing 
bank  rates.  "I  trusted  him  without 
limit,"  admitted  Haim  Yulish,  the 
former  clearinghouse  manager. 

The  investigation  also  showed  that 
some  kibbutz  executives  knew  Blass 
was  being  given  financial  carte 
blanche,  but  did  nothing.  Others 
claim  they  didn't  know.  But  then  the 
kibbutzim  were  already  nothing  to 
brag  about  in  the  investment  depart- 
ment. Two  years  before  the  Blass  ca- 
per, they  gambled  $150  million  in  an 
ill-conceived  plunge  into  Israel's  casi- 
no-like stock  market.  "We  thought  it 
was  easier  to  make  money  from  mon- 
ey than  from  work,"  says  Shlomo  Le- 
shem,  spokesman  for  the  United  Kib- 
butz Movement,  which  represents 
180  kibbutzim  and  accounts  for  63% 
of  all  kibbutz  revenues. 

Elected  secretary  general  of  the 
UKM  last  October  to  clean  up  this 
mess,  Shushik  Pery  puts  net  losses  at 
up  to  $100  million.  But  that's  only  if 
and  when  he  is  able  to  sell  for  a  maxi- 
mum $150  million  what  had  once 
been  a  $250  million  stock  and  proper- 
ty portfolio.  Result:  1986  will  proba- 
bly show  a  pretax  profit  of  only  $60 
million  on  revenues  of  $1.25  billion, 
as  against  $170  million  on  $1.15  bil- 
lion in  1984  (1985  figures  are  skewed 
by  inflation). 

Who  was  in  charge  through  these 
various  debacles?  For  pure  paradox, 
try  Eli  Zamir,  who  preceded  Pery  at 
the  UKM  and  now,  along  with  the 
heads  of  the  two  smaller  kibbutz 
movements  (one  group  further  to  the 
left,  the  other  religious),  should  bear 
ultimate  responsibility.  Instead,  he 
brushes  it  all  off  as  "mistakes."  The 
paradox?  Zamir  is  as  good  as  a  produc- 
tion man  as  he  was  poor  as  a  top 
financial  officer.  The  plastics  factory 
he  heads  at  Kibbutz  Maagan  Michael, 
which  is  sited  in  a  nature  reserve  on 
the  Mediterranean  coast,  is  among  Is- 


Israels  kibbutzim  were  doing  well  until 
they  imported  the  worst  from  capitalism. 


High  Marx, 
low  Marx 
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£/z  Zamir  (left ),  former  secretary  general,  United  Kibbutz  Movement 
It  was  all  just  "mistakes,"  he  says.  Some  mistakes. 


rael's  most  successful.  It  regularly  re- 
turns 20%  pretax  on  revenues,  which 
are  now  $20  million  and  have  been 
growing  at  7%  to  8%  a  year. 

Its  secret:  The  factory,  which  pro- 
duces pipe-fittings  and  valves,  has 
been  working  24  hours  a  day,  six  days 
a  week,  since  it  began  operating  in 
1964.  It  employs  115  kibbutzniks 
who  don't  complain  about  night 
shifts,  don't  go  on  strike  and  don't 
worry  about  anything  but  increasing 
profitability,  because  it's  all  theirs. 
Nonproduction  expenses  are  few.  The 
factory  has  only  three  cars,  which  are 
pooled.  And  automated  production 
lines  in  4  acres  of  supermodern  fac- 
tory contrast  oddly  with  Zamir's  of- 
fice, a  10-foot-by-ll-foot  plywood  box 
that  a  U.S.  company  president  would 
use  for  his  golf  clubs.  Zamir  has  no 
secretary. 

How  did  these  kibbutzim  get  into 
industry  in  the  first  place?  Necessity. 
Tending  Maagan's  300  milk  cows  and 
1,000  acres  of  field  crops,  fish  ponds 
and  chicken  houses  used  to  require 
half  the  kibbutz'  work  force.  But  with 
increasing  mechanization,  less  water, 
government  production  ceilings  and 
shrinking  markets,  the  work  is  now 
done  by  less  than  10%  of  the  work 
force.  As  in  kibbutzim  across  Israel, 
more  work  and  more  income  had  to 


be  found.  Hence  the  factory. 

In  proportions  similar  to  those  of 
other  kibbutzim,  another  300  mem- 
bers of  Maagan  work  in  services,  from 
sorting  and  washing  in  the  communal 
laundry  to  cooking  in  the  communal 
dining  room.  Their  reward? 

Whether  dishwasher,  factory  man- 
ager or  secretary  general,  kibbutz 
members  draw  no  salary  other  than 
about  $1.50  a  day  in  pocket  money. 
Members  normally  own  little  proper- 
ty other  than  a  functional  wardrobe,  a 
wristwatch  and  maybe  a  tape  deck. 

A  tough,  lean  life?  It's  certainly  not 
for  most  people,  who  would  deplore 
the  lack  of  privacy  and  independence. 
But  it's  no  longer  so  austere  either. 
Movement  hard-liners  complain,  in 
fact,  that  their  modern  comrades  are 
too  taken  with  capitalist-style  ameni- 
ties. Kibbutzim  today  boast  Olympic- 
size  swimming  pools,  tennis  courts, 
cultural  centers,  dining  halls  with  a 
choice  of  (admittedly  institutional) 
menus,  their  own  superior  school  sys- 
tem and  university  education  for 
those  the  kibbutz  votes  deserving  of 
it,  plus  trips  abroad. 

Now,  though,  to  pay  for  their  lead- 
ers' investment  follies,  the  UKM  and 
other  movements  have  announced 
they  will  be  cutting  back  hard  on  lux- 
uries like  foreign  travel  and  budgets 


for  new  housing.  In  effect,  according 
to  Pery,  the  individual  kibbutznik 
will  be  taking  a  15%  standard  of  liv- 
ing cut  this  year.  Costs  and  internal 
investments,  now  running  between 
$200  million  and  $300  million,  will 
be  halved.  And  the  United  Kibbutz 
Movement  voted  unanimously  last 
month  to  tax  those  kibbutzim  still  in 
the  black  some  $24  million  to  bail  out 
those  in  trouble.  "A  kibbutz  can't  go 
bankrupt,  we  won't  let  it,"  says  Pery. 

In  any  case,  over  $500  million  in- 
vested in  production  facilities  in  the 
past  few  years  may  soon  pay  off,  so 
that  pretax  profits  in  1987  are  expect- 
ed to  bounce  back  to  between  $140 
million  and  $150  million  on  United 
Kibbutz  Movement  revenues  of  $1.35 
billion  to  $1.4  billion. 

Good,  but  not  good  enough.  Kib- 
butz managers,  including  Zamir  and 
Yulish,  have  never,  after  all,  been  pe- 
nalized for  what,  at  best,  was  an  in- 
credible indifference  to  the  use  of 
money  that  wasn't  theirs.  Unless  the 
kibbutzim  can  learn  to  curb  their 
spending,  install  tight  controls  and 
make  their  financial  officers  responsi- 
ble, all  this  could  happen  again.  What 
a  shame  were  this  unique  Israeli  insti- 
tution to  lose  its  way  because  of  its 
single  import  from  capitalism:  the 
simpleminded  belief  in  a  fast  buck.  ■ 


It's  hard  to  compete  against  the  likes  of 
Frank  Perdue  unless  you  talk  like  a  capi- 
talist. Hence  the  curious  stock  offering 
from  Gold  Kist,  the  farm  co-op. 

Capitalist 
in  the  henhouse 


By  David  Henry 


A farmers'  cooperative  selling 
stock  on  Wall  Street?  Co-op  ex- 
i  ecutives  who'd  rather  talk 
about  balance  sheets  than  about  sav- 
ing the  family  farmer?  What  would 
William  Jennings  Bryan  say? 

Welcome  to  the  harsh  realities  of 
agribusiness  at  Gold  Kist  Inc.,  a  $1.2 
billion  (fiscal  1986  sales)  chicken, 
farm  supplies  and  grain  co-op  in  At- 
lanta. Says  Chief  Executive  William 
Gaston,  60:  "If  we  don't  have  an  equal 
return  on  assets  with  other  people  in 
the  business,  they're  going  to  outrun 
us  sooner  or  later,  and  we'll  cease  to 
exist."  It's  no  idle  threat.  Of  6,000  co- 
ops in  business  in  1980,  more  than 
700  have  failed  or  merged. 

For  now,  Gold  Kist  is  holding  its 
own.  Notwithstanding  big  losses  on 
its  farm  supplies  and  grain  division, 
the  cooperative  showed  profits  of 
$22.3  million  in  the  year  ended  June 
1986,  for  a  return  on  equity  of  17.6%. 

Shut  a  low-volume  grain  elevator  or 
supply  store  in  a  depressed  southern 
hamlet?  Gaston's  ready.  "We  have 
had  all  kinds  of  letters  and  calls  from 
the  commissioners  of  agriculture  and 
such,"  he  says  with  a  shrug.  "If  it  can 
not  carry  its  weight,  we  close  it." 

Gold  Kist's  latest  and  most  unor- 
thodox move  was  the  public  offering 
in  September  of  stock  in  its  Golden 
Poultry  subsidiary,  representing  a 
sixth  of  Gold  Kist's  eight-state  chick- 
en empire.  Gold  Kist  retains  73%  of 
Golden's  stock  and  runs  the  company 
under  contract. 

Wall  Street  is  not  yet  won  over  to 
the  idea.  After  coming  out  at  12, 
Golden  Poultry  has  drooped  to  93A,  or 
8  times  earnings.  The  chicken  busi- 
ness is,  to  be  sure,  cyclical,  but  the 
P/E  on  other  stocks  is  much  higher. 


For  Tyson,  a  well-run  poultry  firm 
free  of  socialist  taint,  the  P/E  is  23, 
and  it's  12  or  more  for  Federal  Co.  and 
Hudson  Foods. 

The  stock  sale,  moreover,  has  ruf- 
fled the  feathers  of  a  few  cooperative 
purists  at  the  U.S.  Department  of  Ag- 


supply  the  chicks,  supply  the  feed, 
dictate  the  chicken-tending  rules  and 
pick  up  the  grown  chickens.  The 
farmer  is  paid  about  3.5  cents  a  pound 
for  babysitting. 

Unfair?  Or  the  only  way  for  Gold 
Kist  to  survive  capitalist  competi- 
tion? Without  a  publicly  traded  sub- 
sidiary, Gold  Kist  would  have  no  way 
to  reward  risk  capital.  When  the  co-op 
proper  makes  money,  farmers  are 
awarded  a  fraction  in  cash  and  the  rest 
in  equity  units  according  to  the  vol- 
ume of  business  they  do,  but  those 
units  yield  no  dividends  and  are  re- 
deemable at  par  usually  only  on  the 
death  of  the  farmer. 

But  processing  takes  capital,  espe- 
cially when  you  realize,  as  Tyson  did 
years  ago,  that  nuggets  or  display- 
packaged  breasts  are  worth  a  lot  more 
than  a  bird  delivered  whole.  A  modern 
factory,  which  will  butcher  120,000 
chickens  a  day,  costs  $15  million  to 
$25  million.  Gold  Kist's  debt  is  al- 
ready $105  million,  44%  of  total  capi- 
tal. Moreover,  Gold  Kist's  equity 
won't  leverage  as  much  debt  as  the 


Poultry  chief  Harold  Chitwood,  Chairman  William  Gaston  and  President  Donald 
Sands  of  farmers'  co-op  Gold  Kist. 

"You  would  have  almost  had  a  lynching  for  going  public." 


riculture.  They  also  aren't  happy  that 
Gold  Kist  is  behaving  more  like  big 
business  than  like  the  farmer's  an- 
swer to  big  business.  Gold  Kist  grow- 
ers who  don't  efficiently  convert  the 
feed  into  chicken  meat  don't  get  more 
chicks  to  grow.  Over  a  seven-week 
cycle,  the  average  grower  raises  only 
30,000  chickens  of  every  49  million 
Gold  Kist  handles  in  that  time,  so  he 
doesn't  have  much  leverage.  One 
USDA  official  complains  Gold  Kist  is 
locking  poultry  growers  into  a  "feu- 
dal-serf production  system"  in  which 
farmers  are  just  piece-rate  workers. 

But  that's  how  this  business  works, 
whether  it's  Frank  Perdue  or  Gold 
Kist  doing  the  buying.  The  processors 


stockholders'  equity  in  a  private  cor- 
poration. That's  because  Gold  Kist's 
equity  shrinks  a  little  every  time 
someone  dies. 

Gaston  had  been  laying  the  ground- 
work for  the  Golden  offering  for  years, 
but  what  really  convinced  the  farmers 
on  the  board  to  go  along  was  having  to 
pay  as  much  as  20%  on  debt  in  the 
early  1980s.  "Until  that  time,"  says 
Donald  Sands,  Gold  Kist  president,  "I 
think  you  would  have  almost  had  a 
lynching  of  anyone  who  wanted  to  go 
public  with  anything." 

Go  public?  Depositor-owned  thrifts 
are  doing  it.  A  mutual  life  insurance 
company  in  Maine  just  did  it.  Even 
farmers  will  do  it,  if  they  have  to.  ■ 
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McCormick,  America's  premier  spice  ped- 
dler, did  so  well  that  it  didnt  even  notice 
what  was  going  on  in  its  basic  market: 


A  close  call 


By  Janet  Novack 


American  tastes  in  foods  were 
broadening,  consumers'  liking 
b  for  previously  exotic  spices 
was  increasing.  It  was  a  situation 
seemingly  ready-made  for  98-year- 
old,  Baltimore-born  McCormick  &. 
Co.,  a  name  all  but  synonymous  with 
spices  in  America.  Yet,  as  it  turned 
out,  McCormick's  bedrock  custom- 
ers, folks  who  cook  meals  at  home, 
were  actually  buying  fewer  spices. 

From  1980  to  1984  spice  use  (other 
than  pepper)  fell  20%—  to  just  1  in  20 
home  meals.  Other,  more  powerful 
consumer  trends,  McCormick's  stud- 
ies showed,  were  overpowering  the 
movement  toward  elaborate  cooking. 
The  increasing  population  of  working 
mothers,  for  example,  was  depending 
on  convenience  foods,  not  gourmet 
fare,  particularly  on  work  nights. 
"Saturday  night  gourmet  cooking  was 
on  the  rise,  but  what  we  lost  in  ton- 
nage during  the  week  more  than  com- 
pensated for  that,"  says  McCormick 
marketing  chief  Tom  Peterson.  And 
the  nation's  at-home  cooks,  McCor- 
mick discovered,  weren't  comfortable 
improvising  with  spices  when  they 
weren't  following  fancy  recipes. 

Compounding  the  problem: 
McCormick's  share  of  the  declining 
grocery  store  spice  category  had  fallen 
from  40%  to  35%.  From  1982  through 
1985  revenues  from  McCormick's 
consumer  products  group  rose  less 
than  inflation— by  only  3%,  to  $332 
million — even  as  sales  of  its  industri- 
al group,  which  sells  flavorings  to 
food  processors,  as  well  as  garlics  and 
onions,  grew  30%,  to  $175  million. 

Finally,  McCormick  responded.  If  it 
was  convenience  and  reassurance  the 
customers  wanted,  McCormick  would 
give  it  to  them.  It  has  brought  out  more 
convenience  line  extensions  (such  as 
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Marketing  chief  Tom  Peterson 
Weekend  gourmets  weren't  enough. 

new  spicy  and  garlic  variations  on  its 
popular  Season  All  blend  and  a  new  line 
of  pasta  sauces )  and  is  test  marketing  in 
Kansas  City  and  Phoenix  an  extensive 
promotional  campaign  (media  and  in- 
store)  laden  with  simple  how-to  tips  on 
using  spices. 

With  a  national  rollout  of  the  cam- 
paign planned  by  1988,  McCormick 
plans  to  spend,  through  1989,  about 
$200  million  on  consumer  marketing 
and  product  development  and  revital- 
ization — average  annual  spending  tri- 
ple 1985's  level.  Based  on  test  results 
so  far,  Peterson  predicts  the  full  cam- 
paign will  boost  unit  spice  sales  at 
least  10%  in  its  first  few  years. 

Revolutionary?  Hardly.  But  McCor- 
mick, founded  with  the  motto, 
"Make  the  Best — Someone  Will  Buy 
It,"  had  put  so  little  stock  in  advertis- 
ing and  promotion  that  when  it  need- 


ed a  marketing  chief  it  had  to  break  its 
tradition  of  home-grown  manage- 
ment to  hire  Peterson,  who  had  been 
hustling  NyQuil  and  other  products 
for  Richardson- Vicks. 

McCormick  had  always  figured 
that  in  the  spice  business  it  was 
enough  to  woo  retailers,  and  consum- 
ers would  follow.  After  all,  its  full  line 
of  103  gourmet  and  107  regular  spices 
takes  so  much  space  (6  shelves,  8  to 
12  feet  wide)  that  once  established,  it 
leaves  little  room  for  competitors' 
products.  Through  the  1970s  it 
seemed  McCormick  didn't  really 
need  to  bother  with  advertising.  From 
1974  to  1979,  reported  sales  and  earn- 
ings more  than  doubled.  (Later,  the 
company  had  to  restate  earnings  for 
1977  through  1980  when  it  discovered 
executives  had  played  accounting 
games  to  boost  profits.) 

In  hindsight,  McCormick  Chair- 
man Harry  K.  Wells  admits:  "The 
market  was  changing  in  a  way  we 
were  not  recognizing."  He  blames  the 
lag  partly  on  "time-consuming"  dis- 
tractions: a  1980  foiled  takeover  bid 
by  Swiss  conglomerate  Sandoz  Ltd. 
and  stockholder  suits  following  the 
earnings  restatement. 

Distractions  maybe.  But  complacen- 
cy, too,  was  to  blame.  Fortified  behind  a 
two-class  stock  structure  that  denied 
public  holders  a  say,  McCormick  re- 
jected the  Sandoz  bid  for  $3  7  a  share.  Its 
stock  didn't  reach  $37  on  the  open 
market  for  another  5  Vi  years  and  it's 
now  trading  around  $40. 

The  fact  is:  McCormick  was  plain 
lucky.  It  dominates  its  business — its 
market  share  is  still  more  than  double 
that  of  the  nearest  competitor.  In  a 
more  competitive  situation,  failing  to 
take  prompt  notice  of  market  changes 
might  have  proved  lethal.  Fully 
awake  now,  McCormick  is  cutting 
costs  by  consolidating  operations  and 
reducing  its  grocery  division  work 
force  20%.  It  is  also  passing  along  to 
shareholders  some  benefits  from  its 
real  estate  subsidiary,  in  the  form  of  a 
$25  million  dividend  to  parent  Mc- 
Cormick to  help  buy  back  10%  of  its 
12  million  shares. 

In-  1985  McCormick's  earnings 
from  consolidated  (non-real-estate) 
operations  fell  21%,  to  $21.1  million 
on  sales  of  $873  million.  For  the  first 
nine  months  of  1986,  both  sales  and 
earnings  from  consolidated  opera- 
tions were  ahead  13%.  But  Chairman 
Wells  says  the  real  payoff  won't  come 
until  1988.  Put  it  this  way:  McCor- 
mick had  a  close  call.  For  a  while 
there,  an  alert  and  strong  competitor, 
had  there  been  one,  could  have 
knocked  it  right  off  its  lofty  perch.  ■ 


Special  Advertising  Supplement 


INDUSTRIALIZATION 
OF  AMERICA: 

COMPUTERS  IN  MANUFACTURING 


American  manufacturing  is  staging  a 
comeback.  Productivity  growth  is  now 
over  4%  a  year,  compared  to  1%  for  the 
economy  as  a  whole,  and  unit  labor  costs 
are  growing  much  slower  than  inflation. 
Some  analysts  even  predict  that  man- 
ufacturing sector  profit  growth  will  be 
close  to  10%  a  year  through  1990,  twice 
the  expected  GNP  growth. 

These  figures  are  light  at  the  end  of 
a  long  tunnel.  As  the  golden  age  of  the 
industrial  revolution  transmuted  into  the 
titanium  alloy  of  the  information  society, 
America's  smokestack  industries  found 
themselves  ill-equipped  to  compete  in  a 
newly-global  economy.  Their  capital  base 
was  too  old,  labor  rates  too  high. 

Came  a  painful  readjustment.  And 
although  all  the  dislocations,  retraining, 
and  rethinking  involved  in  reindustrializa- 
tion  are  not  behind  us,  American  indus- 
try's refurbishment  has  commenced.  And 
it  looks  like  American  industry  will  sur- 
vive, can  compete. 


This  White  Paper  to  Management,  pre- 
pared for  FORBES  by  International  Data 
Corporation,  explores  how  automation 
and  computer  system  integration  are 
transforming  America's  manufacturing 
enterprise  from  the  dinosaur  it  became 
into  a  much  swifter,  fleeter  creature. 

Automation  is  not  a  panacea,  however. 
It  is  not  Rambo-like  raw  power,  capable 
of  overwhelming  opponents  by  sheer 
force.  It  requires  painstaking  implementa- 
tion, the  difficult  integration  of  systems, 
and  fresh  thinking  about  the  redeploying 
of  assets  and  people. 

THE  GRAIL  OF  REINDUSTRIALIZATION: 
COMPUTER  INTEGRATED  MANUFACTURING 

Manufacturing  automation  has  its  own 
vocabulary,  and  first  in  the  parlance  are 
words  focused  on  integration.  While  the 
"islands  of  integration"  which  typified  the 
early  days  of  manufacturing  automation 
still  abound,  the  momentum  to  pull  them 
together  into  a  coherent  whole  keeps 
growing. 


Computer-integrated  manufacturing, 
CIM,  is  the  application  of  computer 
technology  and  information  to  the  goal  of 
improving  quality,  cutting  costs,  reducing 
the  product  development  cycle,  and 
increasing  flexibility. 

For  most  automating  manufacturers 
CIM  is  but  a  partially  fleshed  out  dream. 
A  few  leading-edge  manufacturers  have 
some  selected  sites  that  are  pretty  far 
along  the  CIM  path  —  like  NEC's  systems 
manufacturing  plant  in  Abiko  City,  Japan, 
with  its  integrated  factory  and  office  auto- 
mation systems  and  its  fiberoptic  local 
network  —  but  most  firms  have  only 
taken  their  first  steps  into  CIM. 

Still,  CIM's  potential  is  starting  to  be 
realized  as  its  component  parts  are 
developed  and  slowly  integrated.  Chief 
among  those  parts: 

•  Manufacturing  Resource  Planning  — 
the  information  systems  required  to  get 
the  right  parts  to  the  right  places  at  the 


Tandem  helps  the  first  B-1B  take  off 
ahead  of  schedule  and  under  budget. 


In  aircraft  assembly,  one  critical 
path  is  often  wiring:  The  cutting, 
coding  and  kitting  of  miles  of 
wire  and  bending  the  tubing 
through  which  it  runs. 

So  Rockwell  International 
turned  the  job  over  to  a  Tandem 
NonStop™  computer. 

The  Tandem  system  coordi- 
nates floor  deliveries,  instructs 
workers  and  machinery  and  keeps 


up  with  changing  specifications. 
Rockwells  wiring  department 
is  now  doing  its  job  with  fewer 
pieces  of  paper,  minimum  down- 
time and  less  overtime,  all  at 
less  cost. 

It  takes  more  than  wiring  to 
build  a  B-1B,  but  we  think  its  no 
small  coincidence  that  the  first 
B-1B  was  delivered  ahead  of 
schedule  and  under  budget. 


Tandem  has  the  experience  in 
shop  floor  control  and  the  appli- 
cations software.  Our  unique,  fault- 
tolerant,  parallel  architecture 
also  allows  you  to  grow  in  whatever 
increments  you  choose.  Please 
call  or  write  for  information. 

Tandem  Computers  Incorpo- 
rated, 19191  Vallco  Parkway, 
Loc  4-31,  Cupertino,  CA  95014. 
Phone  (800)  482-6336. 
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(right  time  and  to  keep  the  financial  sys- 
tems informed. 

•  Automated  design — the  linkage 
.between  automated  design,  categoriza- 
tion of  parts  into  families,  and  the  genera- 
tion of  machine  tool  programs. 

•  Flexible  manufacturing  —  shop  floor 
control  using  group  technology  that 
allows  each  manufacturing  unit  to  work 
at  peak  efficiency. 

;•  Communications  —  the  electronic 
nervous  system  tying  machines,  com- 
puters, and  humans  into  a  total  automa- 
tion network. 

THE  DATA  BASE  CENTER:  MRP  II 

A  typical  factory  might  have  thousands  of 
active  items,  hundreds  of  work  centers, 
scores  of  suppliers,  constant  customer 
rescheduling,  frequent  machine  break- 
downs, and  not  infrequent  engineer- 
ing changes  —  not  to  mention  absent 
employees,  scrap  material  to  get  rid  of,  a 
customer  service  operation  to  maintain, 
and  inventory  to  control. 

The  computer  software  programs 
which  handle  the  planning  and  schedul- 
ing of  manufacturing  operations  have 
evolved  over  the  last  20  years  from  the 
material  requirements  planning  (MRP) 
systems  of  yore  that  mainly  handled 
inventory  control.  Today's  manufacturing 
resource  planning  systems,  or  MRP  II 
systems,  as  they're  called,  link  a  variety 
of  functions:  business  planning,  produc- 
tion planning,  master  production  schedul- 
ing, and  capacity  requirements  planning. 

Output  from  these  systems  is  inte- 
grated with  financial  reports,  like  the 


business  plan,  purchase  commitment 
reports,  shipping  budgets,  and  inventory 
projections.  In  some  cases,  as  with  MSA, 
vendors  also  sell  sophisticated  program- 
ming tools  —  MSA's  is  called  the  Informa- 
tion Expert  —  to  help  managers  extract 
information  from  data  bases  once  the 
information  systems  are  up  and  running. 

One  of  the  most  impressive  things 
about  MRP  II  systems  is  the  payback 
enjoyed  by  their  users.  Those  fully  ben- 
efiting from  their  MRP  II  systems  see 
return  on  investment  of  around  200%.  Even 
for  those  who  just  use  MRP  II  as  a  stream- 
lined ordering  system  — without  its  hooks 
back  into  financial  planning,  production 
schedules,  shop  floor  control,  and  per- 
formance measurement  (among  others) 
—  50%  ROI  is  not  untypical. 

As  MRP  II  linkages  with  other  corpo- 
rate management  information  systems 
continue,  opportunities  for  synergy 
between  information  systems  exist.  Palla- 
dian  Software,  for  instance,  now  offers  an 
artificial  intelligence  program  called  the 
Operations  Advisor  that  helps  executives 
adjust  plant  operations  based  on  man- 
ufacturing strategy,  current  capacity,  and 
product  flow:  e.g.,  the  system  can  predict 
how  much  lead  times  can  be  reduced 
if  individual  machine  set-up  times  can 
be  reduced. 

CUTTING  TIME  TO  MARKET  WITH  DESIGN 

Once  mainframe-only  tools  costing  six 
figures  and  up  and  reserved  for  use 
by  the  advanced  engineering  groups 
at  aerospace  and  automobile  firms, 
computer-aided  design/manufacturing/ 
engineering  (CAD/CAM/CAE)  systems 
have  come  down  in  price  so  much  that 
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Manufacturing  Automation:  A  $15  Billion  Business 

(Revenues  of  U.S.  Suppliers) 

While  factory  automation  conjures  up 
images  of  robots  and  automated  machine 
tools  working  without  human  intervention, 
fully  half  of  the  automation  business  is 
human-intensive.  The  biggest  sector,  and 
one  of  the  fastest  growing,  is  that  for 
computer-aided  design  and  engineering 
(CAD/CAE).  The  second  is  that  for  information 
systems  that  support  manufacturing — 
inventory  control,  materials  requirements 
planning  (MRP),  scheduling,  shop  floor  con- 
trol, and  so  on.  The  robot  business  itself, 
mostly  for  technological  reasons,  is  still  a 
long  way  from  reaching  its  full  potential. 

Source:  International  Oata  Corporation 


they  are  now  economical  for  small  and 
medium  size  firms. 

While  the  market  for  CAD/CAM/CAE 
systems  is  hot,  growing  at  17%  a  year 
through  1990,  at  which  time  it  will  be  a 
$9.4  billion  business,  the  submarket  for 
low-end  systems  is  even  hotter.  By  1990, 
PC  CAD  will  represent  over  a  third  of  all 
mechanical  CAD/CAM/CAE  revenues  — 
up  from  a  paltry  1%  in  1984;  32- bit 
engineering  workstations  will  represent 
another  third  of  the  mechanical  CAD/ 
CAM/CAE  market  of  1990. 

Commensurate  with  advances  in  CAD/ 
CAM/CAE  processing  platforms  —  the 
computers  —  have  been  advances  in 
peripherals  and  software.  Companies, 
like  Toshiba,  which  offer  laser  printers 
suitable  for  graphics  and  half  tones,  have 
lowered  the  cost  of  CAD  output.  Disk 
suppliers,  like  Iomega,  have  made  it  pos- 
sible for  engineering  workstations  and 
PCs  to  support  the  kind  of  storage  need 
in  desktop  CAD/CAM/CAE.  PC  makers, 
like  Zenith,  NEC,  and  Toshiba,  have  stan- 
dardized around  operating  systems  and 
have  begun  integrating  higher  speed 
chips  into  their  offerings. 

FLEXIBLE  MANUFACTURING: 
TURNING  ART  TO  SCIENCE 

Say  "factory"  and  most  people  picture 
huge  assembly  lines  with  enormous 
machines  attended  by  lots  of  workers 
repeating  the  same  task  over  and  over, 
while  millions  of  widgets,  one  just  like  the 
last,  spew  forth.  "Flexible"  is  not  a  word 
that  comes  to  mind. 

Yet  flexible  is  precisely  what  America's 
new  factories  must  be,  if  American  man- 
ufacturing is  to  follow  through  on  the 
promise  of  reindustrialization.  Flexible  in 
what  they  produce,  how  much  they  pro- 
duce, and  when  they  produce  it. 

The  "how"  of  flexible  manufacturing  has 
to  do  with  controlling  the  manufacturing 
process.  Several  levels  of  control  are 
needed  to  make  a  factory  work. 

Those  levels: 

•  Unit  level  control.  Individual  machines, 
such  as  robots  and  computerized  numeri- 
cal controllers,  are  directly  servo  controlled. 
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Foreign  Exchange 
General  Ledger" 
Inventory 
Order  Processing 
Project  Tracking' 
Purchasing; 


Sales  Forecasting 
Payroll/Personnel 

ALLTAX® 

International  Payroll /Personnel 

Payroll 
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Manufacturing 

Advanced  Inventory  Management 
Capacity  Requirements  Planning 
Distribution  Resource  Planning 
Inventory  Control 
Manufacturing  Accounting 
Manufacturing  Standards 
Master  Production  Scheduling 
Material  Requirements  Planning 
Order  Processing 


Product  Costing 
Purchasing 
Sales  Forecasting 
Service  Demand  Forecasting 
Shop  Floor  Control 
Distribution  Management 
Distribution  Resource  Planning 
Inventory 
Order  Processing 
Purchasing 
Sales  Forecasting 


Our  software  comes  with  the  added 
dividend  of  INFORMATION  EXPERT.® 
The  fourth  generation  technology  that 
allows  all  your  new  or  existing  software 
to  talk  to  one  another. 


For  more  information  about  what  the 
world's  largest  supplier  of  applications 
software  to  manufacturing  can  do  fa  you, 
call  Robert  Carpenter  at  404-239-2000. 
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•  Area  level  control.  A  number  of 
machines  are  coordinated  through  use 
of  systems  like  programmable  controllers 
and  direct/distributed  numerical  control- 
lers; this  is  called  a  manufacturing  cell. 

•  Supervisory  control.  Several  manufac- 
turing cells  are  themselves  coordinated 
with  overall  manufacturing  operations. 
Supervisory  controllers,  usually  high- 
speed superminicomputers,  download 
parts  programs  to  appropriate  cells, 
handle  parts  scheduling  and  routing  from 
cell  to  cell,  collect  data  on  cell  perform- 
ance. These  superminis  serve  as  inter- 
faces to  manufacturing's  other  important 
functions:  manufacturing  planning, 
design  engineering,  and  management. 

By  organizing  a  factory's  operations 
into  such  control  levels,  manufacturers 
can  produce  tailor-made,  one-of-a-kind 
products  in  small  batches  —  but  still 
enjoy  the  benefits  of  mass  production 
techniques  and  costs. 

CIM:  LINING  UP  THE  PARTS 

The  computer-integrated  manufacturing 
facility  is  comprised  of  many  parts.  Today, 
in  many  factories,  these  parts  still  func- 
tion separately.  But  their  great  promise 
lies  in  their  integration.  Some  of  the  ways 
these  parts  of  CIM  are  progressing: 


Continuous  Process  Control. 
Most  of  today's  process  controllers  are 
microprocessor-based,  making  com- 
munications between  them  and  with  host 
systems  easier.  Two  types  of  continuous 
process  control  systems  are  available 
these  days  —  distributed  systems,  which 
directly  oversee  the  continuous  manufac- 
turing processes,  and  host  systems. 

Programmable  Controllers.  On  the  dis- 
crete manufacturing  side  are  programma- 
ble controllers,  which  are  also  undergoing 
microprocessor  technology-inspired 
changes.  The  micro  end  of  the  program- 
mable controller  market  now  accounts  for 
better  than  25%  of  total  sales. 

Numerical  Controllers.  These  devices 
control  machine  tools  and  usually  receive 
their  programming  —  the  instructions 
which  lay  out  the  tool  path  and  the  steps 
necessary  to  make  a  part  —  via  a  tape. 

More  and  more,  NC  tapes  are  gener- 
ated at  CAD/CAM/CAE  systems,  so  such 


CIM  AT  TANDEM:  USING  COMPUTERS  TO 
MAKE  COMPUTERS 

Tandem  Computers,  pioneering  vendor  of 
nonstop  computers  systems,  is  one  of  the 
early  supporters  of  the  General  Motors- 
inspired  Manufacturing  Automation  Protocol 
(MAP)  for  factory  communications  and  a 
sponsor  of  leading-edge  factory  automation 
research  at  Arizona  State  University. 

But  the  company  is  also  a  manufacturer, 
so  new  manufacturing  techniques  are  of 
more  than  academic  or  marketing  interest. 
The  company  has  begun  the  migration  to 
CIM  in  its  own  operations. 


The  company's  bellwether  facility  is  its 
circuit  board  manufacturing  plant  in  Watson- 
ville,  CA,  where  it  has  implemented  auto- 
mated control  systems  that  just  about  elimi- 
nate paperwork.  The  new  wave  operation 
integrates  information  and  product  flow. 
Rather  than  build  circuit  boards  in  the  cus- 
tomary fashion — products  built  in  stages, 
parts  batched  and  forwarded  along  stage 
by  stage — the  plant  is  converting  manufac- 
turing to  a  continuous  process  flow  that  is 
managed  on-line.  Naturally  Tandem  com- 
puters are  used  in  the  system. 

The  company  reports  that  its  Watsonville 
system  offers  the  following  advantages: 

•  On-line  shop  floor  tracking  eliminates 
daily  inventories  and  department  logs, 

•  Manufacturing  decisions  can  be  made 
without  the  need  for  manual  schedules, 

•  A  history  of  shop  floor  activity  is  auto- 
matically maintained, 

•  Physical  inventory  can  be  conducted 
using  bar  code  scanners,  and 

•  There  is  visibility  into  plantwide 
productivity. 


capabilities  as  interactive  graphics  and 
conversational  programming  contribute 
in  the  creation  of  NC  tapes,  cutting  back 
programming  time  as  well  as  error  rates. 

Distributed  Numerical  Control  Systems. 
Networks  of  numerical  controllers  are 
supervised  by  fully  distributed  numerical 
control  systems.  These  verify,  store,  and 
manage  parts  programs  even  as  they 
monitor  machine  performance,  process 
data,  generate  reports,  download  parts 
programs,  schedule  jobs,  and  communi- 
cate with  other  outside  systems. 

Distributed  numerical  control  systems 
are  a  new  breed  and  there  are  compara- 
tively few  around.  Small  numbers  of  NC 
tools  —  say,  four  to  six  —  are  handled  by 
the  more  common  direct  numerical  con- 
trol systems.  These  monitor  the  NC 
machines,  store  their  programs,  and 
produce  status  reports  on  NC  tool 
operations. 

Robots.  The  dream  that  robots  will 
someday  take  over  manufacturing  is  a 
long  way  off,  and  the  expectations  for 
robot  vendors  have  soured  somewhat  in 
the  last  couple  of  years.  The  vast  mar- 
ket predicted  in,  say,  1984  has  yet  to 
materialize,  though  market  researcher 
International  Data  Corporation  continues 
to  forecast  a  compound  annual  growth 
rate  for  the  robot  market  at  26%  through 
1990. 

Personal  Computers.  Although  PCs 
have  become  a  major  way  to  implement 
CAD/CAM/CAE  systems  in  smaller  firms, 
because  most  PC  operating  systems  are 
not  good  at  handling  the  real-time  tasks 
required  in  manufacturing,  PCs  tend  to 
take  on  support  jobs  in  factory  environ- 
ments. They  do  jobs  like  spectral  analysis, 
graphics,  servo  bandwidth  testing,  and 
sensor  calibration. 

CIM:  LOOKING  FOR  HIGHER  SUMS 

Computer-integrated  manufacturing  will 
be  more  than  the  sum  of  its  manifold 
parts.  Thus  it  will  require  more  than 
money,  more  than  the  chief  executive's 
admonishment  "Go  forth  and  automate!" 

Yet  the  integration  of  CIM  and  people 
is  vastly  promising.  Automation  is,  ulti- 
mately, not  a  system  or  a  box  but  a  state 


You  go  further 
when  you  take  your 
office  with  you. 


TheT3100.  AT  Power,  Toshiba-Style. 


Until  now,  working  away  from  your  office 
meant  having  to  settle  for  a  lesser  computer — 
or  no  computer  at  all.  Toshiba  ends  that  com- 
promise. The  T3100  delivers  the  power  of  an 
IBM®  PC  AT™  in  a  lean,  15-pound  computer 
that  you  can  take  with  you.  Not  only  is  this 
the  most  handsome  machine  to  ever  sit  on  a 
desk,  its  full-sized  keyboard  and  advanced  gas 
plasma  display  are  designed  for  equal  comfort 
and  clarity  in  your  office — or  on  the  road. 
You  enjoy  the  productivity  gains  of  a  built-in 
hard  disk,  communications  and  expansion 
options,  and  more — including  dual-voltage 
power  that  lets  you  plug  in  and  go  to  work  just 
about  anywhere  in  the  world. 

Clearly,  not  just  a  better  portable:  This  is 
a  computing  tool  so  powerful,  it's  like  taking 
your  whole  office  wherever  you  wprk. 


Trademarks:  PC  AT  International  Business  Machines  Corporation;  MS-DI  »S 
Microsoft  Corporation.  Registered  Trademarks  IBM  International  Business 
Machines  Corporation;  SideKick,  SuperKey- Borland  International.  Inc. 


See  the  system  that  has  all  of  the  industry 
experts  so  excited.  Call: 

1-800-457-7777 

for  your  nearest  Toshiba  computer  and 
printer  dealer. 


All  this-and  o 

IBM  PC  AT  compatible 
80286  processor,  running 
at  8MHz 

640KB  RAM,  extendable 
to  2.6MB 

Built-in  10MB  hard  disk 
Built-in  720KB  3V2" 
diskette  drive 
High-resolution  gas 
plasma  display 
IBM  Color  Graphics 
Adapter  (CGA)  compatible 


nly  15  pounds! 

80  x  25  character  display 
640  x  400  bit-mapped 
graphics  display 
RGB,  parallel,  serial  and 
external  diskette  drive  ports 
Carrying  case,  SideKick* 
SuperKey*  MS-DOS,™ 
included 

Full-sized  81-key  keyboard 
110/220  VAC  switch- 
selectable  power  supply 
12.2"Wx3.1"Hxl4.2"D 


In  Touch  with  Tomorrow 

TOSHIBA 

TOSHIBA  AMERICA,  INC  ,  Information  Systems  Division 


DISPLAY 
OF  POWER. 


Computers  and  Communications 


Introducing  the  new  power  in  AT- class  personal  business  computers 
The  NEC  Advanced  Personal  Computer  IV. 

There  aren't  many  people  like  you.  You  demand  a  lot  from  your 
personal  computer.  You're  a  Power  User.  And  the  NEC  APC IV™  is  th< 
one  machine  that  can  keep  up  with  you. 

You  get  both  compatibility  and  performance  because  the  APC  IV  bout 
runs  at  either  6  MHz  or  8MHz  at  the  flick  of  a  switch. 

The  Advanced  Color  Display  has  an  incredible  800  x  560  screen 
resolution.  And  there's  NEC's  own  Power  Graphics  Display  that 
allows  an  astounding  1 120  x  750  resolution. 
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The  APC IV  offers  2  serial  ports,  the  versatility  of  5  internal  storage 
Dts,  a  math  co-processor,  and  a  host  of  other  features  that  help  you  take 
to  the  limit. 

Plus,  the  APC  IV  has  the  power  of  NEC  behind  it.  The  $  10  billion 
ader  in  computers  and  communications.  So  you  never  have  to  worry 
)out  support. 

The  new  NEC  APC  IV.  Because  sooner  or  later,  you're  going  to  have 
take  it  to  the  limit.  For  more  information,  call  NEC  at  1-800-343-4419 
1  MA  617-264-8635).  NEC  Information  Systems,  Inc.,  Dept.  1610, 
1 1 4  Massachusetts  Avenue,  Boxborough ,  MA  0 1 7 1 9 . 


NEC 
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of  mind.  Those  who  automate  must  be 
willing  to  redesign  their  entire  business 
—  up  to  and  including  organizational 
emphasis  on  broader-based  jobs,  par- 
ticipative management,  teamwork,  and 
multiple  skills. 


It's  clear  that  America  has  the  pieces: 
the  technology  of  factory  automation  con- 
tinues to  advance,  the  nation's  workers 
are  creative  and  enthusiastic,  manage- 
ment knowsjt's  been  through  the  worst 
of  the  reindustrialization  fires.  □ 


CIM  SPINS  FORWARD  AT  GENERAL  ELECTRICS  TURBINE  FACTORY 


On  the  site  that  Thomas  Edison  began  man- 
ufacturing operations  a  hundred  years  ago, 
General  Electric  is  now  pioneering  its  own 
"factory  of  the  future"  concepts.  Located  in 
Schenectady,  NY,  the  facility,  which  turns 
out  steam  turbines,  is  GE's  first  and  largest 
manufacturing  operation. 

An  example  of  the  way  CIM  works  at  the 
Schenectady  plant: 

Let's  say  a  customer  order  for  one  of  the 
350,000  parts  ordered  for  steam  turbine 
maintenance  every  year  generates  a  man- 
ufacturing requirement.  The  order  is  entered 
directly  into  the  computer  as  it  is  received 
and  then  shipped  electronically  to  GE's  main- 
frame computers.  An  automated  process 


planning  system — software  that  borders  on 
artificial  intelligence — running  on  Data  Gen- 
eral superminicomputers  takes  the  order 
from  the  mainframe  and  matches  it  to  a 
parts  recognition  code.  The  system  deter- 
mines the  most  efficient  routing  of  the  part 
through  the  manufacturing  shop,  selects  the 
proper  materials,  and  chooses  the  proper 
software  genre  for  driving  the  machine 
tools  that  will  actually  make  the  part. 

This  information  is  automatically  down- 
loaded to  another  program  running  on  a 
Data  General  system  that  generates  the 
machine  tool  program,  feeds  back  to  a 
scheduling  system,  and  passes  the  re- 
quirement to  a  shop  floor  control  system 


"Our  competition  is  quoting 
3-week  lead  times. 
What  will  it  take  to  meet  that?" 

"How  much  can  we  cut  WIP 
without  increasing  lead  times?" 

"What  are  the  real  costs 
of  adding  robotics?" 

Just  a  minute... 
Let's  ask  the 
Operations  Advisor 

T 

I  he  Palladian  Operations  Advisor'"  expert  system  helps  you  weigh  the  trade- 
offs and  understand  the  consequences  of  critical  manufacturing  questions 
like  these.  Built  on  applied  artificial  intelligence  technologies,  the  Operations 
Advisor  brings  the  most  advanced  manufacturing  theories,  management  ex- 
perience, and  intelligent  simulation  to  everyday  manufacturing  decisions. 

The  Operations  Advisor  requires  no  specialists  to  construct  models.  A  manu- 
facturing manager  can  use  it  in  less  than  2  hours  to  deliver  answers  to  critical 
questions  in  minutes. 

Join  the  Fortune  500  companies  who  are  using  the  Palladian  Operations 
Advisor  to  put  American  manufacturing  back  on  top. 
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Expert  systems  for  finance, 
manufacturing,  operations  and  marketing. 


illadlan  Software,  Inc.,  Four  Cambridge  Center,  Cambridge,  MA  02142  (617)  661-7171 


At  the  right  time  the  machine  tool  program  is 
automatically  shipped  to  the  machine  that 
will  be  used  to  make  the  part.  After  man- 
ufacture, software  alerts  a  human  inspector 
to  certify  the  part,  and,  after  certification, 
communicates  to  the  materials  handling 
system  that  the  part  is  ready  to  be  shipped. 


THE  REINDUSTRIALIZATION  OF 
AMERICA:  COMPUTERS  IN  MANUFAC- 
TURING was  prepared  by  International 
Data  Corporation  (IDC),  Framingham, 
MA,  which  is  solely  responsible  for  its 
contents,  under  the  direction  of  Joseph 
L.  Levy  and  John  Gantz. 
Graphics:  Gael  Burns. 

Other  White  Papers  to  Management 
to  be  published  in  1987: 

April  20— INTELLIGENT  BUILDINGS: 
LINKING  COMPUTERS  AND  COM- 
MUNICATIONS. Ads  close  February  23. 

May  4— ELECTRONIC  PUBLISHING 
&  TODAY'S  OFFICE:  THE  DESKTOP 
REVOLUTION.  Ads  close  March  9. 

June  29— COMPUTER  SYSTEMS 
&  SOFTWARE  FOR  BUSINESS  AND 
INDUSTRY.  Ads  close  May  4. 
.  Septembers— TRENDS  IN  COM- 
MUNICATIONS: NETWORKS  FOR 
TOMORROW.  Ads  close  July  27. 

October  19— OFFICE  AUTOMATION 
&  DESKTOP  COMPUTING.  Ads  close 
August  24. 


WITHOUT  DATA  GENERAL,  INTEGRATING  YOUR 
DMPUTERS  IS  LIKE  PITTING  MAN  AGAINST  MACHINE. 


DATA  GENERAL  GIVES  YOU  THE  BEST 
SOLUTIONS  FOR  COMPUTER  INTEGRATED 
MANUFACTURING  SYSTEMS. 

Are  the  levels  of  your  manufacturing  operation  locked  in 
hand  to  hand  combat?  Our  total  integration  solutions  can 
make  them  all  work  together.  Hand  in  hand. 

Our  computers  and  solutions  span  key  areas.  Linking 
Engineering  with  Manufacturing.  Planning  with  Sales. 

We  give  you  advanced  productivity  solutions.  Like  TEO^ 
our  technical  automation  system.  And  CEO,®  our  business 
automation  system.  To  combine  with  major  CIM  applications. 

Data  General  is  firmly  committed  to  industry  communi- 
cations standards.  Like  MAP,  SNA,  X.25  and  Ethernet®  They 


help  you  forge  different  systems  into  a  single  information 
mainstream. 

What's  more,  our  MV/Family  computers  are  price/perfor- 
mance leaders.  Which  make  these  solutions  more  affordable. 

If  your  company  is  wrestling  with  today's  complex  manu- 
facturing needs,  call  1-800-DATAGEN  (Canada  1-800-268-5454). 


i  w  Data  General 

a  Generation  ahead. 

©  1986  Data  General.  4400  Computer  Drive.  MSC-228,  Westboro, 
MA  01580  TEO  is  a  trademark,  CEO  is  a  registered  trademark  of 
Da'a  General  Ethernet  is  a  registered  trademark  of  Xerox  Corp 


Venture  capital  is  a  tough  business.  Lever- 
aged buyouts  look  like  easy  cash.  So  guess 
why  so  many  venture  capitalists  have  been 
going  into  leveraged  buyouts. 

The  grass 
looks  greener 


Forget  Apple  Computer,  school  supplies  can  pay  25-to-l. 


By  John  Heins 

Amid  last  month's  mergers  and 
acquisitions  blizzard,  the  $135 
k  million  leveraged  buyout  of 
Times  Mirror's  Graphic  Controls  re- 
cording chart  business  was  hardly  a 
standout.  Neither  was  the  buyout  of 
Exxon's  Reliance  Electric  unit.  What 
set  these  and  dozens  of  other  recent 
leveraged  buyouts  apart,  however, 
were  the  deals'  lead  investors:  venture 
capitalists. 

Is  this  a  straw  in  the  wind?  Are 
venture  capitalists  abandoning  the 
business  of  nurturing  small  compa- 
nies and  startups  and  moving  into  saf- 
er fields?  Certainly  the  temptation  is 
strong.  Consider  the  recent  experi- 
ence of  Brentwood  Associates,  which 
assisted  in  the  birth  of  Apple  Comput- 
er. In  mid-1984  Brentwood  helped  fi- 
nance the  leveraged  buyout  of  Ideal 
School  Supply,  which  sells  supplies 
and  educational  aids  to  elementary 
and  high  schools.  The  seller  was  Wes- 
tinghouse,  the  price  $12  million.  Af- 
ter a  December  initial  public  offering, 
Brentwood's  $1  million  equity  stake 
is  now  worth  around  $25  million. 
That  25-to-l  return,  says  founding 
partner  Frederick  Warren,  is  almost 
exactly  what  Brentwood  made  on  the 
far  riskier  and  more  difficult  financ- 
ing of  Apple. 

Or  again,  take  Los  Angeles  attorney 
and  private  venture  capitalist  Richard 
Riordan,  who  made  millions  as  the 
first  backer  of  Convergent  Technol- 
ogies. Riordan's  firm  bought  P&C 
Foods,  Inc.,  a  food  distributor  in  Syra- 
cuse, N.Y.,  in  a  $132  million  buyout 
in  July  1985.  After  streamlining  oper- 
ations, Riordan  sold  part  of  P&C  to 
the  public  last  August.  His  firm's  $4.5 
million  equity  stake  is  now  worth 
nearly  $30  million. 

Little  wonder  then  that  other  equal- 
ly well-known  venture  capitalists — 
Arthur  Rock,  First  Chicago  Venture 
Capital  and  New  York's  Welsh,  Car- 
son, Anderson  &.  Stowe  among 
them — are  aggressively  pursuing  the 
leveraged  buyout  game. 

What's  going  on  here?  Simply  that 
the  venture  capital  funds  are  loaded 
with  money  and  find  it  safer  to  do 
financial  deals  than  risk  their  money 
on  new  companies,  which  often  fail 
and  always  take  a  long  time  to  nur- 
ture. Attracted  by  the  huge  returns 
earned  by  some  in  the  booming  new 
issue  days  of  the  early  1980s,  outside 
investors  have  poured  money  into 
venture  funds — some  $15  billion  in 
new  capital  since  1983.  Result:  the 
classic  problem  of  too  much  money 
chasing  too  few  viable  venture  deals 
(see  chart,  opposite).  So  venture  capital- 
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ists  are  trying  to  earn  their  2%  annual 
management  fee  and  20%  share  of 
profit  by  diversifying. 

Venture  capital  firms  proposing  to 
do  buyouts  are  having  no  trouble  rais- 
ing new  funds.  Boston's  TA  Asso- 
ciates, probably  the  biggest  indepen- 
dent venture  firm,  pulled  in  a  fresh 
$200  million  in  November  to  invest 
primarily  in  buyouts  and  turnarounds 
of  media  firms.  Providence,  R.I.'s  Nar- 
ragansett  Capital  Partners,  one  of  the 
earliest  venture  players,  will  close 
soon  on  a  $200  million  fund  solely  for 
leveraged  buyouts. 

But  the  easy  money  and  potentially 
high  returns  may  be  blinding  the  ven- 
ture people  to  real  and  dangerous  dif- 
ferences between  their  old  trade  and 
their  new  one.  The  success  of  a  lever- 
aged buyout,  after  all,  depends  as 
heavily  on  the  course  of  interest  rates 
and  financial  architecture  as  on  run- 
ning the  business.  In  most  startups 
with  no  proven  record,  the  upfront 
investment  is  small  but  the  risk  of 
failure  large.  In  buyouts,  says  Brent- 
wood general  partner  William  Bar- 
num,  "We're  substituting  a  greater 
upfront  financial  risk  for  less  operat- 
ing risk." 

"We  still  believe  in  volts,  ohms, 
amps,  genes  and  all  that  stuff,"  says 
Floyd  Kvamme,  a  general  partner  at 
San   Francisco's   hugely  successful 


LBO  capital? 


Eager  investors  have  been  pour- 
ing money  into  venture  capital 
funds  faster  than  fund  managers 
can  spend  it.  


SBillions 
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Source:  Venture  Economics,  Inc. 
Wellesley  Hills.  Mass. 


Kleiner  Perkins  Caufield  &  Byers. 
Kvamme's  firm  is  staying  aloof  from 
leveraged  buyouts.  "For  us  to  bring 
added  value  to  the  venture,  we  have  to 
use  our  experience  in  building  tech- 
nology-based businesses,"  says 
Kvamme.  "We  are  not  financiers." 

Even  top-line  venture  firms  are  neo- 
phytes at  leveraged  buyouts  compared 


with  seasoned  pros  like  Kohlberg  Kra- 
vis  Roberts  &  Co.  and  Forstmann  Lit- 
tle. With  more  and  more  people  at- 
tracted to  leveraged  buyouts  by  fat 
profits,  the  business  is  getting  crowd- 
ed, the  merchandise  more  and  more 
picked  over. 

Some  venture  funds  are  using  lever- 
aged buyouts  to  compensate  for  prob- 
lems in  their  basic  business.  Oak  In- 
vestment Partners,  a  $235  million  (as- 
sets) venture  outfit  in  Westport, 
Conn.,  for  instance,  is  using  the  cor- 
porate shells  of  technology  companies 
to  buy  more  mundane  existing  busi- 
nesses in  leveraged  buyouts — often 
with  up  to  10-to-l  leverage — to  use 
tax-loss  carryforwards. 

One  of  Brentwood's  leveraged 
buyouts  shows  just  how  risky  the 
game  can  be.  In  January  of  last  year 
Brentwood  purchased  a  network  affil- 
iate TV  station  in  Texas  in  a  $16.5 
million  buyout.  Brentwood,  sniffing  a 
turnaround,  paid  some  20  times  annu- 
al cash  flow,  nearly  twice  the  already 
inflated  prices,  in  terms  of  price  ver- 
sus cash  flow,  then  being  paid  for  such 
stations.  Then  the  fall  in  oil  prices 
started  to  hurt  the  local  economy.  Ad- 
vertising has  dried  up,  and  the  station 
is  now  ringing  up  substantial  losses. 
Brentwood  wrote  off  its  entire  $1.25 
million  investment  in  the  station 
within  six  months.  ■ 


An  island 
without  peer. 

Fisher  Island  near  Miami  is 
the  quintessential  private  club 
community  in  America. 

From  the  beautiful  Fisher 
Island  Club,  to  the  Racquet  Club 
with  clay  and  grass  courts, 
to  the  Yacht  Club,  to  the  stylish 
launches  running  to  and  from 
the  mainland,  to  superb  cuisine 
and  gracious  guest  accommoda- 
tions, to  a  mile  of  private  beach 
and  Beach  Club,  to  security  and 
attentive  service,  to  luxurious 
condominium  residences  priced 
from  $335,000,  Fisher  Island 
is  without  peer. 

Live  or  vacation  on  an  island 
like  none  other. 

Fisher  Island.  Seven  Fisher 
Island  Dr.,  Fisher  Island,  Florida 
33109.  Phone  (305)  535-6071/ 
Till-free  (800)  624-3251. 


Complete  offering  terms  are  in  an  offering  plan  available  from  the  sponsor. 
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"Management's  job  is  to  see  the  company  not  as  it  is. . . 

but  as  it  can  become."  -  John  W.  Teets,  Chairman 


I 


SHfi 

HRilBlEeaF** 


One  of  the  major  strengths  at 
Greyhound  is  our  ability  to  view  the 
company  objectively. 

Only  in  this  way  can  we  renew 
our  company,  making  certain  that  the 
Greyhound  of  tomorrow  is  not  just  differ- 
ent, but  Defter  than  the  Greyhound 
of  today. 


The  combination  of  divesting  ma 
ginal  businesses  (we've  sold  14  of  the 
in  the  last  three  years  alone) ...  the 
acquiring  of  new  companies  that  mee 
our  15%  ROE  goal . . .  and  the  restruc- 
turing of  our  mature  businesses  ...  is 
a  winning  formula  for  revitalization. 


To  learn  more  about  where  the 
reyhound  dog  is  running  these  days, 
rite  us  for  an  annual  report.  The  new 
reyhound  . . .  it's  getting  sleeker, 
wper,  more  defined  in  muscle  and 
new.  And  has  been  tempered  by  fire. 


The  Greyhound  Corporation 

Greyhound  Tower,  Phoenix,  Arizona  85077 

A  $3-billion,  multi-industry  company  offering: 

•  Consumer  Products 

•  Financial  Services 

•  Services 

•  Transportation  &  Manufacturing 


Profiles 


He  got  rich  fast,  but  now  nothing  seems  to 
be  going  right  for  Marshall  Cogan. 


The  sour  smell 
of  success 


By  Gary  Slutsker 


ON  THE  TOP  FLOOR  of  New 
York's  Citicorp  Center,  in  a 
basketball-court-size  corner  of- 
fice, a  man  fidgets  and  blinks  before  a 
wall-size  Fernand  Leger  tapestry.  See- 
ing his  secretary  lingering  in  the 
room,  he  growls  at  her  to  leave  him 
alone  with  a  Forbes  reporter. 

Mr.  Nice  Guy  this  is  not.  Meet  Mar- 
shall Cogan,  49,  chairman  of  privately 
held  General  Felt  Industries  (estimat- 
ed 1986  sales:  $2.5  billion).  If  Cogan's 
nerves  seem  a  bit  frayed  these  days, 
there's  good  reason.  For  while  he  has 
made  a  lot  of  money  in  a  relatively 
short  time — his  personal  wealth  is 
probably  in  excess  of  S50  million — 
Marshall  Cogan  has  failed  again  and 
again  in  his  efforts  to  be  regarded  in 


Marshall  Cogan  (and  Leger  tapesfty) 

A  pniverful  ego  spoiled  by  success  and  tempted  by  fame. 
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Manhattan's  trendy  crowd  as  any- 
thing other  than  just  another  rich 
man.  Here  ex-colleagues  like  Roger 
Berlind  and  Arthur  Levitt  and  Arthur 
Carter  are  celebrities  of  a  sort.  Cogan? 
His  company  is  in  the  middle  of  an 
investigation  by  the  Securities  &  Ex- 
change Commission.  For  what?  For 
possible  insider  trading  violations  in 
GFI's  acquisition  last  year  of  Sheller- 
Globe,  a  Toledo  auto  parts  maker. 

Then  there's  the  matter  of  Cogan's 
longtime  sidekick,  cochairman  and 
bosom  buddy,  Stephen  Swid.  Togeth- 
er, the  two  had  built  GFI  into  one  of 
the  largest  private  companies  in 
America.  That  firm,  GFI,  owns 
Knoll  International,  the  furniture 
maker;  Color  Tile,  the  floor  cov- 
erings retailer;  and  "21,"  the 
Manhattan  restaurant. 

Moreover,  the  two  men  were 
personally  close,  so  close  the 
kitchens  in  their  Park  Avenue 
apartments  faced  each  other.  The 
partners  also  seemed  to  comple- 
ment each  other  perfectly:  Cogan, 
the  balding,  hyper,  workaholic 
dealmaker;  Swid,  more  relaxed, 
more  analytical,  less  egotistical. 
"Stephen  was  good  ballast  for  Mar- 
shall's aggressiveness,"  observes 
the  ex-partner-turned-media-ce- 
lebrity Roger  Berlind. 

But  six  months  ago,  Cogan 
kicked  Swid  out,  and  it  took  until 
Christmas  to  settle  on  Swid's  es- 
timated $20-million-plus  share  of 
the  spoils.  Swid  recently  bought 
the  music-publishing  division  of 
CBS  Inc. 

Back  in  his  Citicorp  citadel 
where  he  now  sits  alone,  Cogan 
has  further  reason  to  be  irritable. 
GFI  is  on  the  hook  for  debt  that 
towers  at  roughly  $1.2  billion,  15 
times  equity,  while  consolidated  cash 
flow  from  the  ten  companies  Cogan 
controls  shrank  by  half  from  1983  to 
1985.  Three  of  his  companies  are  los- 
ing money. 

In  1985  Knoll,  the  office-furniture- 
making  subsidiary,  generated  $19 
million  of  GFI's  cash  flow  of  $24  mil- 
lion. For  the  first  nine  months  of  1986 
Knoll  produced  $7  million.  Sheller- 
Globe,  though  well  managed  and  prof- 
itable, is  projecting  a  downturn  in  the 
auto  business  later  this  year. 

There's  another  potentially  big 
problem.  Cogan  has  infuriated  insti- 
tutional investors  like  Fidelity  Man- 
agement with  an  offer  to  buy  back 
minority  shares  in  Knoll  Internation- 
al. Cogan  had  sold  these  nonvoting, 
non-dividend-paying  shares  to  the 
public  in  1983  at  16,  but  with  Knoll 
losing  money,  he  is  offering  to  buy 
them  back  at  12. 


What  happened?  It's  an  old  story. 
Cogan,  it  seems,  was  spoiled  by  suc- 
cess and  tempted  by  fame.  He  had 
come  a  long  way.  After  brief  stints  at 
CBS  and  the  investment  firm  of  Orvis 
&.  Co.,  he  arrived  at  an  aggressive 
young  brokerage  house  called  Carter, 
Berlind  &  Weill  in  1964  at  the  ripe  age 
of  26,  as  an  auto  analyst.  This  entre- 
preneurial firm  became  the  nucleus 
for  Shearson,  Loeb  Rhoades,  which 
was  sold  in  1981  to  American  Express 
for  $900  million.  Early  in  the  game 
Cogan  was  forced  out  by  Sanford 
Weill,  but  he  soon  met  Swid,  a  former 
Dreyfus  &  Co.  money  manager  who 


Ht-Uine  Messer 


Swid  and  Cogan  in  happier  days 
"Ballast for  Marshall's  aggressiveness. 


was  running  a  hedge  fund.  The  two 
teamed  up  to  buy  a  moneylosing  car- 
pet underlay  business,  General  Felt, 
from  conglomerator  Jimmy  Ling  and 
quickly  made  it  profitable.  A  few 
years  later,  they  bought  Knoll. 

But,  like  a  lot  of  people,  Cogan  be- 
gan to  think  that  because  he  could 
make  money,  he  could  do  anything. 
He  hungered  for  wider  recognition. 
While  he  was  getting  rich  selling  car- 
pet pads,  his  former  brokerage  firm 
partners  were  becoming  rich  and  fam- 
ous. Roger  Berlind  became  a  success- 
ful producer  of  Broadway  hits  like 
Amadeus  and  Sophisticated  Ladies.  San- 
ford Weill  achieved  credentials  as  a 
financier  at  American  Express.  Arthur 
Levitt  gained  status  as  president  of 
the  American  Stock  Exchange.  Even 
Arthur  Carter  gained  favor  among 
leftists  by  bankrolling  The  Nation.  But 
who  cares  about  a  chap  who  got  rich 


making  carpet  underlay? 

Thirsting  for  his  own  celebritydom, 
Cogan  ran  a  series  of  cultural  sympo- 
sia for,  of  all  people,  his  carpet  sales- 
men, and  invited  personalities  like 
Ted  Kennedy  and  Henry  Kissinger  to 
lecture  to  them.  He  got  himself  elect- 
ed a  trustee  of  the  Museum  of  Modern 
Art,  donating  a  helicopter  that  hangs 
from  the  ceiling  in  the  museum's  ar- 
chitecture anddesign  collection. 

Cogan  began  to  reach  for  more 
glamorous  things.  He  bought  "21." 
He  made  an  unsuccessful  run  at  Soth- 
eby's, the  prestigious  auction  house. 
He  tried  to  take  over  the  Boston  Red 
Sox.  He  even  came  close  to  buy- 
ing the  Wall  Street  investment 
firm  of  L.F.  Rothschild  Unterberg 
Towbm.  Then  last  year,  after  a 
string  of  defeats,  he  and  Swid  led 
the  $550  million  buyout  of  Shell- 
er-Globe,  a  $925  million  (1986 
sales)  maker  of  steering  wheels 
and  dashboards. 

So  what  happened  to  the  fam- 
ous partnership?  Friends  suggest 
that  the  breakup  was  precipitated 
by  Cogan  when  strains  in  his 
marriage  developed  and  the 
Swids  intervened  to  comfort  his 
distraught  wife — a  charge  that 
Cogan  denies.  Be  that  as  it  may, 
problems  between  the  two  were 
obviously  simmering  for  a  long 
time.  Swid,  a  relatively  easygoing 
man,  who  was  nervous  about  pil- 
ing up  debt,  apparently  wanted  to 
slow  down  and  consolidate  what 
the  pair  had  already  built.  The 
driven  Marshall  Cogan  wanted  to 
bull  ahead,  both  in  business  and 
in  intellectual  circles. 

Alone  now  in  that  vast  Man- 
hattan   office,    Cogan,  having 

  raised  some  fresh  cash  to  buy  out 

his  estranged  partner,  now  needs  still 
more  to  pull  off  the  Knoll  buyback. 
But  with  the  junk  bond  market  in 
disarray  generally,  his  investment 
bankers,  Drexel  Burnham,  are  taking 
more  time  than  expected  to  place  the 
debentures.  Why  not  sell  off  some  as- 
sets to  raise  cash?  His  bondholders, 
already  nervous  at  the  thin  equity  ra- 
tio, would  surely  howl. 

Interviewed  by  Forbes,  Cogan 
talked  grandly  about  turning  his  col- 
lection of  companies  into  a  coordinat- 
ed "global  industrial  complex."  Says 
he,  "Using  Knoll's  technology  in  seat- 
ing, coupled  with  what  Sheller-Globe 
does  in  the  interior  of  a  car,  we  could 
be  the  preeminent  resource  for  sup- 
plying the  entire  interior  of  a  car." 

But  the  phrases  sounded  hollow. 
Would  this,  even  if  he  could  pull  it  off, 
constitute  "success"  for  this  ambi- 
tious man?  ■ 
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earnings  at  energy  producer  Mapco  went 
up.  Why?  A  little  luck  and  a  lot  of  skill. 

Right  side 
of  the  table 


By  Robert  McGough 


Last  year,  as  energy  prices  collapsed,  share  borand  medical  payments. 

Pipelining  is  another  weak  energy 
business — witness  the  recent  $350 
million  writeoff  at  Sonat  Inc.,  more 
than  one-third  attributed  to  its  inabil- 
ity to  sell  the  expensive  gas  it  had 
contracted  to  buy  during  boom  years. 
The  solution  is  to  make  the  pipeline  a 
carrier  for  hire,  not  an  owner  of  the 
product  it  carries.  Mapco  has  been  a 
common  carrier  since  1960.  Despite 
lower  revenues,  its  pipeline  earnings 
were  up  a  bit  in  nine  months,  to  $39 
million. 

Barnes  is  profiting  from  his  pre- 
decessors' foresight  in  pipelines,  but 
in  petroleum  he  gets  the  credit.  When 
he  arrived  in  1984,  Mapco  was  spend- 
ing more  to  drill  for  oil  than  the  oil 
was  worth.  Barnes  tried  to  buy  re- 
serves— but  didn't  get  any. 

"Someone    always    outbid  us," 
Barnes  says  in  his  native  Ponca  City, 
Okla.  twang.  "I  finally  said,  'Hell, 
we're  on  the  wrong  side  of  the  ta- 
ble.' "  If  oil  cost  more  to  buy  and  more 
to  find  than  the  product  would  bring, 
something  must  have  been  wrong. 
Barnes  sold  most  of  Mapco's  oil  re- 
serves for  $290  million.  "We  probably 
got,  I  imagine,  three  times  what  we 
would  have  gotten  today,"  he 
says.  Foresight?  No.  "We  had  no 
premonition  that  prices  would 
slide  off."  Just  good  business 
judgment. 

Barnes  held  on  to  two  refiner- 
ies, one  of  which,  in  North  Pole, 
Alaska,  profits  from  its  very  re- 
moteness. In  Alaska's  interior, 
only  light  products  such  as  gas- 
oline, jet  fuel  and  heating  oil  are 
in  demand.  So  Mapco,  for  a  fee, 
gets  to  skim  light  crude  from 
the  Trans-Alaska  pipeline.  To 
get  more  mileage  from  its  Mem- 
phis refinery,  Mapco  is  building 
its  own  Delta  Express  chain  of 
gasoline/convenience  stores. 

Mapco's    businesses  could 
generate  profits  of  $220  million 
for  1986  (after  current  taxes  but 
before  depreciation  or  deferred 
As  against  this,  the  company 


T|wo  miles  into  Mapco  Inc.'s 
Garrett  County,  Md.  coal  mine, 
you  hear  the  crack  and  thunder 
of  the  mine  roof  collapsing  onto  the 
longwall  mining  machine.  "Those 
heavy  thumps  mean  it's  breakin'  up 
real  high,"  says  a  miner  approvingly. 
A  gauge  shows  that  the  pressure  on 
the  longwall 's  roof,  two  feet 
above  the  miner's  head,  is  4,000 
pounds  per  square  inch. 

The  longwall  mine,  where  a 
crew  of  seven  can  remove  4,500 
tons  in  a  shift,  suggests  the  ef- 
fort that  Mapco  puts  into  pro- 
ductivity. Productivity,  careful 
selection  of  markets,  timing — 
there  are  a  lot  of  things  that 
Tulsa,  Okla. -based  Mapco  is  do- 
ing right.  Here  are  the  results: 
On  (estimated)  1986  sales  of 
$1.7  billion,  the  coal,  oil  and  gas 
company  earned  about  $4.20  a 
share  last  year,  up  from  $3.60 
the  year  before.  That,  while  oil 
prices  were  collapsing.  This 
year  it  could  do  $5.60. 

In  three  years  as  Mapco's 
chief  executive,  former  Conoco 
vice  president  fames  Barnes  has 
succeeded  in  insulating  Mapco  from 
resource  price  swings.  This  has 
pushed  up  the  stock  60%  since  the 
end  of  1985,  to  60,  and  nullified  the 
criticism  hurled  at  Barnes  for  paying 
greenmail  to  Peter  Kiewit  Sons  in 
1985  in  buying  back  a  chunk  of  stock 
at  44. 

While  competitors  such  as  Eastern 
Gas  and  Pittston  struggle  for  coal 
profits,  Mapco's  operating  income 
from  coal  more  than  doubled  in  the 
nine  months  through  Sept.  30,  to  $59 
million.  How?  Higher  productivity 
has  more  than  offset  falling  prices, 
s  two  mines  in  the  northern 


Appalachian  region,  for  instance,  pro- 
duce nearly  25  tons  of  coal  per  man- 
day,  compared  with  the  region  aver- 
age of  18. 

The  installation  last  year  of  the  $6 
million  longwall  machine — which 
serves  as  a  temporary  roof  support  at 
the  same  time  it  is  cutting  coal — al- 
lows Mapco  to  mine  without  leaving 
behind  tbe  traditional  40%  of  the  coal 


Mapco  s  James  Barnes 

"We  had  no  premonition  prices  would  slide 


as  roof  supports.  Mapco  says  profits  at 
the  Maryland  mine  have  more  than 
tripled  since  the  longwall  was  in- 
stalled in  1985. 

A  book  on  a  manager's  desk — How 
to  Stay  I  'nion  Free — says  something 
about  what's  going  on.  But  it's  not  a 
matter  of  wage  rates.  Mapco's  miners 
are  paid  as  much  as  $31,000  before 
overtime,  comparable  to  union  pay, 
but  the  mines  aren't  saddled  with 
featherbedding  practices.  To  give  em- 
ployees a  stake  in  better  productivity, 
last  year  Barnes  revised  the  cash  bo- 
nus to  include  costs  under  miners' 
control — equipment  maintenance,  la- 


taxes) 

need  spend  only  $40  million  on  capi- 
tal improvements  to  maintain  its 
plant.  With  the  extra  cash  Barnes 
would  like  to  buy  coal  properties,  but 
he  recently  turned  down  one  because 
it  was  too  expensive. 

"How  much  better  off  on  an  earn- 
ings-per-share  basis  is  the  shareholder 
if  we  bought  in  shares?"  Barnes  asks. 
"If  we  don't  have  a  cash  flow  capabili- 
ty from  an  acquisition  that  will  beat 
that,  we  just  don't  do  it." 

Why  is  it  that  luck  seems  to  land  on 
companies  that  are  run  like  business- 
es rather  than  like  empires?  ■ 
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ted  Chips.White  Chips.  Blue  Chips. 


The  quiet  clicks  of  red  and  white 
chips  add  up  to  a  roar  of  blue-chip  busi- 
ness at  American  casino  hotels  —  over 
$7  billion  in  1985  revenues.  And  more 
and  more  of  that  business  is  Bally  business. 

Bally 's  Atlantic  City  is  an  estab- 
lished leader  —  and  the  city's  most 
consistently  profitable  casino  hotel.  And 
the  former  MGM  Grand  Hotels  are  now 
Bally 's  Las  Vegas  and  Bally's  Reno  casino 
hotels.  Which  makes  Bally  a  major  player 
in  those  major  markets. 

But  casino  hotels  are  just  one 
part  of  Bally's  strength  in  the  leisure 
business  category.  Which  should  come  as 
no  surprise  —  because  Bally  created  the 
leisure  business  category.  Besides  casino 
hotels,  Bally  is  the  leader  in  four  other 
major  areas  of  the  category— public 
lottery  games,  gaming  equipment,  health 
and  fitness  centers,  and  amusement 
games  and  arcades.  And  no  one  can  match 
the  presence  of  Bally's  Six  Flags  in 
regional  theme  parks. 

Leisure  is  America's  most  exciting 
growth  industry— $25  billion  in  revenues 
last  year,  with  a  growth  rate  almost  seven 
times  the  GNP.  And  with  sales  of  over 
$1.6  billion,  Bally  is  a  growing  and 
diversified  leader  in  this  growing  industry. 

Because  wherever  America  spends 
its  leisure  time,  Bally  leads  the  way. 

For  more  information,  write 
William  H.  Peltier,  V.P.  Corporate 
Communications,  8700  W  Bryn  Mawr, 
Chicago,  IL  60631;>^rj  /Jy% 

399-1300.  (joCyClCU* 

THE  LEISURE  LEADER. 


This  mountain  exists  inside  a  computer,  and  can  be  seen  on  a 
computer  screen.  It  was  built  only  with  numbers.  And  it  exists  only 
because  of  one  man  s  idea. 

The  man  is  Benoit  Mandelbrot,  a  mathematician  and  an  IBM  Fellow. 
And  his  idea  is  known  by  the  name  he  gave  it:  fractal  geometry. 

This  geometry  is  a  new,  non-traditional  area  of  mathematics.  Now 
scientists  and  artists  can  create  computer  images-like  this  mountain-that 
have  all  the  quirks  and  irregularities  of  natural  objects.  That  wasn't 
possible  before  fractals,  and  it's  changing  the  way  we  look  at  the  world. 


Fractal  image  by  IBM  physicist  Dr.  Richard  Vc 


Of  course,  ideas  like  fractal  geometry  don't  just  happen.  It  takes 
support  and  encouragement,  which  is  one  reason  why  the  IBM  Fellow 
Program  was  created.  It's  a  program  that  gives  a  select  group  of  IBM 
scientists  and  engineers  the  freedom  to  take  risks,  and  pursue  their  ideas 
wherever  they  may  lead. 

Today,  there  are  over  50  IBM  Fellows.  Their  influence  on  science  and 
computer  technology  doesn't  stop  with  their  innovative  thinking. 

Because  they've  also  shown  us  that  the  freedom  to  explore  ideas  can 
lead  to  places  never  imagined  before.  ==^=  ~  eco^htiBM 1987 


Unmanageable.  A  clock  gives  time 
structure.  And  that's  what  a 
Merrill  Lynch  Cash  Management 
Account  does  lor  your  finances. 

With  a  CMA "  account  your  cash, 
assets  and  credit  are  consolidated- 
managed  through  one  account.  So 
you  don't  have  to  deal  with  the  paper- 
work from  several  accounts.  And  you 
don't  have  to  deal  with  the  drudgery 
of  monitoring  your  day-to-day  check- 
ing, credit  and  other  financial  activi- 
ties. Suddenly  your  finances  are  man- 


ageable because  they  are  structured. 
Organized. 

Once  a  month,  you  receive  a  com- 
prehensive statement-a  statement 
geared  to  show  you  exactly  what  you 
have,  what  you've  spent  or  saved, 
where  your  assets  are  invested,  and 
what  kind  of  return  your  money  is 
earning. 

And  because  you  know  exactly 
where  you  stand,  you  can  begin  work- 
ing with  your  Merrill  Lynch  Financial 
Consultant  to  plan  a  sound,  long-term 
investment  strategy. 


With  a  Cash  Management  Account," 
you  can  take  full  advantage  of  your 
financial  potential.  So,  for  more  infor- 
mation, call  your  local  Merrill  Lynch 
Financial  Consultant,  or  call  Merrill 
Lynch  at  1-800-637-7455,  ext.  5100. 


Merrill  Lynch 


?  1986  Merrill  Lynch.  Pierce.  Fenner  &  Smith  Inc.  Member  SIPC 


Avery  International  dominates  its  fast- 
growing  niche  business.  So  why  is  Chair- 
man Charles  Miller  running  scared? 


A  sticky  business 


By  Marc  Beauchamp 


Avery  International  of  Pasa- 
dena, Calif,  is  the  country's 
leading  source  of  self-adhesive 
labels  and  materials.  If  you  think  this 
is  an  insignificant  business,  think 
again:  Avery's  revenues  for  the  fiscal 
year  that  ended  in  November  were 
around  $1.1  billion,  three  times  what 
they  were  in  1976. 

Backed  by  a  $100  loan  from  his  fian- 
cee, R.  Stanton  Avery,  now  79,  in- 
vented the  peel-off  price- 
marking  label  in  1935.  His 
company  has  been  a  major 
beneficiary  of  the  packag- 
ing industry's  move  from 
glass,  paper  and  metal  to 
plastic  containers.  Self- 
adhesive  (or  "pressure- 
sensitive")  labels  stick 
better  to  plastic,  and  are 
easier  to  apply,  than  the 
gum-backed  competition. 
Among  the  25  packaging 
companies  in  Forbes'  lat- 
est Report  on  American 
Industry  (Jan  12),  Avery 
ranked  third  in  five-year 
average  growth  of  earn- 
ings per  share. 

But  there's  a  fly  in  the 
ointment:  Avery's  profits  have  flat- 
tened. After  climbing  more  than  30% 
in  fiscal  1984,  profits  barely  inched 
ahead  in  1985  and  probably  dipped  to 
about  $48  million  ($2.40  per  share) 
last  year.  Says  Chairman  and  Chief 
Executive  Officer  Charles  Miller,  58, 
candidly:  "It's  not  satisfactory  to  say 
we're  always  building  for  the  future. 
We  have  to  improve  our  profit  perfor- 
mance this  year,  and  we  have  to  have 
a  great  year  in  1988." 

Avery's  flat  earnings  can  be  traced, 
in  part,  to  the  strong  (until  recently) 
dollar:  About  35%  of  Avery's  sales 


and  profits  come  from  its  operations 
in  27  countries.  Steep  R&D  and  mar- 
keting costs  for  new  products  have 
also  hurt. 

But  Avery's  real  problem,  and  its 
opportunity,  can  be  summed  up  thus: 
3M  Corp.,  one  of  the  smartest  compa- 
nies in  the  U.S. 

Avery  began  making  self-stick  tape 
for  disposable  diapers  ten  years  ago. 
By  1984  it  was  the  sole  tape  supplier 
to  Kimberly-Clark's  Huggies  diaper 
line.  Big  3M  occupied  a  similar  posi- 


Avery  Inter 
"We  have 


national  Chairman  Charles  Miller 
to  have  a  great  year  in  1988.' 


tion  for  Procter  &.  Gamble's  Pampers. 

Avery's  diaper  tape,  however,  had  a 
tiny  piece  of  plastic  that  could  have 
fallen  or  been  pulled  off — a  potential 
liability  problem  if  a  baby  swallowed 
it.  So  Kimberly-Clark  took  its  multi- 
million-dollar account  to  3M,  whose 
product  was  a  one-piece  tape.  Within 
12  months  Avery's  share  of  Kimber- 
ly's  business  went  from  100%  to  zero. 

Does  Avery's  disappointing  earn- 
ings performance  render  the  company 
vulnerable  to  takeover?  Not  right 
now.  The  stock,  recently  around  $40, 
sells  for  a  healthy  17  times  earnings 


and  2.3  times  book  value.  Moreover, 
about  15%  of  Avery's  nearly  20  mil- 
lion shares  are  still  controlled  by 
founder  Stan  Avery  and  his  family. 

But  unless  management  can  get 
earnings  growing  again,  the  stock 
may  not  stay  as  high  as  it  is,  with 
unpredictable  consequences.  Says 
Miller:  "I'd  have  to  be  smoking  opium 
if  I  wasn't  worried"  about  raiders. 

Miller  returned  from  the  diaper  di- 
saster swinging.  In  mid- 1986  Avery 
introduced  its  own  one-piece  tape. 
Miller  believes  this  could  win  back 
25%  to  40%  of  Kimberly's  business 
by  the  end  of  1987. 

When  you  face  a  competitor  like 
3M,  you  dare  not  stand  still.  Over  the 
years,  Miller  and  Avery  cautiously  di- 
versified the  company's  well-known 
line  of  office  products.  It  now  includes 
index  tabs  and  binders  and  labels  that 
can  be  put  through  copier  machines 
and  computer  printers. 

With  the  office  products  distribu- 
tion channel  in  place,  Miller  now  in- 
tends to  win  market  share  from  3M's 
high-margin  Scotch,  brand  Magic 
transparent  tape.  How?  By  taking 
Avery  Tape  national  and  undercut- 
ting 3M  on  price.  "Try  to  think  of  the 
number  two  in  tape,"  challenges 
Miller.  "You  can't.  But  five  years  from 
now,  we  intend  to  be  number  two." 

Miller  is  pursuing  a 
similar  campaign  with 
Avery  Notes,  meant  to 
take  market  share  from 
3M's  Post-it  brand  self- 
sticking  notes,  those  col- 
orful tablets  each  sheaf  of 
which  has  an  adhesive 
edge  on  the  back.  The  self- 
stick  notepad  market  is 
already  worth  an  estimat- 
ed $200  million  to  $300 
million — rivaling  the 
transparent  tape  market. 

The  potential  for  Av- 
ery's labels,  Miller  con- 
tends, is  virtually  limit- 
less. "We  could  be  in  ev- 
ery manufacturing  oper- 

  ation  that  has  inventory 

control  problems  or  product  identifi- 
cation problems,"  he  says.  Avery  re- 
cently sold  General  Motors  and 
Chrysler  a  simple  labeling  system  to 
catch  counterfeit  auto  parts. 

Say  this  for  Avery:  It  hasn't  rested 
on  its  laurels.  And  say  this  for  raiders: 
Fear  of  their  depredations  does  power- 
fully remind  management  of  its  duty 
to  shareholders.  "The  only  thing," 
says  Miller,  "that  is  going  to  keep  this 
company,  or  any  other  good  company, 
independent  is  to  manage  the  busi- 
ness well  and  keep  the  P/E  ratio  up 
and  improve  shareholders'  value."  ■ 
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"Overcapacity!"  cry  the  big  cruise  captains 
at  industry  luncheons.  They  then  rush  to 
build  even  bigger  and  fancier  arks. 


Floating  resorts 


By  Richard  Behar 


WHILE  CARGO-SHIPPING  ty- 
coon  Malcolm  McLean  was 
filing  for  Chapter  1 1  in  New 
York  City  just  before  Christmas, 
some  3,500  miles  away  in  a  St.  Na- 
zaire,  France  shipyard  a  gutsy  sea  lord 
named  Edwin  Stephan  was  putting 
the  finishing  touches  on  his  newest 
vessel,  the  $183  million,  2,282-pas- 
senger  Sovereign  of  the  Seas,  largest  and 
costliest  such  cruise  ship  ever  built. 

Talk  about  glitz.  Set  to  be  launched 
later  this  year,  the  874-foot,  74,000- 
ton  ship  will  feature  a  five-story  atri- 
um that  resembles  a  Hyatt  hotel,  two 
glass  elevators,  a  two-story  indoor- 
outdoor  cafe,  nearly  three  football 
fields'  worth  of  open  deck,  and 
enough  electric  power  to  run  a  town 
of  10,000.  "We  can't  sit  on  our  back- 
sides," says  Stephan,  whose  foreign- 
owned  line,  Royal  Caribbean  Cruise 
Lines,  is  a  major  operator  out  of  Mi- 
ami in  the  Caribbean,  where  the  Sov- 
ereign will  cruise. 

Already  a  $3  billion  business,  the 
Love  Boat  industry  has  all  the  vital 
statistics  going  for  it.  The  population 
is  growing  older  and,  among  middle- 
and  upper-middle-class  people,  richer. 
Thus,  more  people  have  become  dis- 
posed to  sedentary  vacations  like  tak- 
ing a  cruise.  By  the  year  2020  perhaps 
as  much  as  one-third  of  the  U.S.  popu- 
lation will  be  retired  and  wondering 
what  to  do  next.  "The  typical  Ameri- 
can has  a  wish  list  of  vacations  he 
wants  to  take  before  he  dies,"  says 
Ronald  Zellar,  the  onetime  president 
of  Norwegian  Caribbean  Lines  and 
now  an  industry  consultant.  "Cruises 
are  on  that  wish  list." 

The  numbers  support  the  opti- 
mism. In  1977  some  715,000  passen- 
gers took  cruises  marketed  in  North 
America,  which  accounts  for  almost 


90%  of  the  worldwide  business.  By 
1985  the  number  had  tripled,  with 
some  65%  heading  to  the  Caribbean. 
Compounded  growth  rate:  about  10% 
yearly. 

Just  as  the  demand  side  of  the  busi- 
ness is  booming,  so  too  is  the  supply 
side,  and  the  reason  is  simple:  Every- 
body reads  the  same  statistics.  Ships 
are  being  added  faster  than  demand  is 
growing,  and  many  cruise  lines  now 
complain  about  overcapacity  and 
squeezed  margins.  This  is,  after  all,  a 
capital-intensive  business  in  which 


80%  occupancy  rates  are  often  needed 
just  to  break  even.  Explains  Shikhar 
Ghosh,  a  manager  at  Boston  Consult- 
ing Group:  "You  can  lose  everything 
in  a  few  months  of  slow  bookings." 

Right  now  discounting  is  heavy — 
some  40%  of  an  average  ship's  passen- 
gers enjoy  a  group  discount  rate  of  up 
to  20%  off  the  list  price.  Result?  Most 
consumers  may  spend  no  more  than 
roughly  $1,000  for  a  seven-night 
cruise,  everything  included — gourmet 
meals,  first-class  service,  airfare,  a 
cabin,  entertainment,  sports — a  value 
unmatched  anywhere  else  in  the  trav- 
el industry. 

That's  why  Stephan  is  putting  all 
those  gimmicks  on  his  ship:  to  com- 
pete better  in  a  crowded  market  with- 
out having  to  rely  on  price  alone. 

It's  not  hard  to  see  why  the  market 
is  getting  crowded.  Fortunes  have 
been  made.  Privately  held  Carnival 
Cruise  Lines,  which  has  spent  $500 
million  since  1984  to  double  the  size 
of  its  fleet,  is  today  estimated  to  be 
earning  more  than  20%  annually  on 
about  $400  million  in  gross  revenues. 
The  Arison  family  of  Miami,  which 
owns  the  line,  is  considering  taking  it 
public  within  the  next  six  months  in 
order  to  raise  expansion  money. 

And  now  is  a  tempting  time  to  ex- 
pand. With  interest  rates  down  and 
shipyards  from  Taiwan  to  Genoa,  Ita- 


Edwin  Stephan  and  his  new  hull 
Cruising  for  a  bruising?  Not  here. 
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Sovereign  of  the  Seas 

A  bargain  at  $1 83  million. 


ly  scrambling  for  business  in  the  wake 
of  the  continuing  depression  in  cargo 
and  tanker  shipping,  canny  owners 
can  negotiate  highly  attractive  deals. 
In  Europe  alone,  nearly  a  dozen  yards 
now  bid  for  cruise  ship  contracts. 
Many  are  subsidized  by  their  govern- 
ments: The  Chantiers  de  l'Atlantique 
yard  in  France  is  believed  to  get  subsi- 
dies of  up  to  $50  million  per  ship, 
which  are  passed  on  to  the  operator  as 
reduced  costs.  Generally,  a  cruise  op- 
erator can  get  80%  of  the  ship's  cost 
financed  at  about  8.2%  over  eight 
years  or  longer. 

Can  the  market  grow  fast  enough  to 
absorb  the  glut?  "Overcapacity  is  not 
a  serious  long-term  problem,"  says 
Ralph  Bahna,  president  of  Cunard 
Lines.  "We'll  create  the  demand  as  we 
grow,"  says  Roderick  McLeod,  presi- 
dent of  Norwegian  Caribbean  Lines, 
which  is  about  to  take  delivery  of  a 
new  1,650-passenger  ship.  One  way  it 
will  do  so  is  by  differentiating  its 
product  through  heavier  marketing 
and  advertising.  Only  in  the  last  five 
years  have  cruise  lines  turned  to  tele- 
vision advertising  on  a  regular  basis. 

So  the  race  is  on  between  a  growing 
market  and  growing  capacity.  A  cynic 
might  suggest  that  the  market  will 
have  peaked  when  large,  outside  cor- 
porations move  in,  and  there  are  signs 
this  is  already  starting.  In  1985  An- 
heuser-Busch acquired  Exploration 
Cruise  Lines,  a  Seattle-based  luxury 
operator.  Greyhound  Corp.  started 
Premier  Cruise  Lines,  the  official  line 
of  Disney  World,  and  last  month  indi- 
cated plans  to  expand  the  operation 
following  the  firm's  announced  inten- 
tion to  dispose  of  its  struggling  Grey- 
hound bus  line. 

Don't  be  surprised  when  you  start 
reading  in  the  papers  about  a  growing 
trend  of  takeovers  and  public  offer- 
ings in  the  cruise  ship  business.  ■ 
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McDonald's  created  fast  food... 

Federal  Express  perfected  overnight  delivery... 

Postal  Instant  Press  created  instant  printing... 

BANACOM  Creates  Instant  Signs... 

Almost  every  business  in  the  country  uses  signs  to  sell  their  products  or  ser- 
vices. Today,  Banacom  is  doing  for  the  sign  industry  what  instant  printers  did 
for  printing.  Banacom  has  established  over  200  independent  instant  sign  centers 
across  the  USA.  Now,  with  our  perfect  sign  system  you  can  provide  commercial- 
quality  promotional  signs  fast,  conveniently,  and  without  lifting  a  brush. 
The  Banacom  Business  Opportunity  offers  you  the  Banacom  Instant  Signmak- 
iny  System,  an  exclusive  territory,  full  company  assistance,  extensive  training 
in  both  manufacturing  and  marketing  techniques  by  professionals  experienced 
in  every  aspect  of  the  instant 
sign  business,  enough  inven- 
tory to  produce  miles  of  signs, 
merchandising  materials  and 
most  importantly,  an  opportunity 
to  become  part  of  the  World's 
Largest  Instant  Sign  Network. 
Total  investment  required 
$50,000... If  you  would  like  to 
know  more  about  the  Banacom 
Opportunity,  please  call: 

Fred  Martin 
714/476-8866 


BANACOM 

MANUFACTURING  &  MARKETING  INC. 


FIDELITY  MAGELLAN  UP  286 


Discover  Magellan 
for  your  j%A! 

Fidelity  Magellan  is  up  286%  over  the  past  5  years.1  While 
past  performance  is  no  guarantee  of  future  results,  this  aggressive  fund  is 
the  choice  of  many  IRA  investors  willing  to  take  greater  risks  for  potentially 
greater  rewards.  •  Start  with  just  $500.  •  24  hour  toll-free  service  and 
exchange.  •  Call  Fidelity  today! 

'Magellan's  total  return  for  the  5  years  ended  9/30/86  includes  change  in  share 
price,  the  reinvestment  of  all  dividends  and  capital  gains  distributions,  and  the 
effect  of  the  3%  sales  charge.  Stock  market  conditions  were  generally  up  but 
fluctuated  widely  over  the  period  shown.  Figure  updates  the  Fund's  prospectus. 


Fidelity  Magellan  Fund  IRA.  For  more  complete  infer- 
mation,  including  management  fees,  expenses,  and  Magellan's  3%  sales  charge,  call  or 
write  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  Fidelity  Dis- 
tributors Corporation:  General  Distribution  Agent,  P.O.  Box- 660603,  Dallas,  TX  75266. 
Ask  about  non-IRA  investing,  too! 

Call  free  24  hours  jdlfK  fMelitV 

1-800-544-6666  Ifrf  investments 

In  Massachusetts  call  collect  617-523-1919  FORB/MAGI/01 2687 
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Foreigners  and  pension  funds  are  paying  enormous 
prices  for  prime  buildings.  But  don't  be  fooled. 


Commercial 

real  estate — 

the  worst  is  yet  to  come 


By  Richard  L.  Stern  and  Howard  Rudnitsky 

In  the  late  1970s  Manhattan's  prime  commercial 
real  estate  was  being  unloaded  for  a  rock-bottom 
$70  to  $100  a  square  foot,  and  the  pundits  were 
wailing  of  market  collapse  and  bankruptcy.  Cana- 
da's shrewd  Reichmann  brothers  poured  more  than 
$300  million  into  blue-chip  city  office  properties  on  behalf 
of  their  Olympia  &.  York  Equity  Corp.  Those  Reichmann 
properties  are  now  worth  far  more  than  $1  billion.  Today, 
too,  with  inflation  way  down  and  overbuilding  rampant, 
commercial  real  estate  prices  have  turned  soft.  But  people 
peddling  real  estate  are  encouraging  the  thought  that  now 
is  the  time  to  buy.  Be  another  Reichmann,  they  urge. 
Don't  take  the  bait. 

Yes,  we  read  the  papers,  too.  The  fapanese  shelled  out 
$600  million  (a  single-building  record)  for  New  York's 
Exxon  Building  and  $620  million  for  the  Arco  Plaza  twin 
towers  in  Los  Angeles.  But  remember:  These  are  excep- 

Steve  Elmore/Click-Chicago 


tional  properties  purchased  by  people  who  can  afford  to 
overpay  and  who  can  hang  in  for  the  long  haul. 

Then  there  are  the  rest,  all  of  those  none-too-exception- 
al properties,  many  heavily  polluted  with  debt,  that  are  the 
bulk  of  the  nastiest  and  softest  real  estate  market  since 
World  War  II.  They  are  the  office  buildings,  hotels  and 
shopping  centers  that  were  built,  bought  or  sold  often  for 
no  reason  other  than  that  the  Wall  Street  wizards  and 
financial  packagers,  with  their  debt-without-fear  philoso- 
phies, could  latch  on  to  construction  money.  And  for 
these,  Forbes  concludes,  commercial  real  estate  prices 
have  yet  to  fully  adjust  to  slowed  inflation  and  overbuild- 
ing fueled  by  the  old  tax  law. 

Before  this  market  turns,  the  defaults,  fire  sales  and 
writedowns  could  well  force  a  decline  in  real  estate  values, 
nationwide,  that  could  reach  $40  billion  to  $50  billion, 
greatly  exceeding  the  wrenching  losses  of  the  mid-Seven- 
ties, which  was  the  worst  bust  since  World  War  EL  "It 
looks  like  real  estate's  turn  for  a  prolonged  bear  market 


Randv  Duchaine'Siuck  Market 


Vacancy  rate 
15-city  average 


1981  Current 
12.3  14.9 
4.0  15.9 


Vacancy  rate 
15-city  average 


1981  Current 
2.2  9.1 
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Lanta 


Boston 


All  vacancy  rate  data  from  Coldwell  Banker  for  downtowns  only. 
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into  the  1990s,  the  same  as  it  was  for  stocks  and  bonds  in 
the  1970s,"  says  Peter  Aldrich,  of  the  Boston  real  estate 
investment  firm  Aldrich,  Eastman  &  Waltch. 

Some  of  the  reasons  will  sound  familiar.  One,  of  course, 
is  the  sharp  slowing  of  inflation.  A  lot  of  these  buildings 
were  sold  on  the  basis  not  of  current  cash  flow  but  of 
expected  inflationary  gains  down  the  road.  Another  reason 
is  the  new  tax  law  and  its  far  less  generous  rules,  which 
now  make  it  more  difficult  to  carry  high-vacancy  build- 
ings. These  two  factors  alone  would  have  been  enough  to 
deepen  the  bust  end  of  the  real  estate  cycle. 

But  in  prior  periods  of  overbuilding,  the  money  spigots 
were  shut  off  by  higher  interest  rates.  This  time,  even 
through  the  18%  rates  of  the  early  Eighties,  the  cash 
continued  to  flow.  The  cry  went  up:  You  can't  lose  in  good 
real  estate. 

There  were  more  sources  of  money  than  ever  before: 
syndicators,  pension  funds,  insurance  companies,  foreign- 
ers and  the  banks,  acting  as  investors  as  well  as  lenders. 


Dale  Thompson/After-image 


Chicago 


Syndicators  and  Wall  Street's  product  development  boys 
packed  properties  into  zero  coupon  real  estate  bonds,  lim- 
ited partnerships  and  real  estate  investment  trusts.  Too 
many  of  these  products  spawned  their  own  version  of  new 
math — rates  of  return  based  on  dubious  appraisals,  unreal 
inflation  estimates  and  unlikely  occupancy  rate  projec- 
tions; fantasy  figures,  based  on  the  commercial  real  estate 
markets  of  a  very  different  past.  Even  rent  rolls  were  vastly 
overestimated  at  a  time  when  sharp  rent  concessions  were 
becoming  the  rule.  Today,  even  in  supposedly  strong  mar- 
kets like  New  York,  Boston  and  Philadelphia,  discounting 
has  become  routine. 

Sam  Zell,  a  Chicago-based  real  estate  entrepreneur  who. 
made  a  fortune  buying  distressed  properties  cheap  during 
the  1970s,  deplores  what  he  calls  "the  commoditization  of 
real  estate."  It  was  the  idea  that  real  estate  was  a  commod- 
ity, like  any  other,  that  could  be  packaged  and  sold  almost 
as  if  it  were  something  fungible — as  if  one  square  foot  of 
property  were  pretty  much  the  same  as  any  other.  That 
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Denver 


Houston 


Vacancy  rate 
15-city  average 


1981  Current 
0.1  29.7 
4.0  15.9 


was  a  little  like  saying  that  one  stock  was  just  as  good  as 
another,  but  such  was  the  frenzy  in  real  estate  that  few 
people  bothered  to  question  the  idea. 

Reliable  old  rules  of  thumb  were  discarded.  Not  so  long 
ago  it  was  routine  to  value  an  office  building  at  seven 
times  its  rent  roll.  In  the  last  five  years,  with  acquisitive 
syndicators  driving  prices  up,  the  number  inflated  to  nine 
or  ten  times  rent.  Gone,  too,  was  another  old  guideline: 
Rarely  build  downtown  offices  where  the  vacancy  rates 
have  edged  above  single  digits.  Big-city  developers,  recent- 
ly, hardly  blinked  at  12%  and  broke  ground  all  the  same. 

When  the  Rcichmanns  made  their  vaunted  investment 
in  supposedly  overbuilt  New  York,  the  vacancy  rate  was 
an  alarming  12%.  These  days  12%  is  a  hot  market,  and 
there  arc  very  few  of  those.  New  York  City,  one  of  the  few, 
is  at  9.8%  and  rising. 

Since  1981  an  average  300  million  square  feet  of  office 
space  has  gone  up  every  year  in  the  U.S.,  nearly  double  the 


Dan  HummcHm.iKc  Bank 


Minneapolis/St.  Paul 


1981  Current 
Vacancy  rate         1.9  "20.0 
15-city  average      4.0  15.9 


annual  rates  of  the  1970s.  That's  the  equivalent  of  five 
Manhattans  built  in  six  frenzied  years. 

Few  major  city  downtowns  are  not  now  plagued  with 
mid-double-digit  vacancy  rates.  And  these  numbers  will 
only  get  worse  in  the  next  18  months,  because  building 
continues  in  many  cities.  Only  in  the  suburbs,  with  aver- 
age vacancies  already  24%,  will  the  rates  drop  sharply, 
because  construction  is  finally  grinding  to  a  halt. 

Who  will  fill  all  this  vacant  space?  A  Massachusetts 
Institute  of  Technology  study,  looking  at  the  next  ten 
years,  found  that  the  white-collar  labor  force  will  likely  be 
growing  at  only  1.7%  a  year.  That  compares  with  a  2.5% 
annual  rate  of  growth  from  1975  to  1985.  That  does  not 
even  take  into  account  the  effect  of  mergers  and  consolida- 
tions of  large  U.S.  companies.  Indeed,  the  nation's  top  500 
companies  had  2.2  million  fewer  employees  in  1985  than 
they  did  in  1980. 

The  outlook  for  hotels  is  just  as  grim  as  for  office  space. 


I'.iul  ( .hfslt-x  Photographers  Aspen 


New  York  Citv 


All  vacancy  rate  data  from  Coldwell  Banker  for  downtowns  only. 
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Los  Angeles 


Miami 


1981  Current 
Vacancy  rate         0.5  15.0 
15-city  average      4.0  15.9 


1981  Current 
Vacancy  rate         3.6  22.9 
15-city  average      4.0  15.9 


Occupancy  rates  are  reported  to  be  averaging  a  little  over 
64%,  and  heading  down.  Despite  that,  there  was  a  net 
increase  of  80,000  new  hotel  rooms  last  year.  At  the  same 
time  the  break-even  point  for  hotels  continues  to  rise — to 
about  67%  occupancy.  There  are  55,000  hotel  rooms  in 
smallish  Orlando,  Fla.,  to  cite  one  example  of  particular 
excess.  Only  New  York  City  and  Los  Angeles  have  more. 

And  let's  not  forget  the  short  fuse  burning  in  shopping 
centers,  which  over  the  last  four  years  have  accounted  for 
nearly  as  many  construction  dollars  as  office  buildings. 
The  problems  here  will  come  in  the  smaller  strip  centers 
stretched  along  America's  highways.  Even  in  booming 
Florida,  dozens  are  on  the  verge  of  bankruptcy. 

So  why  haven't  prices  collapsed  outside  the  oil-depressed 
states?  Where  are  the  screaming  bargains  in  commercial  real 
estate  today?  The  answer  is  that  relatively  few  properties 
have  changed  hands,  so  real  prices  have  yet  to  be  determined. 
Many  banks,  still  hoping  against  hope,  have  yet  to  take  their 


1981  Current 
Vacancy  rate         6.1  9.3 
15-city  average      4.0  15.9 


full  and  heavy  hits  on  their  bad  commercial  real  estate  loans. 
An  Oppenheimer  &  Co.  study,  for  example,  points  out  that 
there  is  a  significant  lag  between  the  time  high  vacancy  rates 
become  apparent  and  when  the  banks  are  forced  to  write 
down  their  bad  loans.  Texas  banks,  for  example,  only  last 
year  began  writing  down  the  value  of  their  construction  and 
mortgage  loans,  even  though  extremely  high  vacancy  rates 
had  existed  for  two  years. 

The  dramatic  decline  in  interest  rates  over  the  past 
couple  of  years  has  also  helped  stall  the  decline  in  property 
values.  Falling  rates  have  allowed  many  developers  cheap- 
er refinancing,  enabling  them  to  hang  in  longer,  try  to  rent 
their  empty  offices  and  get  their  cash  flowing. 

You  will  hear  the  optimists  making  the  deep-pockets 
argument.  Developers  are  bigger  these  days,  they  say.  The 
big  banks,  insurance  company  and  pension  fund  investors 
will  all  hang  in  until  the  glut  is  absorbed.  These  guys 
won't  panic,  the  argument  goes. 


i  shonMhur  Imagr 
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That  may  be  true  if  va- 
cancy rates  start  dropping-  Francisco 

or  at  least  start  to  bottom 
out.  Hardly  likely  in  the 
cities,  where  scores  of  new 
projects  will  open  their 
doors  in  the  next  18 
months.  And  the  optimists 
are  not  yet  considering  the 
probability  of  rising  inter- 
est rates  or  even  the  slight- 
est recession  in  the  next 
couple  years.  "Property  val- 
ues are  likely  to  recover 
nicely  in  the  next  three 
years,"  says  Kenneth  Ro- 
sen, chief  of  real  estate  re- 
search at  Salomon  Brothers. 
"But  our  calculations  do 
not  foresee  a  recession." 

Even  absent  a  recession, 
some  pension  funds  are 
starting  to  ask  for  their 
money  back  from  insurance 
companies'  real  estate  investment  funds;  that  means  some 
real  estate  pools  may  have  to  sell  buildings.  Banks  will 
stop  treating  borrowers  leniently.  And  after  tax  reform 
investors  who  signed  nonrecourse  notes  may  walk  away 
from  their  partnerships. 

Another  problem  with  the  deep-pockets  argument: 
Many  of  the  developers  got  so  cocky  they  figured  they 
could  successfully  branch  away  from  the  kinds  of  projects 
and  the  locations  they  knew  well.  As  soon  as  one  city  got 
overbuilt,  the  availability  of  money  enabled  them  to  run 
off  to  another.  Office  developers  built  hotels.  Apartment 
and  hotel  builders  put  up  offices  and  shopping  centers. 
William  Criswell,  in  Dallas,  who  put  up  several  successful 
Hyatt-Regency  hotels  in  the  Southwest,  decided  to  build  a 
$150  million  office  building,  the  I.M.  Pei-designed  Allied 
Financial  Center,  covered  in  greenish-blue  glass,  in  down- 
town Dallas.  The  building  is  mainly  vacant,  and  Criswell  s 
real  estate  empire  is  in  deep  trouble. 


Janean'Image  Bank 


Seattle 


Trammell  Crow,  a  crack- 
erjack  in  office  parks  and 
apartments,  scored  big  sev- 
eral years  ago  with  his  Ana- 
tole  luxury  hotel  in  Dallas. 
So.  he  galloped  out  and  set 
up  the  Wyndham  group, 
building  more  luxury  ho- 
tels in  Florida,  Texas  and 
the  Caribbean.  But  these 
did    not     do    well — last 
month  Crow  sold  control  of 
four  of  his  hotels  to  the 
I     Stouffer  Hotel  Co. 
g        Until   the   early  1970s 
ft     commercial  real  estate  was 
W     not  a  get-rich-quick  busi- 
tt     ness.  Owners  held  build- 
B     ings  for  many  years.  Build- 

■  ings  were  bought  and  sold 

■  based  on  solid,  conservative 
B     cash-flow     figures.  Talk 

 ™     with  Robert  Greenberg  of 

Geoige Haii/After-image  Minneapolis,  whose  family 
owns  properties  there  and  in  other  areas  of  the  Midwest. 
The  Greenbergs  believe  properties  they  own  must  produce 
real  income,  and  as  a  result,  in  the  last  few  years  they  were 
outbid  on  buildings  by  institutional  investors  and  syndica- 
tors  who  made  assumptions  that  a  prudent  business  per- 
son ought  not  make. 

But  with  tax  reform,  real  estate  will  once  again  be  for  the 
long  haul.  Which  is  not  to  say  that  some  real  pros  won't 
score  big  sooner.  Take  Sam  Zell,  for  example,  who  calls 
himself  "the  grave  dancer,"  for  his  knack  for  making 
money  out  of  other  people's  mistakes.  Zell  recently 
bought  a  960,000-square-foot  Texas  office  building  that 
cost  Houston  highflier  Harold  Farb  $140  million.  Zell's 
cost:  $30  million,  and  he  got  the  bank  to  refinance  at  a 
substantially  lower  interest  rate. 

Zell  expects  to  dance  many  a  jig,  before  the  slump  is 
over,  with  similar  deals.  But  the  music  is  still  too  cheerful 
for  his  taste.  Zell  prefers  dirges.  Smart  man,  Sam  Zell.  ■ 


Washington,  D.C. 


1981  Current 
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15-city  average      4.0  15.9 


All  vacancy  rate  data  from  Coldwell  Banker  for  downtowns  only. 


68 


FORBES,  JANUARY  26,  1987 


Canon 
FaxPhone 


The  first  facsimile  that  belongs  on  your  desk. 


You  wouldn't  want  to  do  business 
without  your  own  phone.  So  why  give  up 
the  speed— and  privacy— of  a  phone  call 
when  you  want  to  put  your  talk  into  action? 

Canon's  revolutionary  FaxPhone  10 
lets  you  hold  a  conversation  and  send 
or  receive  documents  right  at  your  desk 
—all  in  the  same  phone  call.  Because 
FaxPhone  is  a  multifunction  deskphone.  j 
And  it's  also  an  advanced  business 
facsimile  that  communicates  with 
most  other  facsimiles  as  fast  as 
17  seconds  a  page*  over  ordinary 
phone  lines.  In  addition,  a  liquid-crystal 
display  that  tracks  FaxPhone  operations 
step-by-step,  autodialing,  and  an  auto 
document  feeder  make  the  facsimile 


Enjoy  easy  extended  payments  with  the  Canon  Credit  Card 
Ask  for  details  at  participating  Canon  dealers  and  retailers. 
Available  only  in  U  S 


functions  as  easy  to  use  as  the  phone. 
And,  of  course,  FaxPhone  can  receive 
documents,  even  when  you're  not  there. 

Canon  FaxPhone:  A  beautiful  way 
to  put  your  words  into  action,  right  at 


your  desk.  Because  now  your  phone 
calls  can  be  more  than  just  talk. 


•Based  on  CCITT  No.  1  Test  Chart 


Canon 

FAXPHONE  10 

More  than  just  talk. 

For  more  information  about  the  FaxPhone  10, 
call  toll  free  1-800-OK  CANON.  Or  write 
Canon,  U.S.A.,  Inc.,  P.O.  Box  5210.  Clifton,  NJ  0701! 
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TEL.  4KFOR01267 

)1986  Canon  US  A  ,  Inc 


Hollywood's  Burt  Sugarman  aims  to  keep 
his  New  Years  resolution:  Stick  to  schlock. 


What's  his 
line? 


By  Alex  Ben  Block 


T|  he  glamour  of  show  business 
has  proved  a  terrible  trap  for 
people  who  have  made  big  mon- 
ey in  more  mundane  fields.  Too  often 
they  have  let  the  stars  in  their  eyes 
obscure  the  red  ink  on  the 
profit-and-loss  statement. 
So  a  lot  of  people  snick- 
ered when  Burt  Sugarman, 
a  cement  baron,  bought 
his  way  into  the  enter- 
tainment business  last 
month. 

But  Sugarman  may  yet 
have  the  last  laugh.  In  the 
first  place,  he  is  not  really 
a  newcomer  to  show  busi- 
ness. Born  and  raised  in 
Los  Angeles,  Sugarman, 
47,  has  succeeded  in  a 
number  of  businesses.  He 
made  money  selling  su- 
percars  to  the  Beverly 
Hills  glitz  set.  After  dis- 
posing of  his  Ghia  and 
Maserati  car  dealerships 
in  the  late  1960s,  Sugar- 
man  began  producing  TV 
specials,  mostly  centered 
on  a  musical  star,  such  as 
Jose  Fehciano.  Sugar- 
man's  The  Midnight  Special 
series  ran  on  NBC  from 
1972  to  1982,  anticipating 
the  music  video  craze. 

In  1982  Sugarman  got 
into  the  cement  business. 
He  made  a  big  success  in 
this  unlikely  venture. 
When  he  paid  $3.5  million 
for  24.5%  of  Giant  Group, 
it  was  losing  over  $7  mil- 
lion a  year  on  its  cement 
plants  in  South  Carolina. 
To  become  the  low-cost 
producer  in  his  markets, 


Sugarman  first  took  a  long  strike.  He 
then  bought  a  Pennsylvania  cement- 
maker  with  a  technology  to  create 
heat  for  its  low-tech  "wet"  cement 
plants  by  burning  waste  products  and 
solvents.  Sugarman  put  the  technol- 
ogy into  the  South  Carolina  plants. 


Giant  Group  's  Burt  Sugarman 

In  cement  or  TV,  he  aims  to  be  the  low-cost  prod 


When  construction  picked  up  in 
Giant's  northeastern  and  southeast- 
ern markets  about  15  months  ago,  the 
plants  began  coining  money.  Sugar- 
man's  stake  in  $80  million  (likely 
1986  revenues)  Giant  is  now  worth 
about  $30  million. 

After  that,  Burt  Sugarman  looked 
around  for  other  deals.  Through  Giant 
last  year,  he  picked  up  a  stake  in  Ply- 
Gem  Industries,  a  producer  of  ply- 
wood and  vacuum  cleaner  bags,  and 
sold  it  1 1  months  later  for  a  pretax 
profit  of  $3.5  million.  Starting  last 
spring,  Giant  purchased  about  17%  of 
$166.5  million  (sales)  TRE  Corp.,  a 
Los  Angeles-based  producer  of  light- 
weight building  materials,  on  the 
open  market  and  then  started  a  proxy 
fight.  Alcoa  emerged  as  white  knight. 
Giant's  profit:  over  $15  million. 

But  show  business  remained  Sugar- 
man's  first  love,  even  though  it  has 
not  always  treated  him  kindly.  He 
caught  the  moviemaking  bug  and 
bought  film  rights  to  three  plays.  Su- 
garman's  Extremities  was  a  box-office 
disappointment.  His  Children  of  a  Less- 
er God  is  beautifully  done 
but  also  disappointing  fi- 
nancially. Even  his  favor- 
ably reviewed  Crimes  of  the 
Heart  got  off  to  a  slow 
start. 

But  Sugarman's  real 
show  business  comeback 
doesn't  involve  tasteful 
movies.  It  involves 
schlock  television.  Chuck 
Barris,  56,  an  old  friend,  is 
the  founder  of  $60  million 
(estimated  1986  sales) 
Chuck  Barris  Produc- 
tions, producer  of  low- 
brow game  shows,  includ- 
ing The  Gong  Show,  The 
Dating  Game  and  The  New 
Newlywed  Game.  Last 
month  Giant  agreed  to 
pay  $26  million — $13  a 
share — for  23%  of  Barris 
Productions.  Barris  re- 
tains 8.6%  of  the  stock, 
although  Sugarman  has 
his  proxy  to  vote  those 
shares,  and  remains  a  con- 
sultant and  director. 

To  listen  to  Sugarman, 
Barris  at  $13  a  share  was  a 
steal.  It  earned  $1  a  share 
in  1985  and  about  $2  a 
share  last  year.  More  im- 
portant, for  Sugarman,  the 
company  has  $33  million 
($3.72  a  share)  in  cash  and 
has  signed  contracts  with 
TV  stations  that  carry  Bar- 
ns shows,  guaranteeing 
that  at  least  another  $40 
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million  ($4.50  a  share)  will  pour  in 
during  the  next  couple  of  years.  Other 
Barris  assets  include  6,000  30-minute 
TV  game  show  segments  in  the  li- 
brary, a  sales  organization,  a  barter 
sales  unit,  a  stage  lighting  company 
and  some  real  estate. 

At  a  time  when  a  30-minute  seg- 
ment of  a  situation  comedy  like  Fam- 
ily Ties  costs  about  $575,000  to  pro- 
duce, Barris  Productions'  game 
shows,  such  as  The  Dating  Game,  cost 
as  little  as  $50,000  per  half  hour  to 
produce.  Sugarman  thinks  he  can 
make  situation  comedies  for  as  little 
as  $150,000  per  half  hour — extremely 
attractive  to  the  cost-conscious  exec- 
utives running  the  networks  (Forbes, 
Aug.  25,  1986). 

Sugarman  says  he  intends  to  pro- 
duce a  larger  number  of  shows,  act  as 
sales  agent  for  other  producers  and 
use  Barris'  cash  to  acquire  other  pro- 
duction companies  and  their  libraries. 
One  almost  certain  acquisition:  Su- 
garman's  own  library  of  ten  years  of 
90-minute-long  Midnight  Specials, 
which  include  performances  ranging 


Game  show  producer  Chuck  Barris 
Was  his  stock  a  steal  at  $13? 

from  a  young  Linda  Ronstadt  to  vin- 
tage Mick  Jagger.  As  in  cement,  Sugar- 
man  expects  to  gain  an  edge  by  being 
the  low-cost  producer  in  his  market. 

So,  maybe  cement  and  entertain- 
ment do  mix.  Giant  Group  now  owns 
about  a  half-share  of  Barris  Produc- 
tions for  every  1  of  its  own  4.4  million 
shares;  and  Giant  has  $20  a  share  or  so 
in  cash,  net  of  debt,  on  shares  that 
currently  trade  for  around  25  on  the 
New  York  Stock  Exchange. 

A  nagging  thought:  What  happens  if 
Burt  Sugarman  gets  tired  of  manufac- 
turing low-grade  TV  entertainment 
and  starts  making  ambitious  movies 
again?  He  swears  it  won't  happen. 
"Why  fight  the  major  studios,"  de- 
mands Sugarman,  "when  we  can  be 
the  low-cost  producer?"  ■ 
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Congress  offered  an  opportunity.  Tiny  Bo- 
lar  Pharmaceutical  lunged  for  it.  Now  gi- 
ant competitors  want  in  on  the  action. 

The  little 
drug  company 
that  could 


By  John  Merwin 


F|  or  Robert  Shulman,  Nov.  24, 
1984  was  a  day  to  remember. 
That  was  the  day  a  federal  law 
took  effect  greatly  broadening  compe- 
tition in  the  generic  drug  industry, 
and  Shulman's  company  really  start- 
ed to  prosper — prosper  by  exploiting 
the  chronic  inability  of  large,  bureau- 
cratically  hidebound  companies  to 
profit  from  the  sorts  of  niche  opportu- 
nities that  pop  up  every  day  in  Ameri- 
can business. 

Shulman  is  cofounder  and  president 
of  Bolar  Pharmaceutical  Co.,  Inc.  of 


Copiague,  N.Y.  Until  Congress  passed 
the  so-called  Waxman  bill  two  years 
ago,  Shulman's  firm  did  a  modest 
business  making  generic  drugs,  pri- 
marily for  private  distributors  who  re- 
sold the  drugs  under  their  own  labels. 

The  Waxman  bill,  which  sharply 
reduced  costs  of  gaining  Food  &  Drug 
Administration  approval  for  making 
generic  equivalents  of  brand  name 
drugs  like  Valium,  gave  a  huge  boost 
to  Shulman  and  his  little  firm. 

The  very  morning  the  Waxman  bill 
became  effective,  Shulman,  clad  in 
shirtsleeves,  pulled  up  to  the  Food  & 
Drug  Administration  in  Washington, 


D.C.  and  began  unpacking  a  van  load- 
ed with  several  dozen  binders  of  ge- 
neric drug  applications.  Shulman  was 
aiming  at  a  vast  market  opened  by  the 
law — billions  of  dollars'  worth  of  pre- 
scription drugs  coming  off  patent  af- 
ter 1979.  Typically,  the  affected  drugs 
were  developed  by  research  giants 
like  Merck  and  Pfizer,  which  enjoyed 
monopolies  even  after  their  patents 
expired  because  small  and  thinly  capi- 
talized generic  drug  makers  could  not 
afford  the  tortuous  Food  &  Drug  ap- 
proval process. 

Now,  with  the  process  simplified 
by  the  Waxman  bill,  Shulman  knew 
he  could  afford  to  compete  with  even 
the  biggest,  most  intimidating  com- 
panies in  the  business.  With  relative- 
ly low  overhead,  and  the  original  de- 
velopers of  the  drugs  having  already 
paid  for  research  and  development, 
Bolar  could  make  and  sell  its  generics 
for  a  third  less  than  brand  name  prod- 
ucts— yet  still  pocket  the  same  15% 
to  20%  net  profit  enjoyed  by  the  big 
companies. 

Though  Shulman  is  proud  that  his 
company  employs  no  personal  secre- 
taries or  other  symbols  of  bureaucrat- 
ic bloat,  Bolar's  big  advantage  comes 
in  marketing:  The  company  spends 
only  9%  of  sales  on  marketing,  vs. 
Merck's  28%.  Merck  maintains  a 
costly  sales  force  for  making  office 
calls  on  physicians  and  convincing 
them  to  prescribe  the  company's  pio- 


.V  Bolar,  band-checking  a  sample  of  tablets  for  chips  and  cracks. 
Keep  it  ssmcll,  keep  it  simple  and  nip  at  the  market's  fringes. 
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neering  drugs.  Not  Bolar,  which  skips 
the  docs,  using  only  12  sales  reps  to 
market  to  a  dozen  drug  chains  and  600 
wholesalers. 

The  result?  During  1986  Bolar's 
sales  topped  $55  million,  more  than 
twice  the  1983  level,  while  estimated 
profits  may  have  doubled,  to  $  1 1  mil- 
lion. With  earnings  surging,  Bolar's 
stock,  listed  on  the  American  Stock 
Exchange,  has  nearly  doubled  since 
the  Waxman  bill  was  passed. 

But  will  the  good  times  last?  Some 
short-sellers,  who  control  8%  of  Bo- 
lar's common  stock,  doubt  it.  They're 
betting  that  too  many  competitors — 
especially  the  drug  giants — will  join 
the  fray  and  turn  competition  cut- 
throat. If  you're  Shulman,  whose  sales 
are  less  than  2%  of  Merck's,  that  is 
something  to  think  about. 

"We're  two  separate  industries," 
counters  Shulman,  who  sees  the  pre- 
scription drug  business,  post-Wax- 
man,  as  being  split  between  big  com- 
panies like  Merck,  which  dominate 
their  markets  with  scientific  ad- 
vances and  brute  financial  force,  and 
guerrilla  operators  like  Bolar,  which 
use  speed  and  agility  to  nip  at  the 
market's  fringes.  "Mobility  of  man- 
agement," Shulman  calls  it. 

To  Shulman,  "mobility"  means 
three  things.  First,  Bolar  must  gauge 
which  drugs  coming  off  patent  will 


Robin  Bowman 


Bolar  President  Robert  Shulman 


Speed,  agility  and  mobility. 


draw  the  least  competition  from  other 
generic  makers  and  still  provide  a  big 
enough  market.  Second,  it  must  se- 
cure FDA  approvals  for  its  generic 
drugs  before  the  others  do.  That's  be- 
cause wholesalers  generally  stock  the 
first  approved  alternative  to  a  brand 
name  drug,  and  no  more.  Third,  Bolar 
must  run  an  agile  service  business. 
Wholesale  drug  buyers  keep  a  thin 
inventory,  relying  on  suppliers  like 
Bolar  to  deliver  goods  on  short  notice. 

Yet  perhaps  because  of  the  very  suc- 
cess of  firms  like  Bolar,  Shulman  now 
faces  increasing  competition  from  the 
drug  giants,  including  Warner-Lam- 
bert and  Bristol-Myers,  which  in  re- 


cent weeks  have  set  up  their  own  ge- 
neric subsidiaries.  Is  Shulman  wor- 
ried? Not  so  anyone  would  notice.  "I 
don't  believe  those  big  companies  can 
get  their  acts  together  and  live  like  we 
do.  They  have  too  much  built-in  bu- 
reaucracy, overhead  and  old  habits." 
Sounds  cocky,  but  Hemant  Shah,  a 
Nomura  Securities  analyst  who  previ- 
ously worked  for  three  big  drug  com- 
panies, agrees.  "Corporate  jets  and  ge- 
neric drugs  are  different  mentalities," 
he  says.  "Shulman  is  right." 

But  what  happens  if  Warner  and 
other  giants  do  get  religion?  Can  deep 
pockets  drive  the  Bolars  out  of  the 
generic  drug  business?  Probably  not, 
since  the  generic  business  doesn't  re- 
quire much  capital  beyond  that  need- 
ed to  secure  FDA  approvals  for  a  broad 
array  of  drugs.  What's  more,  Bolar 
hasn't  a  dime  of  long-term  debt  and 
also  enjoys  a  healthy  cash  flow.  "We 
can  grow  fine  out  of  retained  earn- 
ings," says  Shulman.  And  if  the  big 
companies  do  get  their  acts  together, 
he  argues,  the  generic  market  has 
room  for  them. 

Meanwhile,  Bolar  has  shown  that 
speed  and  agility  are  an  effective  anti- 
dote to  size  and  market  presence.  But 
don't  take  the  big  guys  in  the  coats 
and  ties  too  lightly,  Bob.  They  may 
yet  turn  the  generic  drug  business 
into  a  horse  race.  ■ 


The  Sumitomo  Bank,  Limited 

has  become  a 

Special  Limited  Partner 

of 

Goldman,  Sachs  &  Co. 


The  undersigned  acted  as  financial  advisor  to 
The  Sumitomo  Bank,  Limited. 


Lazard  Freres  &  Co. 

December  18,  1986 


FORBES,  JANUARY  26,  1987 


73 


The  Up  &  Comers 


Stars 


Sant  Singh  Chatwal  has  come  far  in  40 
years—from  a  dusty  Punjab  town  to  a 
$6,000-a-month  apartment  in  Manhattan. 

"Inner  patience" 


By  Pranay  Gupte 

When  he  left  his  homeland  of 
India  20  years  ago,  Sant 
Singh  Chatwal  had  $6  in  his 
pocket.  Six  dollars  and  the  promise  of 
a  job.  When  he  got  where  he  was  go- 
ing, the  job  didn't  work  out.  Never 
mind.  Today  the  Sikh,  40,  dwells  in 
luxury  in  Manhattan  and  claims  a  net 
worth  of  $75  million,  before  taxes. 

Scene:  1947,  the  year  Pakistan  is 
carved  out  of  the  Indian  subcontinent. 
In  the  consequent  uproar,  hundreds  of 
thousands  are  put  to  the  sword — liter- 
ally. Hindus  and  Sikhs  flee  the  newly 
created  Islamic  state.  Indian  Muslims 
run  for  their  lives  to  Pakistan.  Buried 
in  these  statistics  are  Chatwal,  age  1, 
his  parents,  Makhan  Singh  Chatwal 
and  Sita  Wanti,  and  four  brothers  and 
three  sisters.  Fleeing  Pakistan,  they 
settle  in  Faridkot,  a  small  town  in 
Indian  Punjab,  where  the  family  be- 
come small  traders. 

Scene:  1964.  The  refugee  boy,  now 
18,  escapes  the  drudgery  of  his  small 
town  by  joining  the  Indian  navy.  He 
trains  as  a  fighter  pilot  and  is  assigned 
to  India's  only  aircraft  carrier,  the  Vib- 
rant. He  earns  $200  a  month,  good 
money  for  a  poor  Indian  boy. 

Scene:  1967.  Chatwal  leaves  the 
navy.  No  future  there  for  a  really  am- 
bitious person.  He  goes  to  Addis  Aba- 
ba, Ethiopia,  where  he  has  been  prom- 
ised a  job  in  the  airline  of  Emperor 
Haile  Selassie.  He  turns  down  the  air- 
line job  after  discovering  that  he  is 
expected  to  doff  his  Sikh  turban,  cut 
his  traditional  long  hair  and  shave  off 
bis  beard.  He  finds  a  $300-a-month 
job  as  a  clerk  and  helps  a  friend  run  a 
I.;  b  inese  restaurant.  He  saves  enough 
y  to  buy  the  restaurant  and  open 
a  se  ;ond,  serving  Indian  food. 


Restaurateur  Sant  Singh  Chatwal  '  1Rir 
The  inner  patience  to  be  persistent. 


Scene:  August  1975.  Emperor  Selas- 
sie is  overthrown.  The  new  Marxist 
government  grabs  Chatwal's  assets. 
For  the  second  time  in  his  young  life, 
Chatwal  is  a  refugee. 

Being  a  refugee  is  tough,  but  some 
people  learn  from  the  experience. 
They  never  become  complacent,  al- 
ways allow  for  the  possibility  of  disas- 
ter. Chatwal  has  taken  care  to  slip 
some  of  the  proceeds  from  his  restau- 
rants, land  investments  and  other 
ventures  out  of  the  African  country 
and  has  $400,000  in  a  New  York  bank. 

Next  stop:  Montreal,  where 
Chatwal  buys  a  bar  and  grill  and,  the 
following  year,  a  French  restaurant, 
the  Pique  Assiette.  Chatwal  now  in- 
vents a  new  kind  of  cuisine:  French- 


Indian,  which  becomes  very  popular 
with  Montreal's  trendy  set. 

Scene:  New  York,  July  1979. 
Chatwal  obtains  a  lease  on  a  10,700- 
squarc-foot  property  across  the  street 
from  The  "21"  Club  at  75  Rockefeller 
Plaza  in  Manhattan.  Here  he  opens 
the  first  of  his  Bombay  Palace  restau- 
rants. By  December  1986  there  are 
Bombay  Palaces  in  Houston,  Wash- 
ington, D.C.,  Chicago,  Denver,  San 
Francisco,  Beverly  Hills,  Vancouver, 
Toronto,  Montreal,  London,  Hong 
Kong  and  New  Delhi. 

There  is  more  than  patriotism  in- 
volved in  Chatwal's  romance  with  In 
dian  food.  Bombay  Palace  menus  em- 
phasize low-cost  vegetables  and 
chicken.  Combine  inexpensive  ingre- 
dients with  trendiness,  deluxe  sur- 
roundings and  good  location,  and  you 
have  a  formula  that  permits  high 
prices  with  relatively  low  costs. 

According  to  a  report  prepared  by 
Laventhol  &  Horwath,  the  median 
cost  of  food  as  a  percentage  of  food 
sales  for  the  restaurant  industry  in 
1984  was  almost  40%.  The  figure  for 
Bombay  Palace  restaurants  was  30% . 
While  median  total  sales  per  seat  for 
ethnic  dinner  restaurants  in  the  U.S. 
in  1985  was  $4,604,  the  figure  for 
Chatwal's  restaurants  was  $7,016. 

Running  a  successful  restaurant 
means  knowing  about  real  estate — 
traffic  patterns  and  all  that — as  well 
as  keeping  an  eye  on  the  kitchen. 
Chatwal  chooses  his  sites  shrewdly 
and  bargains  hard  on  rents.  In  1984, 
looking  for  restaurant  space  in  Bever- 
ly Hills,  he  found  a  not  very  profitable 
French  restaurant  whose  owner  was 
paying  $12  a  square  foot  on  fashion- 
able Wilshire  Boulevard.  The  French- 
man wanted  $150,000  for  his  lease, 
more  than  the  restaurant  was  worth 
but  a  relative  bargain  in  rent  for  yet 
another  Bombay  Palace. 

"Leases  are  my  big  strength," 
Chatwal  says.  "The  trick  is  to  be  pa- 
tient and  do  as  much  research  as  pos- 
sible on  what's  available.  This  is 
where  my  heritage  and  background 
make  a  difference.  I  have  the  inner 
patience  to  be  persistent  and  to  put 
things  in  the  proper  perspective." 
Meaning:  Don't  be  too  anxious  and 
never,  but  never,  pay  too  much. 

Finding  real  estate  to  his  taste, 
Chatwal  has  done  a  good  bit  of  trading 
in  Manhattan  realty.  In  1984  he  con- 
tracted to  buy  a  10,000-square-foot 
property  at  Second  Avenue  and  93rd 
Street,  putting  down  $470,000  as  de- 
posit. Within  six  months  he  sold  his 
contract  for  a  profit  of  $4  million. 

He  owns  three  hotels  in  Manhat- 
tan, three  in  Canada  and  two  in  Day- 
tona  Beach.  But  he  has  no  ambitions 
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to  be  another  Conrad  Hilton;  he  is 
more  interested  in  depreciation  than 
in  glamour.  Says  Chatwal:  "I  buy 
them  for  tax  shelters  for  the  money  I 
make  from  my  restaurants." 

He  expects  to  have  a  lot  more  mon- 
ey to  shelter  in  the  future.  Chatwal 
cites  recent  studies  by  Restaurant  Busi- 
ness, a  trade  publication,  which  show 
that  in  1985  Mexican  restaurants  did 
an  estimated  $2.2  billion  worth  of 
business  in  the  U.S.,  and  Chinese  res- 
taurants about  $1.5  billion.  Against 
this,  all  Indian  restaurants  grossed 
only  about  $100  million,  according  to 
Chatwal.  He  toys  with  numbers:  Let's 
see,  at  $500  million,  Indian  food 
would  still  account  for  less  than  one- 
half  of  1%  of  the  overall  eating-out 
market,  which  was  more  than  $100 
billion  in  1986. 

Last  July,  Chatwal  cut  the  public  in 
on  a  piece  of  his  business.  Through 
Adams  &  Peck  he  offered  about  40% 
of  Bombay  Palace  to  investors.  The 
approximately  $5.5  million  proceeds 
were  used  to  retire  debt  and  finance 
new  restaurants  in  the  U.S.  By  the  end 
of  1987  Chatwal  plans  to  increase  the 
number  of  Bombay  Palaces  from  22  to 
40.  The  company  reported  net  earn- 
ings of  $1  million — about  35  cents  a 
share  last  year  on  revenues  of  $9.5 
million — 10  cents  on  the  revenue  dol- 
lar. This  is  a  very  nice  margin  for  a 
restaurant  chain.  Chili's  Inc.,  another 
publicly  owned  chain,  nets  less  than  5 
cents  on  the  revenue  dollar. 

How  has  the  public  fared?  Too  early 
to  tell.  The  issue  price  for  1 . 1  million 
shares  was  $5,  and  the  stock  has  fluc- 
tuated just  over  50  cents  on  either 
side  of  that  figure  over-the-counter 
during  the  last  six  months. 

While  Chatwal  is  more  than  happy 
to  serve  booze  to  his  customers — it 
does  good  things  for  the  profit  mar- 
gin— he  and  his  wife,  Daman,  rarely 
drink  and  are  fanatics  about  jogging 
and  calisthenics.  Daman  Chatwal,  a 
friendly  but  firm-mannered  person, 
spends  several  hours  a  day  at  the  Bom- 
bay Palace  in  Manhattan,  supervising 
the  staff.  Meditation  and  exercise, 
Chatwal  says,  give  him  energy  for  16- 
hour  workdays.  A  tall,  lean  man, 
Chatwal  walks  to  work  from  his 
$6,000-a-month,  22nd-floor  apart- 
ment near  Central  Park  West,  a  walk 
that  gives  him  time  to  think,  he  says. 

What  does  he  think  about?  Business 
mostly.  Through  Bombay  Palace, 
Chatwal  is  expanding  into  marketing 
canned  and  frozen  Indian  foods  and 
fast-food  chains  featuring  north  Indi- 
an barbecued  dishes  and  curries.  Hav- 
ing come  a  long  way  in  his  40  years, 
Sant  Singh  Chatwal  clearly  believes 
he  has  much  further  to  go.  ■ 


Take  a 
balanced 
approach 

to  IRA 
investing. 


Financial  planners  often  advise 
their  clients  to  balance  invest- 
ments between  stocks  and  more 
conservative  options.  That's  why  the 
Twentieth  Century  family  of  funds  offers 
both  stock  funds  and  income  funds  for  your  IRA. 

Choose  from  top  performers  like  Select  and  Growth  Investors  for 
your  stock  investments— they  were  named  the  #  1  and  #5  no-load 
mutual  funds  in  the  country  by  Lipper  Analytical  Services  for  their 
performance  over  a  ten-year  period  ending  September  30,  1986. 

Then  balance  your  portfolio  with  U.S.  Governments,  a  conservative 
bond  fund  that  offers  high  current  income,  and  the  safety  of 
investing  in  government  securities. 

Weigh  the  balanced  approach  to  investing,  and  tip  the  scales  in  your 
favor.  Write  or  call  today  for  our  free  IRA  Information  Kit  and 
prospectus.  Please  read  the  prospectus  carefully  before  investing. 


Call  toll-free: 


1-800-345-2021 


Please  send  a  free  prospectus  to: 


Name 


Address 


City„ 


State, 


Zip 


Lfbs  P.O.  Box  419200,  Kansas  City,  MO  64141-6200 
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No-Load,  No-Minimum  Mutual  Funds 
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On  the  Docket 


Thanks  to  a  1984  statute,  lawyers  are  now 
beginning  to  behave  like  policemen  in 
trademark  counterfeit  cases. 

Rambo  &  Rambo 
Attorneys-at-law 


By  Deirdre  Fanning 


It  was  a  steamy  morning  in  July 
of  1985  when  an  ordinary-looking 
sedan  pulled  up  before  a  Manhat- 
tan storefront  on  West  47th  Street  to 
meet  a  man  in  a  business  suit.  Three 
men  emerged  from  the  car,  and  the 
group  then  made  their  way  up  a  flight 
of  stairs  onto  a  second- 
floor  landing,  where 
they  came  to  a  halt  in 
front  of  a  wholesale  jew- 
elry store.  Once  inside 
the  shop,  one  of  the 
three  men  leaped  over  a 
glass  display  case  and  be- 
gan barking  orders  at  the 
startled  employees  con- 
fronting him.  Only 
when  the  intruders 
threatened  to  dynamite 
the  office  safe  did  the 
store  manager  agree  to 
open  it. 

What  do  we  have 
here?  A  narcotics  raid  by 
federal  agents?  A  bust  of 
illegal  immigrants?  Sor-. 
ry,  folks,  what  we  have 
is  attorney  Edgar  Haug, 
flanked  by  three  U.S. 
marshals,  doing  what 
the  courts  now  increas- 
ingly empower  any  pri- 
vate lawyer  to  do:  act 
like  a  cop  in  trademark 
counterfeiting  cases. 

This  self-styled  swat 
team  had  been  dis- 
patched, completely  le- 
gally, by  order  of  a  feder- 
al judge.  The  raid  com- 
pleted, Haug  &  Co.  then 


headed  back  down  the  stairs,  illegally 
trademarked  jewelry  in  hand  to  use  as 
evidence  in  a  lawsuit  for  trademark 
infringement,  filed  by  Haug's  client 
against  the  wholesalers. 

Raids  such  as  these  are  occurring 
with  increasing  frequency  these  days, 
thanks  to  the  Anticounterfeiting  Act 
of  1984.  The  act  empowers  federal 


courts  to  issue  ex  parte  seizure  orders 
to  trademark  and  intellectual  proper- 
ty lawyers  who  have  discovered  coun- 
terfeit marked  goods.  Other  recent 
cases  have  given  corporate  attorneys 
the  power  to  act,  in  effect,  as  prosecu- 
tors in  criminal  contempt  proceed- 
ings involving  counterfeiting  (Forbes, 
Sept.  8,  1986).  With  the  counterfeit 
goods  market  currently  estimated  to 
exceed  $8  billion  annually,  the  1984 
act  was  Congress'  attempt  to  crack 
down  on  violators  of  the  counterfeit 
and  trademark  laws. 

Under  Title  15,  Section  1116  of  the 
United  States  Code,  a  lawyer  suspect- 
ing counterfeiting  may  petition  the 
court  for  an  ex  parte  seizure  order, 
which  permits  the  seizure  of  counter- 
feit goods  without  due  notice  to  the 
holder  of  the  goods.  The  orders  can  be 
used  "in  any  case  where  the  fear  is 
that  the  evidence  will  vanish  if  the 
other  side  is  given  notice,"  according 
to  James  Wamsley,  an  intellectual 
property  lawyer. 

An  affidavit  must  be  filed  by  the 
petitioners  indicating  the  estimated 
amount  of  the  counterfeit  goods,  and 
a  bond  must  be  posted  by  the  petition- 
ers to  cover  any  damages  incurred  in 
the  raid.  The  attorneys  must  also  no- 
tify the  U.S.  Attorney's  office  of  their 
application. 

Why  aren't  U.S.  Attor- 
neys in  their  capacity  as 
the  highest  law  enforce- 
ment officers  within  the 
legal  system  doing  the 
seizures  in  the  first 
place?  "We've  devoted 
our  resources  to  the  larg- 
er operations,"  says  as- 
sociate U.S.  Attorney  for 
the  Southern  District  of 
New  York  Benito  Roma- 
no. But,  he  warns,  "We 
often  receive  notice  (of 
the  civil  seizures]  too 
late,  and  it  may  some- 
time disturb  an  under- 
cover operation." 

Who  protects  the 
rights  of  the  accused  in 
all  this?  For  the  mo- 
ment, that  task  has  fall- 
en to  the  judges. 

The  U.S.  Supreme 
Court  has  agreed  to  re- 
view the  whole  approach, 
specifically  in  the  con- 
text of  a  Second  Circuit 
Court  of  Appeals  deci- 
sion in  1985  that  bizarre- 
ly  upheld  a  lower  court 
appointment  of  a  trade- 
mark attorney  to  prose- 
cute a  criminal  contempt 
of  court  charge.  ■ 
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Fighting  the  low-cost  foreign  competition? 
Guilford  Mills  hits  them  where  they  aint. 


What  makes 
a  survivor? 


By  Mary  Kuntz 


T|  WENTY-FIVE  YEARS  AGO  Guilford 
Mills,  a  Greensboro,  N.C.  tex- 
tile company,  made  one  thing: 
lightweight  nylon  for  lingerie.  Today 
that  market,  along  with  much  of  the 
textile  industry,  has  been  decimated 
by  cheap  imports,  but  Guilford,  with 
$416  million  in  sales,  is  thriving.  Di- 
versification? Corporate  restructur- 
ing? Wrong.  Guilford  still  makes  the 
same  warp  knit  fabric  it  always  made. 
But  by  making  it  more  efficiently,  and 
turning  it  into  more  diverse  products, 
the  company  is  now  selling  to  new 
and  higher-profit  markets. 

"We  can  make  fabric  as  cheaply  as 
anyone  in  the  world,"  says  Charles 
Hayes,  Guilford's  chairman  and  chief 
executive.  "We  get  hurt  in  the  foreign 
manufacturing  of  the  garments." 

Faced  with  the  impossibility  of 
matching  foreign  labor  costs  in  fin- 
ished garments,  Guilford's  strategy 
was  simple:  Do  what  the  competition 
can't.  Anyone  can  make  basic  warp 
knit.  Where  Guilford  stands  out  is  in 
dyeing  and  finishing  the  fabric.  "We 
take  that  basic  commodity,  nylon  lin- 
gerie fabric,  and  enhance  it,"  says 
Hayes.  "The  more  we  can  do  to  it  in 
the  manufacturing  process,  the  more 
we  can  sell  it  for  and  the  higher  our 
margins." 

Like  what,  for  example?  In  the 
1970s  Guilford  pioneered  techniques 
that  can  make  its  knit  resemble  flan- 
nel, velvet  or  suede;  it  now  supplies 
dressmakers  and  swimsuitmakers 
like  Danskin  and  Catalina.  With  a 
different  backing  and  finish,  some  of 
those  same  fabrics  are  used  to  uphol- 
ster La-Z-Boy  and  Berkline  recliners. 

Guilford  spends  heavily  on  new 
equipment — over  $36  million  in  the 
last  two  years  alone — and  its  eight 
knitting,  dyeing  and  fiber  plants  in 


North  Carolina  and  Georgia  are  high- 
ly automated. 

Guilford's  next  growth  market: 
auto  textiles.  Already  a  major  supplier 
of  car  ceiling  fabric,  it  is  challenging 
rivals  Milliken  and  Collins  &  Aik- 
man  for  a  bigger  piece  of  the  car  up- 
holstery market.  As  cars  get  smaller, 


them  too  hard.  He  left  his  father's 
upstate  New  York  dairy  farm — and 
any  further  formal  education — at  16 
to  work  for  a  local  textile  dyer,  and 
even  today  his  modest  executive  suite 
is  within  earshot  of  the  Greensboro 
knitting  machines. 

Last  fall  Guilford  snapped  up  three 
competitors  for  cash  and  stock  worth 
just  over  $30  million.  All  three  were 
struggling,  but  Hayes,  unblinking, 
consolidated  the  best  operations,  shut 
down  the  excess  and  fired  350  work- 
ers. "We  had  to  take  all  the  bad  pub- 
licity for  firing  those  workers,  but  we 
had  no  choice,"  Hayes  says.  "In  my 
opinion,  none  of  those  companies 
could  have  survived  more  than  two  or 
three  years." 

What's  the  bottom  line  in  all  this 
toughness  and  flexibility?  It's  excel- 
lent. Even  through  its  toughest  times, 
Guilford  remained  one  of  the  most 
profitable  outfits  in  the  textile  indus- 
try. Its  five-year  average  return  on  eq- 
uity is  16%,  vs.  an  industry  average  of 
10%.  Guilford's  margins,  though 
squeezed,  are  still  more  than  double 
the  industry  mean  of  2.2%.  It  will 


Charles  Hayes  of  Guilford  Mills 
Dying?  No,  dyeing. 


the  interiors  get  more  plush,  and  cloth 
seats  have  replaced  vinyl.  Hayes  says 
that  commitments  in  hand  will  in- 
crease Guilford's  market  share  from 
2%  to  17%  in  two  years,  adding  $50 
million  in  revenues.  "They've  made 
tremendous  inroads  in  recent  years," 
says  John  England,  a  purchasing  spe- 
cialist for  Ford. 

Hayes,  52,  is  a  massive  man:  240 
pounds  on  a  6-foot-4-inch  frame.  He 
prefers  shirtsleeves  and  loose  tie  to 
suit  coats  and  is  a  real  operating  man, 
tough  and  aggressive.  He  once  fired 
his  two  sisters  from  their  office  jobs 
with  Guilford  because  they  were 
complaining  that  he  was  pushing 


take  a  year  or  two  for  Guilford  to  fully 
digest  its  new  properties,  but  Hayes 
claims  they  will  add  $100  million  in 
sales  this  year. 

In  fiscal  1985,  on  a  1%  drop  in  sales, 
earnings  fell  over  30%,  from  $2.61  per 
share  to  $1.76.  But  fiscal  1986,  ended 
in  June,  saw  a  partial  recovery,  to 
$1.93,  and  earnings  estimates  for  1987 
run  to  about  $2.40  a  share  on  sales  of 
$550  million.  Kay  Norwood,  who  fol- 
lows the  company  for  Interstate  Secu- 
rities, sees  a  jump  to  $3.65  the  follow- 
ing year.  That  would  represent  a  re- 
turn of  19%  on  shareholders'  equity. 

There  it  is:  Low-wage  foreign  com- 
petition can  be  beaten.  ■ 
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Kdited  by  Jeffrey  A.  Trachtenberg 


Mike  Leven  got  tired  of  all  those  fast-food 
containers  littering  his  motel  rooms.  So  he 
did  something  about  it. 

Fast  food  and 
fast  lodging 


By  Ruth  Simon 


I saw  all  those  McDonald's  bags 
and  Kentucky  Fried  Chicken  boxes 
my  maids  were  cleaning  out  of  the 
rooms,  and  I  figured  maybe  that's  the 
solution  to  my  problem." 
That's  Michael  Leven, 
president  of  the  438-unit 
Atlanta-based  Days  Inns 
of  America  chain,  whose 
restaurant  sales  were  on 
the  skids.  Thrifty  travel- 
ers were  bypassing  the 
motel  dining  room  in  fa- 
vor of  nearby  fast-food 
emporiums. 

Which  is  why  Leven 
has  recently  and  suc- 
cessfully installed  Wen- 
dy's units  in  two  of  his 
Atlanta  hotels  and  one 
in  Greensboro,  N.C. 
Wendy's  will  have  as 
many  as  15  such  deals 
completed  by  year-end. 
McDonald's  also  has 
two  hotel  units,  in  Fort  Lauderdale 
and  Evanston,  111.,  as  well  as  one 
McStop  outside  Minneapolis — a  free- 
standing restaurant  that  shares  land 
with  a  hotel,  gas  station  and  conve- 
nience store. 

Menu  prices  aren't  the  only  reason 
motelkeepers  are  turning  to  the 
chains.  A  chain  can  often  give  an  im- 
age to  a  dining  room  that  a  motel- 
keeper  couldn't  easily  achieve  on  his 
own.  Thus  Holiday  Corp.  has  put  Red 
Lobster  restaurants  in  two  Holiday 
Inns  in  Charlottesville,  Va.  and  Tex- 


arkana,  Ark.,  and  its  Embassy  Suites, 
with  75  locations  in  total,  is  putting 
Steak  &  Ale  Plaza  Grills  in  six  loca- 
tions (Austin,  Kansas  City,  Mo., 
Phoenix  and  San  Antonio). 
The  deals  vary,  but  usually  the  res- 


A  Days  Inn/Wendy  's  in  Atlanta 
Bed  .  .  .  and  burger. 


taurants  lease  space  from  the  hotel 
and  either  take  control  of  in-house 
food  service,  including  room  service, 
or  build  restaurants  on  adjoining  land. 
The  hotels  eliminate  staffing  costs 
and  pick  up  a  source  of  steady  reve- 
nues. The  restaurants  get  good,  high- 
traffic  locations. 

"In  five  years  you  could  see  30%  of 
hotel  [food  service]  run  by  major  res- 
taurant operators,"  says  Gary  Link, 
vice  president  of  business  develop- 
ment for  S&A  Restaurant  Corp., 
which  runs  Steak  &  Ale. 

Revenues  are  up  "four-  or  fivefold" 
at  the  two  Holiday  Inns  that  have 
been  remodeled  with  Red  Lobsters, 
says  Ned  Druehl,  senior  vice  presi- 
dent of  U.S.  hotels  for  Holiday  Corp. 
The  reason?  Red  Lobster's  name  and 
seafood  menu  attract  not  only  hotel 
guests  but  also  a  local  clientele.  "We 
fall  under  the  umbrella  of  their  na- 
tional and  local  marketing  clout," 
Druehl  explains. 

Leven  of  Days  Inns  is  equally 
pleased.  The  restaurant  in  one  of  his 
Atlanta  hotels  grossed  about  $550,000 
annually  before  being  remodeled  as  a 
Wendy's.  Now  it  pulls  in  about 
$900,000,  even  though  the  average 
check  is  $1  to  $2  less.  Wendy's  adds  a 
breakfast  buffet  on  days  when  hotel 
occupancy  is  high,  but  for  the  most 
part  its  standard  menu  is 
unchanged. 

"They  serve  room  ser- 
vice in  ten  minutes  and 
at  prices  you  cannot  be- 
lieve," says  Leven.  A 
breakfast  of  juice,  cereal 
and  coffee  costs  less 
than  $3,  including  the 
delivery  charge.  Leven 
has  six  more  Wendy's 
deals  in  the  works,  as 
well  as  a  test  in  Detroit 
with  the  Arby's  roast 
beef  chain  and  an  agree- 
ment with  the  Rax  roast 
beef  and  salad  bar  chain. 

The  hotel  operators 
can  certainly  use  a  bit  of 
fast-food-company  ex- 
pertise. Food  service  rev- 
enues for  the  lodging  industry 
dropped  6.3%  last  year  after  taking 
inflation  into  account,  according  to 
Technomic  Consultants  of  Bannock- 
burn,  111.  It's  the  fourth  drop  in  five 
years.  What's  more,  high  labor  re- 
quirements make  food  service  the 
least  profitable  part  of  a  hotel,  with 
operating  margins  of  20%  to  25%  at 
best,  vs.  75%  for  rooms,  says  Daniel 
Daniele,  a  partner  with  Laventhol  & 
Horwath. 

La  Quinta  pioneered  the  restaurant- 
hotel  hookup  in  1970  after  losing 
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money  on  its  in-house  restaurants. 
Today  it  builds  freestanding  units  on 
land  adjacent  to  its  properties  for 
chains  like  Denny's  or  Shoney's, 
charging  them  a  base  rent  and  a  per- 
centage override. 
"Eighty  percent  of  the  problems 


and  none  of  the  profits  came  from 
operating  restaurants,"  explains  Rob- 
ert Moore,  chief  development  officer 
for  the  189-unit  chain. 

The  restaurant  chains  are  making 
some  concessions.  Arby's  has  added 
dinner  platters  to  its  Days  Inn  menu, 


while  S&A's  Steak  &  Ale  Plaza  Grills 
have  more  pasta  and  less  meat  and 
potatoes  than  a  traditional  Steak  & 
Ale.  But  menus  remain  limited: 
Breakfast  may  mean  an  egg  sandwich, 
and  lunch  for  a  meeting  could  be  ham- 
burgers and  fries.  ■ 


A  few  years  back,  Alfa  Romeo  had  all  but 
disappeared  from  the  U.S.  market.  Now  it 
is  back  with . . . 


New  vroom 


By  Phyllis  Herman 


If  the  Alfa  Romeo  wasn't  dead  in 
the  U.S.  five  years  ago,  it  was  close 
to  it.  Here  was  one  of  the  world's 
most     distinguished  automotive 
names;  its  traditional  trademark  was 
a  divided  shield  encircled  with  a  lau- 
rel wreath  that  commemorated  the 
world  championship  won  by  Alfa 
in  the  Grand  Prix  races  in  1925. 
Yet  it  sold  only  2,200  cars  in  the 
U.S.  in  1982.  Temperamental, 
high-strung  cars,  they  were  diffi- 
cult to  get  repaired  here.  The  Ital- 
ian engineers  tended  to  be  con- 
temptuous of  American  tastes  for 
what  seemed  to  them  frills — air- 
conditioning,  adequate  legroom, 
automatic  transmissions.  A  car 
for  true  sports-car  buffs,  it  didn't 
suit  the  U.S.  market.  Alfa  consid- 
ered dropping  out  of  the  U.S. 

But  now  it  has  decided  to  fight. 
A  special  assembly  line  has  been 
set  up  in  its  huge  Milan  plant  to 
produce  Alfas  adapted  to  U.S. 
tastes.  Its  plan:  Move  in  on  the 
lower  half  of  the  luxury  car  mar- 
ket inhabited  by  Audi  5000S  or 
4000CS  Quattro  (sticker  prices: 
$20,000)  and  the  Acura  Legend 
(price  tag:  $20,000).  Alfa's  chief 
U.S.  entry  will  be  a  five-seat, 
four-door  model  called  the  Mila- 
no,  a  basic  Alfa  75  sedan  modified 
for  the  American  market.  A  One 
stripped-down  Milano  is  priced  at  Will 
only  $13,000.  At  the  high  end,  the   


$21,000  Milano  is  loaded  with  non- 
Italian  features  Americans  demand: 
worsted  upholstery,  power  windows, 
powerful  heating  and  air-conditioning 
systems,  and  electrically  adjustable 
mirrors.  In  addition  there  are  nifty 
Italian  design  touches  like  a  beautiful 
dashboard,  a  U-shaped  hand  brake  and 
a  three-spoke  steering  wheel. 


MILANO 

POWER  IN  THE/HANDS  OF  THE  FEW 


the  power  to  crwtrnl  the  road,  while  its  electric  sun- 
roof, air  conditioning.  AM  I  'M  stereo  cassette  sysier 
and  poner  driver  Wat  allow  you  to  drive  in  the  lap 

All  models  (SDvtr.  Gold.  Platinum)  come  with 


of  Alfa's  new  magazine  ads 
154hp  do  the  job? 


The  Alfa's  ultimate  draw  is  its  V-6 
engine,  unusually  muscular  for  such  a 
small  car.  "From  the  first  blip  of  the 
throttle,  you  know  that  the  all-alumi- 
num, 2.5-liter  V-6  is  special,"  says  Car 
arid  Driver  magazine.  "Its  154hp  puts 
it  up  there  with  the  Porsche  944's  2.5- 
liter  four — and  light  years  ahead  of 
any  U.S.  engine  in  its  displacement 
class." 

If  by  1996  Alfa  is  selling  50,000  or 
60,000  cars  in  the  U.S.,  around  what 
Saab  sells  here  today,  the  company 
says  it  will  count  itself  a  raging  suc- 
cess. That  may  be  difficult.  The  luxu- 
ry car  market  is  getting  crowded.  Says 
Ernesto  Vettore,  the  Italian  executive 
guiding  the  Milano  in  the  U.S.,  "How 
could  we  know  that  the  Japanese 
would  introduce  cars  at  the  high  end 
so  very  quickly?" 

The  Alfa  remains  engineered  more 
to  European  than  to  American  tastes. 
Car  and  Driver  found  the  car  cramped 
and  uncomfortable  for  a  6-foot  driver. 
Stewart  Sandeman,  who  writes  a 
technical  column  in  Alfa  Owner  maga- 
zine, notes  that  in  fifth  gear  owners 
can't  switch  cassettes  because  the 
tape  deck  is  blocked  by  the  shifter. 
Another  peculiarity:  Power-win- 
dow controls  for  the  front  win- 
dows are  overhead,  not  on  the 
side,  where  Americans  are  used 
to  finding  them. 

For  all  this,  no  manufacturer 
can  ignore  the  U.S.  market,  and 
Alfa  is  putting  $7  million  into 
marketing  here  this  year.  In  addi- 
tion to  upcoming  TV  commer- 
cials, Alfa  is  advertising  in  publi- 
cations with  high-income  read- 
ers, such  as  Architectural  Digest, 
Gourmet  Magazine,  Gentlemen 's 
Quarterly  and  Smithsonian. 

So  will  it  sell?  Problems  aside, 
the  Milano  does  turn  heads.  Ad- 
vertising man  Jeffrey  Fine  of 
Bloom  Agency  is  not  precisely  an 
objective  witness:  He  handles  the 
Alfa  account.  Still,  what  he  says 
rings  true:  "When  I  took  the  Mi- 
lano out  for  a  test  drive,  I  pulled 
up  to  a  light  and  a  BMW  300 
pulled  up  alongside  me  with  a 
very  attractive  girl  at  the  wheel. 
After  looking  carefully  at  the  Mi- 
lano, she  smiled  and  gave  me  a 
thumbs  up  signal.  That's  what 
it's  about,  isn't  it?"  Sure  is.  ■ 
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Science  &  Technology 


Kdiled  by  Gail  Bronson 


When  a  company  s  computer  conks  out, 
its  SunGard  to  the  rescue. 


Blue-chip 
backup 


By  Rita  Koselka 


Insurance 


Robert  Luccy, 
the  data  pro- 
cessing chief 
for  Putnam  Cos.,  was  having  a  drink 
in  a  bar  in  Putnam's  Boston  office 
building  last  month  when  he  smelled 
smoke.  A  fire  had  broken  out  in  the 
building's  electrical  room.  Soon  Lu- 
ccy was  gaping  at  the  disaster  from 
the  sidewalk  where  he  and  everyone 
else  had  been  evacuated. 

Yet  what  might  have  been  a  calami- 
ty proved  a  mere  annoyance.  The  fire 
had  short-circuited  Lucey's  comput- 
ers, imperiling  the  ability  of  Putnam's 
1,100  employees  to  buy  and  sell  secu- 
rities for  the  investment  firm's  $33 
billion  in  mutual  and  pension  funds. 


But  Putnam  had  a  fallback  position:  It 
had  earlier  signed  what  amounted  to 
an  insurance  policy  with  Wayne,  Pa.- 
based  SunGard  Data  Systems. 

For  about  $6,000  per  month,  the 
policy  entitled  Putnam  to  use  Sun- 
Gard's  computers  if  Putnam's  failed. 
Putnam  had  religiously  prepared 
backup  data  reels  of  each  day's  trans- 
actions and  stored  them  in  a  nearby 
vault.  Thus,  when  the  fire  broke  out, 
Lueey  had  only  to  rush  to  the  vault, 
get  the  backup  reels  and  have  them 
flown  to  a  SunGard  regional  center  in 
Philadelphia.  "Our  salesmen  never 
stopped  taking  orders,"  beams  Luccy. 

SunGard  sells  this  backup  comput- 
er service  to  hundreds  of  companies 
that  would  be  severely  crippled  if 
their  computers  went  down.  Backup 


for  IBM  systems  alone  is  potentially  a 
$340  million  industry,  estimates  Sun- 
Gard, and  there's  obviously  plenty  of 
room  for  growth.  Combined  revenues 
of  Sungard  and  its  leading  rival,  Com- 
disco Disaster  Recovery  Services,  cur- 
rently total  less  than  $100  million. 

Since  SunGard's  startup  in  1976, 
Putnam  is  the  only  client  ever  to  oper- 
ate out  of  SunGard's  secondary  sys- 
tem. "We  like  to  think  of  ourselves  as 
an  insurance  company,  but  so  far 
we've  had  only  one  claim,"  says 
James  Mann,  SunGard's  president. 

What  these  companies  pay  for  is  a 
good  night's  sleep.  Each  pays  SunGard 
an  average  of  $80,000  a  year  for  a 
three-year  policy.  Fees  thereafter 
grow  by  about  10%  annually  as  cus- 
tomer needs  expand.  Should  disaster 
strike,  clients  pay  a  $25,000  "notifica- 
tion fee"  along  with  subsequent 
charges  based  on  computer  usage. 
Companies  run  disaster  drills  routine- 
ly at  SunGard  centers  in  Philadelphia, 
Chicago  and  San  Diego.  Says  Stuart 
Henderson  of  Coopers  &  Lybrand: 
"Two  decades  ago  companies  just  re- 
lied on  going  back  to  pencil  and  paper. 
That's  impossible  now." 

How's  SunGard  doing?  Terrific. 
The  firm  earns  50%  of  its  revenues 
from  disaster  backup,  the  rest  from 
sales  and  operation  of  software  pri- 
marily for  financial  institutions.  Rev- 
enues are  up  92%  since  1983,  to  $69 
million,  with  earnings  of  $5.5  mil- 
lion, or  64  cents  a  share.  Recent  stock 
price:  13Vi,  up  from  an  initial  public 
offering  price  of  1 1  last  March.  Mean- 
while, customer  ranks  have  swollen 
to  300,  compared  with  110  in  1980. 
Demand  has  been  bolstered  by  the 
Comptroller  of  the  Currency,  which 
in  1983  required  national  banks  to 
have  a  testable  contingency  plan  in 


Sinx  lard  I 'resident  James  Mann  and  Chairman  John  Ryan 
Like  an  insurance  company? 


I'/i/nam's  Robert  l.ncey 

Salesmen  never  missed  an  order. 


case  of  computer  disruptions. 

John  Ryan,  SunGard's  chairman, 
created  the  company  when  he  was  in 
charge  of  data  processing  for  Sun  Co., 
the  oil  giant.  Ryan  realized  Sun's  busi- 
ness had  become  so  dependent  on  its 
computer  operations  that  the  firm 
would  lose  $3  million  by  the  third  day 
of  a  computer  system  breakdown.  He 
was  convinced  Sun  Co.  could  sell 


Tuk  yuk 

A German  anthropologist  says  he 
has  developed  a  scientific  method 
to  differentiate  genuine  laughter  from 
forced  jocularity.  No  joke.  Carsten 
Niemitz  of  the  Free  University  of  Ber- 
lin says  a  laugh  seems  sincere  only 
when  a  person  widens  the  angle  of  his 
mouth  quickly  and  the  climax  of  the 
laugh  is  followed  by  briefly  closing 
the  eyes. 

Niemitz  rated  laughter  based  on 
the  reaction  of  volunteer  viewers  to 
videotapes  of  laughing  people.  Their 
reactions  also  suggested  that  a  per- 
son's blink  is  critical  to  conveying 
cordial  laughter.  The  anthropologist 
says  his  findings  could  be  used  for 
developing  "ideal"  laughter  for  tele- 
vision commercials. — G.B. 


Electrifying  experience 

Here's  a  real-world  idea  that  seems 
straight  out  of  the  next  century: 
electrical  birth  control.  For  this  devel- 
opment you  can  thank  Dr.  Steven 
Kaali,  director  of  the  Women's  Medi- 
cal Pavilion  in  Dobbs  Ferry,  N.Y., 
who  has  been  working  on  the  gizmo 
for  three  years  and  finally  patented  a 
version  of  it  last  October. 

Kaali's  gadget  features  a  tiny  long- 
life  battery  that  is  implanted  in  the 
female's  cervical  canal  to  send  out 
low-voltage  electrical  fields — about  a 
millionth  of  an  amp.  These  currents 
create  a  kind  of  charged  barrier  that 
prevents  sperm  from  swimming  into 
the  uterine  cavity.  "The  sperm  are 
immobilized  and  die  in  three  min- 
utes," says  Kaali.  Although  he  has 
tested  the  battery  only  in  the  labora- 
tory and  in  baboons,  Kaali  says  the 
low  voltage  is  sufficient  to  kill  sperm 
without  the  wearer  feeling  a  thing  or 
being  harmed  in  any  way. 

A  number  of  companies  are  excited 
about  the  battery's  sales  potential. 
Kaali  says  at  least  two  battery  makers 
as  well  as  several  U.S.  and  European 
pharmaceutical  firms  are  testing  the 
device  and  jockeying  to  buy  the  rights 
to  his  patent.  Any  developer  would 


backup  services  to  other  companies 
facing  the  same  potential  disaster. 

With  oil  over  $30  a  barrel  in  1983, 
Sun  decided  to  spin  off  unrelated  oper- 
ations. Ryan  was  asked  to  unload  the 
backup  operation.  Peeved  that  no  one 
fully  appreciated  his  business,  he  de- 
cided to  buy  it.  Through  former  Har- 
vard business  school  classmates  he 
contacted  Bruce  Anderson  of  Welsh, 


Dr.  Steven  Kaali,  birth  control  inventor 
Electric  birth  control. 


have  to  spend  around  $4  million  on 
research  and  development  to  bring 
the  product  to  market,  Kaali  esti- 
mates. In  the  U.S.  a  marketer  would 
have  to  conduct  extensive  human 
tests,  which  could  take  several  years, 
and  then  pass  muster  with  the  Food  & 
Drug  Administration. — G.B. 


In  the  pink 

For  those  epicures  concerned  that 
their  smoked  salmon  isn't  always 
the  proper  coral  hue,  help  is  on  the 
way.  Laboratory  scientists  are  work- 
ing to  give  farm-grown  salmon  the 
same  blushing  pink  their  ocean-bred 


Paul  Meisel 


Carson,  Anderson  &  Stowe,  who  put 
together  a  leveraged  buyout  group. 

The  venture  group  chipped  in  $3 
million  for  80%  of  the  equity — an  in- 
vestment that  has  returned  the  group 
something  in  excess  of  $52  million. 
As  for  management,  its  initial  20% 
stake  is  today  worth  $13.5  million — 
not  a  bad  return  for  $500,000  and 
three  years  of  sweat  on  a  good  idea. 


brethren  get  by  eating  sea  algae. 

Right  now  fish  farmers  add  chemi- 
cals to  feed  for  tank-bred  salmon  to 
make  their  flesh  appear  rosy  rather 
than  what  would  otherwise  be  a  gray 
color.  But  a  lot  of  people  do  not  like 
chemical  additives.  Thus  the  scien- 
tists at  Cell  Systems,  founded  last 
June  in  Cambridge,  England,  think 
they  are  on  to  a  commercially  viable 
alternative.  Cell  Systems  is  trying  to 
grow  the  algae  in  large  enough  quanti- 
ties to  market  as  natural  fish  food 
additives. — G.B. 


Blue  food? 

Professor  David  Honigs  conducted 
a  classroom  exercise  to  show  his 
University  of  Washington  chemistry 
students  how  simple  it  is  to  use 
chemicals  for  testing  foods  and  drugs 
for  the  presence  of  cyanide  and  other 
poisons.  It  was  a  simple  exercise,  so 
simple,  Honigs  says,  that  he  assumed 
all  the  major  drug  companies  would' 
be  incorporating  the  same  chemical 
test  right  into  their  products. 

Wrong  assumption,  it  turns  out.  So 
Honigs  has  applied  for  a  patent  on  his 
compound  and  gone  into  business  try- 
ing to  license  the  technology  to  food, 
drug  and  patent  medicine  firms.  Basi- 
cally, his  test  involves  a  mixture  of 
iron  compounds,  calcium  and  other 
nutrients  commonly  used  to  fortify 
foods.  The  mixture  turns  a  deep  Prus- 
sian blue  in  the  presence  of  even  mi- 
nute quantities  of  many  common  poi- 
sons, cyanide  included.  The  test  in- 
gredients could  be  added  to  food  and 
drug  packaging  or  to  the  products 
themselves.  At  the  manufacturing 
level,  raw  materials,  such  as  milk  de- 
livered to  pasteurizing  plants,  could 
be  tested  for  contamination. 

Though  several  drug  and  capsule 
companies  have  expressed  interest  in 
the  idea,  none  so  far  has  licensed  Hon- 
igs' technology.  The  professor  says 
the  companies  are  afraid  to  add  the 
mixture  to  their  products  for  fear  of 
adverse  public  reaction.  Too  bad, 
since  the  chemicals  are  all  both  taste- 
less and  harmless  to  humans. — G.B. 
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Light  Years  Ahead,  Readers  With  Vision,... 

Welcome  to  a  new  age:  the  age  of  light.  Today,  light  carries  phone  calls  and 
engraves  compact  discs.  Tomorrow,  it  will  store  data,  make  up  the  brains 
of  computers  — and  turn  our  electronic  age  into  a  memory. 


A  TIME  Economy  &  Business  story  reported  on  the  race  to  replace  elec 
tronics  with  optics.  The  players:  a  WJws  Who  of  global  high  tech 
The  prize:  billions  of  dollars— and  a  pre-emptive  grip  on  a 
primary  tool  of  the  next  century. 


TIME  anticipates,  surprises,  makes  connections.  Its 
for  23  million  men  and  women  who  have  staked  their 


claim  to  the  future.  Ahead  of  the  crowd,  alert  to 


quality,  they  refresh  their  vision  ot  all  life  s 
possibilities  in  one  magazine  each  week 


Dazzle  them.  In  TIME. 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


Care  to  risk  $5,000  or  $10,000  on  an 
investment  in  fine  wines?  We  did  and 
made  out  nicely. 

investment  grade 
wines 


Michael Broadbent  (left)  conducts  a  wine  auction  at  Christie's  in  Chicago 
The  only  legal  way  for  investors  to  cash  in.  Gar 


By  Elin  McCoy 
and  John  Frederick  Walker 

IF  YOU  LIKE  GOOD  WINE,  why  not 
get  serious  about  starting  a  proper 
wine  cellar— $5,000  to  $10,000 
worth?  Maybe  make  a  little  money 
from  your  growing  knowledge  of 
wine.  Like  the  1982  Chateau  Petrus, 
which  sold  for  $600  a  case  on  futures 
in  1983  and  now  commands  $3,000  a 
case  (if  you  can  find  it). 

It's  the  old  British  idea  of  buying 
two  cases  of  claret  or  port  and  selling 
off  one  years  later  for  the  cost  of  both. 

Five  years  ago,  during  lunch  with 
investment  counselor  John  Train, 
who  is  as  knowledgeable  about  col- 
lectibles as  he  is  about  stocks,  we 
decided  to  pool  our  wine  expertise  and 
lay  down  a  cellar  of  "investment 


grade"  wines  whose  price  apprecia- 
tion would  pay  for  consumption. 

Starting  with  $5,000 — later  upped 
to  $7,500 — we  formed  our  wine  syndi- 
cate in  February  1982.  We  knew  the 
risks  of  purchasing,  storing  and  sell- 
ing wine:  Desired  wines  aren't  always 
available  at  the  right  prices;  bottles 
are  fragile,  corks  can  be  unreliable  and 
labels  can  get  torn;  the  proper  storage 
conditions  to  maintain  the  wine's  val- 
ue can  be  expensive.  We  also  knew 
the  only  legal  way  to  sell  wines,  if 
you're  not  a  licensed  dealer,  is  at  one 
of  the  infrequent  wine  auctions — and 
the  auction  house  takes  a  cut.  But 
every  investment  has  its  risks  and 
transaction  costs. 

As  the  ultimate  hedge,  we  decided 
to  buy  only  vintages  we  would  be 
happy  to  drink  ourselves. 


Our  buying  strategy  was,  first  of  all, 
to  buy  wines  suitable  for  long-term 
aging.  That  means  wines  that  will 
improve  in  quality  for  five  to  ten 
years.  (Bordeaux  is  the  obvious  exam- 
ple.) Wines  that  are  best  drunk  within 
a  year,  such  as  Beaujolais,  Muscadet, 
most  dry  whites  and  sparkling  wines, 
may  belong  in  any  well-rounded  wine 
cellar  but  are  best  purchased  seasonal- 
ly, not  laid  down  in  quantity. 

Second,  buy  wines  that  are  auction- 
able — classic  wines  that  already  have 
a  record  in  the  sales  room.  Bordeaux 
and  vintage  port  perform  better  at 
auction  than  Burgundy  and  German 
wines,  which  are  less  consistent  in 
quality  and  harder  to  understand.  But 
not  all  Bordeaux  perform  identically, 
either.  The  petit  chateau  1983  Cha- 
teau d'Angludet  will  improve  and  is  a 
great  value  at  $12  a  bottle,  but  in 
percentage  terms  it  will  not  appreci- 
ate the  same  way  the  more  desirable 
second-growth  1983  Chateau  Pichon- 
Lalande  will  (already  $25  a  bottle). 

We  took  the  idea  of  auctionable  a 
step  further  by  following  Train's  dic- 
tum: "Investment  opportunity  con- 
sists of  the  difference  between  percep- 
tion and  reality."  We  thus  looked  for 
classic  but  undervalued  wines,  con- 
sidered their  reputations  and  scarcity 
and  analyzed  the  likelihood  they 
would  be  the  beneficiaries  of  chang- 
ing wine  fashions. 

We  began  in  1982  with  a  portfolio  of 
classed    growth    Bordeaux,  mostly 


A  $5,000  cellar 

worth  appreciating 

Cases  Wine 

Approx 
price 

1         1979  Ch.  Haut-Brion 

$550 

1          1979  Ch.  Ausone 

700 

1          1983  Ch.  Pichon-Lalande 

300 

2         1985  Ch.  Leoville-Barton 
(futures  at  $200  per  case] 

400 

2         1983  Cote-Rotie,  Guigal 
(futures  at  $275  per  case] 

550 

2         1970  Fonseca  Vintage  Port 
(at  $450  per  case) 

900 

2         1983  Ch.  Guiraud  Sautemes  600 
(at  $300  per  case] 

1   '      1980  Ch.  d'Yquem 
Sautemes 

700 

1          1984  Ridge  Montebello 
Cabernet  Sauvignon 
(futures) 

300 

Total 

$5,000 

Note:  For  a  $10,000  cellar,  increase  quantities  to 
rwo  cases  for  each  wine  and  diversify  further  with 
two  cases  each  of  1983  Taylor-Fladgate  Port 
($450),  two  cases  of  1983  Dow  Port  ($450).  two 
cases  of  1979  Chateau  Lafite  Rothschild  ($1,200), 
and  one  case  of  1982  Chateau  Cos  d'Estournel 
($350). 

from  the  1978  vintage,  as  our  blue 
chips.  Then  we  chose  some  older  Sau- 
ternes  and  vintage  port  four  growth 
stocks)  in  anticipation  of  a  resurgence 
of  interest  in  them.  Finally  we  added  a 
couple  of  trendy  California  Cabernet 
Sauvignons  (our  speculative  issue). 

By  early  1983,  with  all  the  talk  of  a 
developing  "wine  lake"  in  Europe,  we 
felt  overextended  on  1978  Bordeaux 
and  traded  back  five  cases  at  the  store 
we  had  purchased  them  from  for  some 
1982  Bordeaux  futures  (a  good  move). 
We  had  also  sold  off  some  sauternes 
and  vintage  port  at  Christie's  for  a 
25%  gain.  (Since  there  was  no  reason 
to  make  this  a  dry,  academic  exercise, 
we  also  personally  "liquidated"  a  case 
and  a  half.) 

By  mid- 1984  we  realized  that  vin- 
tage port  was  due  for  a  major  revival. 
Back  in  1982  we  had  been  unsure  of 


the  potential  demand  in  this  country 
for  this  powerful  fortified  wine.  Now 
that  the  signs  were  clear,  we  took  a 
major  position:  ten  cases  from  the 
1963,  1970  and  1977  vintages. 

As  we  got  nearer  to  the  fifth  anni- 
versary of  our  experiment,  the  part- 
ners made  the  painful  decision  to  put 
up  the  majority  of  our  collection  for 
sale,  and  off  it  went  to  Christie's  in 
Chicago  for  auction  last  Nov.  8.  When 
Michael  Broadbent,  the  wine  auction- 
eer, banged  down  the  hammer  on  the 
last  of  17  lots  listed  as  "the  property 
of  a  wine-collecting  syndicate,"  the 
three  of  us  were  relieved — and  de- 
lighted. Every  parcel  sold  for  more 
than  we  had  paid;  some  went  for  dou- 
ble our  original  cost. 

So,  even  after  paying  commissions, 
warehouse  storage,  delivery  and  in- 
surance charges,  the  three  of  us  still 


recovered  our  total  capital  outlay  of 
$7,500.  Along  the  way  we  drank  some 
lovely  bottles  (1971  Chateau  Coutet, 
etc.)  for  which  we  had  paid  $588,  were 
still  sitting  on  three  cases  of  1982 
Bordeaux  (Chateau  Mouton-Roth- 
schild,  Lafite-Rothschild  and  Ducru- 
Beaucaillou)  now  worth  around 
$2,800,  and  had  a  cash  balance  of 
$362.95.  In  all,  our  syndicate  had 
shown  a  50%  gain  on  its  purchases. 

A  spectacular  investment?  Not 
really.  We  would  have  earned  a  better 
overall  return  in  a  good  mutual  fund 
or  even  in  tax-exempt  bonds.  But  we 
did  have  fun,  and  we're  at  it  again. 
What  we'd  buy  now  with  stakes  of 
$5,000  and  $10,000  appears  in  the  box 
opposite.  Only  remember:  Be  certain 
that  you  would  be  happy  to  drink  your 
choices  no  matter  what  happened  to 
their  prices. 


Investors  are  buying  nine 
times  as  much  platinum 
today  as  in  1982.  Why? 

Platinum's 
new  luster 


By  Barbara  Kallen 

Since  early  1985  the  price  of  plati- 
num has  doubled,  while  gold 
went  up  40%  and  silver  went  down 
4%.  Now  around  $471  per  troy  ounce, 
platinum  was  recently  selling  at  a 
higher  premium  above  gold  than  at 
any  time  in  the  last  few  years. 

What's  behind  the  surge?  Boosters 
cite  the  growing  use  of  platinum  by 
automakers  in  catalytic  converters — 
especially  in  Europe,  where  antipollu- 
tion controls  are  just  now  taking  ef- 
fect. Demand  is  also  growing  among 
other  industrial  buyers  and  jewelers, 
who  use  it  in  rings  and  bracelets,  espe- 
cially in  Japan.  And  a  new  type  of  fuel 
cell  using  platinum  is  also  showing 
promise. 

Then  there  is  the  prospect  of  a 
shortage  of  the  metal.  The  Free 
World's  platinum  production,  85%  of 
which  comes  from  South  Africa,  is 
flat  at  about  2.8  million  troy  ounces 
per  year.  What  if  the  South  African 
supply  were  disrupted? 

But  cooler  heads  insist  that  demand 
for  platinum  is  not  about  to  skyrock- 
et. Nor  do  they  foresee  interruptions 


in  its  supply.  Even  if  South  African 
supplies  were  cut,  the  Soviet  Union 
could  fill  the  gap  out  of  its  stockpile. 

Can  it  be,  then,  that  much  of  the 
recent  surge  is  caused  simply  by  ru- 
mors and  hype?  Yes.  Take  the  "educa- 
tional" campaign  mounted  by  the 
Platinum  Guild  International,  a  trade 
group  that  promotes  the  metal,  sup- 
ported by  platinum  fabricators  and 
mining  companies.  The  group,  head- 
quartered in  Frankfurt,  West  Germa- 
ny, has  been  cranking  out  glossy  bro- 
chures and  promotional  material,  and 
splitting  advertising  costs  with  deal- 
ers and  brokers  who  sell  platinum 
coins  and  bars  to  investors. 

Major  brokerage  firms  like  Dean 
Witter  Reynolds,  Shearson  Lehman 
Brothers,  Merrill  Lynch  and  Pruden- 
tial-Bache  have  joined  the  coin  houses 
in  trumpeting  platinum. 

A  flurry  of  positive  articles  about 
platinum's  potential  have  appeared  in 
business  publications,  thanks  in  part 
to  the  Platinum  Guild's  lavish  and 
weighty  press  kit  (printed  on  plati- 
num-colored stationery)  and  its  eager 
experts,  ever  at  the  ready  with  a  fact,  a 
quote,  an  insight. 

And  you  can  expect  a  lot  more  noise 
about  platinum,  especially  coins,  in 
months  to  come.  Several  countries 
are  planning  for  the  first  time  to 
churn  out  platinum  coins,  which  will 
sell  at  hefty  premiums  (4%  to  6%) 
above  their  bullion  value.  And  they 
are  aiming  to  snare  the  small  investor. 
(Most  serious  platinum  investors, 
roughly  70%,  buy  their  metal  in  bars. 
Only  a  handful,  almost  exclusively 
industrial  buyers  and  speculators, 
dabble  in  futures.) 

The  Isle  of  Man,  a  British  dependen- 
cy in  the  Irish  Sea,  already  issues  plat- 


Is  platinum  peaking? 


As  gold  goes,  so  does  platinum — 
only  more  so.  Its  premium  over 
gold  is  now  at  a  near-record  level. 


Dollars  pet  troy  ounce  (monthly  avetages) 
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inum  coins,  called  Nobles,  in  two 
weights.  Switzerland  issued  its  first, 
limited-edition  Shooting  Taler,  a  1- 
ounce  coin,  in  1986.  Last  year  France 
issued  a  Statue  of  Liberty  commemo- 
rative, which  quickly  sold  out.  This 
year  Mexico,  Canada,  Egypt  and  Lux- 
embourg are  expected  to  join  the 
ranks  of  those  nations  that  issue  their 
own  platinum  coins. 

Before  jumping  on  the  platinum 
bandwagon,  remember  that  this  is  an 
extremely  volatile  metal.  When  gold 
peaked  at  $825  an  ounce  in  1980,  plat- 
inum was  at  its  alltime  high  of  $1,040 
an  ounce.  When  gold  fell  to  $298  per 
ounce  in  1982,  platinum  fell  to  $244 
per  ounce. 


FORBES,  JANUARY  26,  1987 


85 


Careers 


The  15  investment  professionals  you  will  meet  on  these  pages  collectively 
made  nearly  $700  million  in  1986.  That's  a  bit  more  than  $44  million  each  on 
average,  $850,000  per  average  week,  $121,000  a  day,  including  Saturdays, 
Sundays  and  holidays.  What  do  these  people  have  in  common  besides 
obscene  earnings?  That  they  don't  just  manage  other  people's  money  for  a  fee 
but,  one  way  or  another,  participate  in  the  profits  they  earn  on  their  own  and 
with  other  people's  money.  Because  of  exceptional  skills  in  dealing  in  pieces 
of  paper,  trading,  hedging,  buying  and  selling  short,  they  held  . . . 

Wall  Street's 
hottest  hands 


By  Dyan  Machan 


George  Soros:  $90  million 

George  Soros,  56,  has  done  it  again.  In  1986  the  Hungar- 
ian-born investor  and  fund  manager  made  about  $90 
million  for  himself,  most  of  it  from  Curasao-based  Quan- 
tum Fund,  of  which  he  is  manager  and  15%  owner.  The 
fund  had  a  43%  return  for  the  year — not  the  awesome 
123%  return  he  managed  in  1985 
but  more  than  double  the  Dow's 
gain  in  1986.  After  his  spectacular 
1985,  Soros  said:  "It's  basically  a 
nonrecurring  event,  which  in  my 
case  just  happens  to  recur." 

Soros  thinks  globally — a  good 
thing  to  be  doing  in  1985  and  1986, 
when  some  foreign  markets  out- 
performed U.S.  markets.  He  travels 
often  (he  speaks  five  languages) 
and  uses  a  worldwide  network  to 
keep  him  tuned  in  to  global  poli- 
tics. He  foresaw  the  continuing  de- 
cline of  the  dollar  and  made  huge 
gains  in  currency-related  deals,  including  a  double  hit  on 
Japanese-denominated  government  bonds.  (The  yen  went 
up;  interest  rates  declined.) 

On  the  home  front,  Soros  earned  big  profits  in  U.S. 
stocks,  including  Chicago  Milwaukee,  Gotaas  Larsen 
Shipping  Corp.,  Progressive  Corp.  of  Ohio,  Fairchild  Indus- 
tries and  King  World  Productions.  Many  people  manage 
bigger  sums,  but  few  extract  Soros'  kind  of  profits.  In 
addition  to  gains  from  his  own  money,  Soros  gets  annual 
fees  of  at  least  2%  on  what  he  runs  for  others. 

Of  course,  Soros  doesn't  make  $90  million  every  year.  In 
1981  he  lost  22%  on  his  and  his  investors'  money.  Brood- 
ing at  this  setback,  Soros  turned  a  portion  of  Quantum 
over  to  a  handful  of  other  money  managers  for  a  year  and 
spent  time  writing  The  Alchemy  of  Finance,  to  be  published 


in  May  by  Simon  &  Schuster.  Don't  expect  any  trade 
secrets.  "It's  not  a  how-to-make-a-million  book,"  sniffs 
Soros,  who  has  considerable  intellectual  ambitions. 


J.  Morton  Davis:  $50  million 

[orton  Davis,  57,  chairman  of  D.H.  Blair  &.  Co.,  says  he 
made  more  than  $50  million  in  1986,  his  best  year 
yet.  Davis,  formerly  Davidowitz,  is  the  sole  stockholder  of 
D.H.  Blair,  a  firm  that  specializes  in  flashy  but  usually 
flimsy  new  issues.  Two  of  them  last  year  were  real  dogs: 
Mikron  Technology,  which  opened  at  5  and  is  down  to  2; 

Vista  Films,  down  more  than  50% 
since  its  opening  at  6.  But  Davis 
had  more  winners  than  losers. 

Right  now  Davis  is  king  in  the 
business  of  bringing  out  flimsy 
new  issues.  "We  have  risen  to  the 
point  where  we  have  no  competi- 
tion," gloats  Davis,  as  the  fortunes 
of  traditional  rivals  in  the  junk 
stock  business,  like  Rooney,  Pace, 
have  sagged.  Last  year  Blair  under- 
wrote over  $210  million,  up  from 
$104  million  in  1985. 
What  distinguishes — if  that  is 
the  right  word — Morty  Davis  from  other  underwriters  is 
that  he  takes  cheap  stock  and  warrants  in  companies  he 
underwrites,-  thus  he  is  an  investor  as  well  as  a  broker.  A 
risky  practice  but  a  profitable  one. 


Michael  Steinbardt:  $40  million 

ichael  Steinhardt,  46,  started  1986  with  $650  million 
i  under  management  and  ended  it  with  his  three  hedge 
funds  worth  $900  million.  Noted  for  his  rapid-fire  trading, 
Steinhardt  is  one  of  The  Street's  biggest  commission  gen- 
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erators,  paying  some  $25  million 
in  fees.  His  funds  averaged  a  40% 
gain  for  the  year,  more  than  dou- 
bling the  14.6%  advance  of  the 
S&P's  500.  Big  hits  were  Eastern 
and  TWA,  Ahmanson  (H.F.)  &  Co. 
and  Italian  chemical  company 
Montedison,  which  more  than 
doubled  during  the  year.  On  the 
short  side,  Steinhardt's  winning 
losers  were  Cannon  Group,  Mylan 
Labs  and  Financial  News  Network. 
Presiding  over  a  desk  shaped  like 
a  ship's  hull,  from  which  he  seldom  stirs,  Steinhardt  taps  a 
net  of  sources,  including  some  of  The  Street's  top  analysts, 
all  of  whom  lust  after  his  ample  commissions.  For  his 
efforts  last  year  he  was  rewarded  some  $25  million  from 
his  20%  cut  of  the  profits  and  $15  million  earned  on  his 
own  capital  invested  in  the  funds. 


Richard  Dennis:  $40  million 

Richard  Dennis,  38,  is  a  commodities  speculator  with 
nerves  of  steel.  In  a  single  day  last  year  he  lost  $10 
million.  But  what  counts  is  the  final  accounting,  and  he 
ended  the  year  ahead  by  at  least  $40  million. 
Early  in  1986  he  bet  on  a  further  decline  in  interest  rates 
by  buying  calls  on  U.S.  Treasury 
bonds.  He  also  profited  from  play- 
ing the  short  side  in  energy,  and  by 
buying   Swiss    francs,  deutsche 
marks  and  the  yen  while  shorting 
the  sinking  dollar. 

Starting  as  a  runner  earning 
$1.60  an  hour  16  years  ago  on  the 
Chicago  Mercantile  Exchange,  this 
year  Dennis  will  run  more  than 
$100  million  of  his  own  cash  and 
another  $56  million  for  investors 
in  return  for  a  share  of  profits. 
About  that  $10  million  one-day  loss:  On  September  11, 
when  the  market  took  its  87-point  dive,  Dennis  was  long 
about  4,000  contracts  in  stock  index  futures.  Shrugs  he: 
"You  have  to  be  able  t&  accept  losses  psychologically  and 


physiologically." 


Barbara  Al|x 


Frederick  Adler:  $20  million 

Frederick  Adler  is  probably  best  known  as  the  venture 
capitalist  behind  Daisy  Systems  and  Data  General.  His 
venture  firm,  Adler  &  Co.,  took  profits  in  excess  of  $20 
million  last  year,  mostly  shares  of  some  of  the  young 
enterprises  it  nurtures.  When  recently  reached  at  his  vaca- 
tion home  in  Jamaica,  for  example, 
he  was  rushing  to  sell  an  1 1  % 
stake  in  International  Healthcare 
worth  about  $5  million,  to  get  the 
lower  capital  gains  tax  rate. 

Adler  is  also  a  general  partner  of 
leveraged  buyout  firm  Adler  & 
Shaykin,  which  bought  three  com- 
panies— Peterson  Outdoor  Adver- 
tising, Chicago  Sun-Times  and  Ad- 
diction Recovery  Corp.,  in  1986, 
and  most  recently  announced  it  was 
buying  Joy  Manufacturing  for  $620 
million.  It  even  makes  money  from 


failures.  When  Revlon  breached  its  agreement  to  sell  Adler  & 
Shaykin  its  worldwide  beauty  products  division,  a  court 
battle  ensued  and  the  firm  collected  $23.7  million. 

To  keep  himself  fully  busy,  the  indefatigable  Adler,  now 
61,  is  also  a  senior  partner  at  Reavis  &  McGrath,  a  Park 
Avenue  law  firm,  and  a  new  groom  planning  another  family. 
What  trait  is  most  essential  to  his  success?  "Tenacity.  My 
mother  was  part  bulldog,"  he  says.  That  and  energy. 


Theodore  Forstmann:  $25  million 

Forstmann  Little,  a  closely  held  investment  firm  and  a 
major  player  in  leveraged  buyouts,  had  an  exceptional 
year  in  1986,  acquiring  Sybron  Corp.,  a  medical  equipment 
and  specialty  equipment  supplier  for  over  $300  million; 

Midland-Ross,  a  metal  fabricator 
and  electronics  concern,  for  over 
$700  million;  and  the  biggest  plum 
of  all,  Lear  Siegler,  the  aerospace 
and  automotive  parts  manufactur- 
er, for  $2.1  billion. 

In  February  1984  Forstmann  Lit- 
tle bought  Dr  Pepper.  The  partner- 
ship made  an  estimated  $50  million 
by  selling  to  a  group  formed  by  Dr 
Pepper  management,  Shearson  Leh- 
man Brothers,  Cadbury  Schweppes, 
and  Hick  &  Haas  of  Dallas. 

Besides  profits  on  deals,  the  part- 
ners also  earn  fat  fees.  Last  year 
they  made  an  estimated  $1 1  million  from  the  completed 
Sybron  and  Midland-Ross  deals. 

Theodore  Forstmann,  46,  whose  family  founded  Forst- 
mann Wool,  is  said  to  own  40%  of  the  partnership  he 
founded  in  1978  with  brother  Nicholas  and  W.  Brian  Little. 


Michael  Milken:  At  least  $60  million 

Ontil  the  Boesky  affair  erupted,  Mike  Milken,  40  (see 
Forbes,  Aug.  25,  1986),  was  involved  with  just  about 
every  major  deal  in  1986:  Safeway's  $4.3  billion  leveraged 
buyout;  Wickes'  acquisition  of  Collins  &  Aikman;  Texas 
Air's  takeover  of  Eastern.  His  high-yield  bond  group  ac- 
counted for  as  much  as  half  of  Drexel's  expected  pretax 
income  of  $800  million. 

How  do  you  compensate  some- 
one like  that?  Copiously.  His  prob- 
able salary  of  $25  million  to  $40 
million  is  only  the  beginning;  his 
bonus  alone  should  match  that. 
(Drexel  is  known  for  its  largesse. 
Even  secretaries  receive  35%  bo- 
nuses after  their  first  year.)  Then 
there  is  his  trading  account  and  the 
pieces  of  action  he  takes  personally 
in  deals  he  puts  together.  Figure  a 
1986  take  of  at  least  $60  million. 
Probably  much  more. 

Always  publicity-shy,  Milken  is 
keeping  an  especially  low  profile 
now.  He  was  issued  a  subpoena  by  the  Securities  &.  Ex- 
change Commission  in  connection  with  Ivan  Boesky.  It's 
anyone's  guess  how  far  the  SEC  investigation  will  go,  or 
how  many  others  will  be  subpoenaed.  Either  as  hero  or 
villain,  however,  Mike  Milken  will  almost  surely  emerge 
as  the  chief  architect  of  America's  corporate  restructuring 
in  the  Eighties. 
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William  Simon 


William  Simon:  $50  million 
Raymond  Chambers:  $50  million 

The  founding  partners  of  Wesray  Corp.,  the  glamour 
outfit  in  leveraged  buyouts,  have  split.  Raymond 
Chambers,  44,  now  runs  it,  and  former  Secretary  of  the 
Treasury  William  Simon,  59,  is  Australia  bound. to  try 
out  his  new  125-foot  sailboat  and  work  on  his  pet  project 
to  create  a  transpacific  banking 
network. 

The  split  between  the  two  per- 
sonalities didn't  dim  Wesray's 
profitability  last  year.  According  to 
Chambers,  1986  was  Wesray's  best 
yet.  The  three  largest  acquisitions 
of  1986  include  Outlet  Co.,  which 
owns  TV  and  radio  properties, 
bought  for  a  reported  S625  million; 
Avis,  purchased  from  Kohlberg 
Kravis  Roberts  for  about  S250  mil- 
lion plus  $1.4  billion  in  debt;  and 
Simmons  U.S.A.,  the  mattress 
company,  from  Wickes  Cos. 

The  bottom  line?  While  neither 
party  likes  to  talk  about  numbers, 
Forbes  figures  that  each  took 
home  $50  million — before  taxes 
but  after  all  expenses. 

But  the  year  also  brought  Simon 
a  personal  embarrassment.  Accord- 
ing to  press  reports,  acquaintances 
like  Secretary  of  State  George 
Shultz,  former  Internal  Revenue 
Commissioner  Mortimer  Caplin 
and  TV  personality  Barbara  Walters  were  left  smarting 
over  losses  from  a  $30  million  oil  and  gas  drilling  deal 
called  Century  Mineral  Corp.,  in  which  Simon  suggested 
they  invest.  The  deal  collapsed  in  1985,  but  only  lately,  say 
press  reports,  did  the  victims  learn  that  Simon  was  paid  for 
finding  investors — about  $300,000.  Simon  says  the  reports 
are  "untrue"  and  insists  he,  too,  lost  money. 


Jerome  Kohlberg  Jr.,  61:  $50  million 
Henry  R.  Kravis,  42:  $50  million 
George  B.  Roberts,  43:  $50  million 

'WT  ohlberg  Kravis  Roberts  &  Co.  is  in  the  repackaging 
business — repackaging  corporate  assets.  And  it  does 
well  at  it. 

April:  KKR  took  Beatrice  private  in  a  S6.4  billion  lever- 
aged buyout;  sold  Avis  for  $250  million  plus  debt  to 
Wesray  (see  above) 

May:  Sold  PT  Components  for 
$132  million;  sold  its  stake  in  Lily- 
Tulip. 

August:  Sold  Beatrice's  Coke- 
bottling  operations  to  Coca-Cola 
for  around  $1  billion.  Sold  Bea- 
trice's personal  products  division 
for  over  $1  billion.  Also  launched 
LBO  of  Safeway  Stores  for  $4.3  bil- 
lion. Enough.  The  whole  year  went 
that  way.  KKR,  as  usual,  makes  it 
coming  and  going.  As  general  man- 
ager of  any  deal,  it  gets  20%  of 


capital  gains  on  any  liquidations,  plus  annual  and  invest- 
ment banking  fees.  After  expenses,  the  three  principals 


netted  at  least  $50  million  each, 
smaller  stake  in  the  company. 


IRobert  MacDonnell  has  a 


Ray  Chambers 


Max  Aguilcra  Hclhv 


Jack  Nash:  $30  million 
Leon  Levy:  $30  million 

The  senior  partners  of  Odyssey  Partners  pioneered  lever- 
aged buyouts  at  Oppenheimer  &  Co.  in  the  1970s; 
when  it  was  sold  to  British  interests  in  1982,  the  low- 
profile  pair  opened  shop  with  $50  million  of  their  own  plus 
Ben™ Fn«im»n    investors'  cash.  Backers  have  in- 
cluded George  Soros  (see  above)  and 
real  estate  man  Peter  Sharp. 

Finding  gold  in  the  dross  of  bank- 
rupt companies  is  one  specialty;  in 
1985  Odyssey  sold  most  of  its 
stake  in  the  bankrupt  Chicago, 
Milwaukee,  St.  Paul  &.  Pacific 
Railroad  for  $22  million,  almost 
quadrupling  its  investment.  Last 
year's  investments  include  a  large 
chunk  of  the  bonds  of  bankrupt 
Butte  Gas  &  Oil  and  a  7%  share  of 
ADT,  Inc.,  the  alarmmaker,  and 
10%  of  Monarch  Capital  Holdings, 
an  insurer.  For  the  year,  Odyssey 
was  up  about  40% . 

"They're  very  creative  at  finding 
value  at  a  discount,"  says  fund 
manager  Michael  Price  of  Mutual 
Shares.  Levy,  60,  dreams  up  the 
ideas;  Nash,  58,  the  tough  negotia- 
tor, bulls  them  through.  Excluding 
management  and  incentive  fees, 
each  partner  netted  about  $30  mil- 
lion last  year. 


John  Weinberg:  $28  million 

His  4%-to-5%  share  in  Goldman,  Sachs  makes  this 
62-year-old  the  biggest  of  107  partners  in  this 
private  investment  bank.  Last  year  Goldman,  Sachs 
raked  in  as  much  as  S700  million  pretax,  compared  with 
$500  million  in  1985. 

Weinberg,  sole  chairman  of  the 
management  committee  since  late 
1984,  has  been  boosting  income  by 
getting  away  from  Goldman's  old, 
cautious  banking  style  and  into 
hotter  arenas  like  mortgage-backed 
securities,  junk  bonds  and  LBOs. 
Goldman  is  also  trying  to  improve 
returns  on  fixed-income  trading, 
but  with  mixed  results.  A  short 
squeeze  in  the  Treasury  bond  mar- 
ket in  the  second  quarter  cost 
Goldman  as  much  as  $100  million 
in  profits. 

Weinberg  started  at  Goldman,  then  headed  by  his  father, 
Sydney  Weinberg,  in  1950,  becoming  a  partner  six  years 
later.  Last  year  Goldman  sold  an  indirect  interest  in  itself 
to  Japan's  Sumitomo  Bank.  And  if  Street  rumors  are  true, 
the  public,  too,  could  be  getting  a  chance  to  buy  into 
Goldman,  sometime  in  1987. 
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WHY  PAY  TWICE  AS  MUCH 


Save  money  at 
Fidelity  Brokerage! 

Trade  $6000  worth  of  stock  as  low  as  254  per  share!** 

You  know  Fidelity's  performance-driven  mutual  funds:  Magellan,  Overseas  Fund,  and  the 
rest.  But  did  you  know  that  over  300,000  value-minded  investors  have  chosen  Fidelity  for  high- 
performance  discount  brokerage  as  well? 

At  Fidelity  Brokerage,  you  get  savings  up  to  75% ,  compared  to  the  commissions  of  full-cost 
brokers*  And  because  your  Fidelity  representative  isn't  on  commission,  you  get  courteous  service 
with  no  sales  pressure. 

PLUS  THESE  FIDELITY  EXTRAS! 

And  don't  forget  these  valuable  extra  services 
you'll  receive  as  a  Fidelity  Brokerage  customer: 

•  Investment  Vision,  our  magazine  for  Fidelity 
investors. 

•  Toll-free  Quote  Line,  24  hours  a  day 

•  Over  40  convenient,  walk-in  offices 
nationwide. 

OPEN  YOUR  ACCOUNT  FREE! 

Call  now.  There's  no  charge  for  setting  up  your  Fidelity  Brokerage  Account.  Find  out  how. 
Call  toll-free,  at  1-800-544-6666.  (In  Massachusetts,  call  collect:  617-523-1919  ) 

*Based  on  Sept.  1986  survey  of  full-cost  brokers.    **Based  on  a  round  lot  trade  of  300  shares  at  $20  per  share. 
Minimum  commission,  $33-  Fidelity  Brokerage  Service,  Inc.,  Member  NYSE. 


Discount 
Brokerage 
Near  You! 

Visit  a 

Fidelity  Investor  Center  in: 

Los  Angeles  •  San  Francisco 
Houston  •  Chicago 
Boston  •  New  York 

Plus  our  35  other  locations. 
Call  for  the  address 
nearest  you! 

Call  24  hours 
to  find  out  more 


Fidelity  Brokerage 

Yes!  I  want  to  save  money  on  my  next  trade!  Please  send: 

□  A  free  fact  kit  on  Fidelity  Brokerage  (FBS) 

□  Your  new  magazine  "Investment  Vision"  (VIS) 

Name  

Address  

City  


3 


.  State . 


.Zip. 


Mail  to:  Fidelity  Brokerage 
Priority  Mail  Center 

Call  toll-free  24  hours. 

1-800-544-6666 

In  Mass.  call  collect  617-523-1919 
In  NYC  call  collect  212-425-4660 


400E.LasColinas  Blvd. 
P.O.  Box  660603 
Dallas,  TX  75266 


Fidelity 
Investments 

FORB/FBS/012687 


Faces 

Behind  the  Figures 


Guarding  the  till  at  LTV 


Raymond  Hay,  chairman  of  LTV, 
probably  never  heard  of  Larry 
Galie,  the  34-year-old  assistant  trea- 
surer of  the  Pittsburgh-based  Du- 
quesne  Light  Co.,  before  last  July. 
That's  when  LTV  made  history  by 
filing  the  largest  industrial  Chapter 
11  proceeding  ever:  $4.2  billion  in  li- 
abilities. That's  also  when  Hay  start- 
ed having  to  get  Galie's  okay  on  ev- 
erything from  possible  plant  shut- 
downs to  the  payment  of  his  own 
$718,000  salary. 

How  did  Galie  get  the  right  to  look 
over  Hay's  shoulder?  Galie  chairs  the 
committee  formed  to  represent  LTV's 
more  than  27,000  unsecured  credi- 
tors. He  now  supervises  the  teams  of 
lawyers  and  accountants  swarming 
over  LTV's  books.  He  and  his  com- 
mittee have  to  okay  every  significant 
corporate  activity,  and  if  they  don't  go 
along,  it's  off  to  court  for  arbitration. 
"They  are  not  used  to  that,"  says 
Galie,  who  has  a  law  degree.  "You 
have  a  lot  of  high-flying  executives 
who  are  used  to  issuing  orders  and 
everyone  falls  into  line.  All  of  a  sud- 
den they  have  someone  rethinking 
their  decisions." 

Galie  has  been  through  all  this  be- 
fore, chairing  creditor  committees  for 
much,  much  smaller  bankruptcies, 
such  as  McKeesport  Steel  and  Mesta 


Machine.- The  other  creditors  elected 
Galie  chairman  at  their  first  organiza- 
tional meeting  in  July. 

Committee  business,  which  is 
strictly  unpaid,  consumes  50%  of  Ga- 
lie's 70-hour  workweek  and  keeps 
him  out  of  the  office  two  weeks  out  of 
every  month.  Meanwhile,  Duquesne 
is  still  paying  Galie's  salary.  What  is 
the  company  getting  out  of  his  credi- 
tors' committee  work?  For  one  thing, 
there  is  quite  a  discrepancy  between 
LTV's  estimate  of  what  it  owes  Du- 
quesne ($4.6  million)  and  Duquesne's 
own  estimate  ($47  million).  "We  have 
a  lot  of  money  at  stake  here,"  says 
Galie. — Mary  Kuntz 


A  good  niche 
is  hard  to  find 

In  the  late  1960s  Henry  Berliner 
was  a  Washington,  D.C.  attorney 
helping  to  put  together  condominium 
deals  on  Maryland's  eastern  shore. 
Each  development,  he  noticed,  used  a 
different  lender.  Berliner  figured  there 
had  to  be  a  better  way. 

In  1972  he  found  one.  Berliner  and  a 
partner  borrowed  $130,000  and 
bought  a  small  Baltimore  savings  and 
loan  named  Second  National  Building 
&  Loan.  Says  Berliner:  "If  you  wanted 


Larry  Galie,  chairman  of  the  LTV  creditors'  committee 
"We  have  a  lot  of  money  at  stake  here." 


Second  National  Building  &  Loan's  Berlh 
Picking  up  the  spoils. 

a  loan  for  a  beach  house,  we  made 
Second  National  the  place  to  go." 

Today  that  $130,000  investment 
has  evolved  into  an  institution  with 
$660  million  in  assets.  Even  better, 
Second  National  is  the  most  success- 
ful vacation  home  lender  from  the 
Outer  Banks  of  North  Carolina  to 
Cape  May,  N.J.  Earnings  for  the  first 
three  quarters  of  1986  were  $5.9  mil- 
lion, a  47.8%  increase  over  the  same 
period  in  1985. 

Not  bad — especially  considering 
that  most  other  Maryland  S&Ls  were 
reeling  from  the  1985  crisis  triggered 
by  the  collapse  of  Old  Court  Savings 
&.  Loan.  Berliner  saw  that  trouble 
coming.  A  year  before  the  Old  Court 
collapse,  Berliner  sent  letters  to  state 
regulators,  warning  them  of  his  peers' 
dangerously  speculative  practices. 

By  the  time  the  Old  Court  dust  set- 
tled, eight  of  Berliner's  competitors 
were  gone.  Second  National  picked  up 
the  spoils,  landing  a  20%  greater  mar- 
ket share.  Berliner,  52,  is  planning 
even  more  expansion.  He  plans  to  ac- 
quire existing  branch  operations  of 
other  thrifts  in  Washington,  D.C, 
Maryland  and  Delaware. 

How  did  Berliner  avoid  the  classic 
S&Lbind — borrowing  short  and  lend- 
ing long?  Simple.  Over  60%  of  his 
residential  loans  are  for  resort  homes, 
and  those  mortgages  turn  over  about 
twice  as  fast  {4Vi  years)  as  mortgages 
on  primary  residences. 

Berliner  plans  to  build  his  opera- 
tion, but  he  intends  to  stick  with  re- 
sort lending.  "We've  done  well  with 
it,"  says  Berliner,  a  man  who  knows  a 
good  niche  is  hard  to  find. — Jack  Wynn 


90 


FORBES,  JANUARY  26,  1987 


Mlro  M.uMill.m 


Power  of  the  press 

British  media  baron  Robert  Max- 
well is  bullish  on  the  printed 
word.  He  points  to  studies  that  stand 
conventional  wisdom  on  its  head,  in- 
dicating that  Britain's  younger  gener- 
ation will  spend  more  time  reading 
and  less  time  glued  to  the  TV  screen. 
The  same  applies  to  America,  Max- 
well figures. 

All  the  more  reason,  says  Maxwell, 
to  further  extend  his  $2  billion  (esti- 
mated 1985  revenues)  empire  from 
his  native  Britain — where  he  is  pub- 
lisher of  Pergamon  Press  and  chair- 


Rritish  press  baron  Robert  Maxwell 
Bullish  on  the  printed  word. 


man  of  the  British  Printing  Commu- 
nication Corp.  as  well  as  London's 
Mirror  Group  Newspapers — into  the 
U.S.  Maxwell  says  he  has  $3  billion  to 
invest.  He's  vague  about  specifics,  but 
outsiders  suspect  he  has  his  eye  on 
two  publishing  houses:  Addison  Wes- 
ley and  John  Wiley  &  Sons.  He  has 
already  started  buying:  Over  the  past 
year  he  acquired  two  U.S.  printers, 
Providence  Gravure  and  Webb,  for 
over  $100  million  cash  apiece. 

Meanwhile  he's  also  working  on 
another  venture,  Adsat,  a  three-year- 
old  satellite  link  that  allows  various 
regional  U.S.  newspapers  to  carry  the 
same  ads  on  the  same  day.  If  it  takes 
off,  Adsat  should  spell  competition 
for  national  publications  like  the  Wall 
Street  Journal  and  more  recent  entries 
like  USA  Today  and  the  national  edi- 
tion of  the  New  York  Times.  If  Max- 
well's right  about  Adsat,  the  big  news- 
papers aren't  the  only  ones  that 
should  be  worried.  Says  Maxwell: 
"This  will  bring  national  advertisers 
the  kind  of  simultaneous  efficiency 
they  enjoy  on  TV." 

As  Robert  Maxwell  sees  it,  the  in- 
formation industry  looks  a  lot  like  the 
oil  business  did  a  few  generations 
back.  "Just  as  oil  became  dominated 
by  a  few  giants,  so  communications  is 
likely  to  be  dominated  by  a  dozen 
major  international  corporations,"  he 
contends.  "I  intend  to  be  one  of 
them." — Edwin  A.  Finn  Jr. 


Branding  a  success 

When  we  got  into  the  winter  un- 
derwear business  even  consul- 
tants with  Kurt  Salmon  [textile  ex- 
perts] told  us  not  to  bother — the  mar- 
ket was  flat."  So  says  Philip  Kemp,  50, 
who  heads  the  U.S.  division  of  Daw- 
son International,  a  $400  million  (es- 
timated 1986  revenues)  Scottish  tex- 
tile corporation.  Two  years  after  Daw- 
son purchased  J.E.  Morgan  Knitting 
Mills,  America's  largest  producer  of 
thermal  underwear,  those  consultants 
should  be  eating  their  words. 

Since  Kemp  took  over,  Morgan's 
sales  have  increased  by  25%,  to  an 
estimated  $57  million  in  1986.  Not 
bad  for  an  industry  whose  average  an- 
nual growth  is  a  sluggish  2%  to  3%. 
Kemp's  secret?  Marketing.  "People 
used  to  think  winter  underwear  was  a 
commodity,"  says  Kemp.  "I  created 
brand  consciousness."  Incredibly,  no 
one  was  using  the  name  Long-Johns. 
Kemp  created  five  brands  of  "Johns," 
each  representing  a  different  weight. 

Before  Kemp,  most  of  Morgan's 
products  were  sold  under  stores'  pri- 
vate labels — a  practice  that  made  it 


Kric  Kump 


Dawson  International's  Philip  Kemp 
Long  Johns  to  shower  curtains. 


nearly  impossible  for  them  to  reorder 
midseason.  Marketing  "Johns,"  Mor- 
gan now  wastes  no  time  sewing  on 
batches  of  store  labels. 

Morgan  is  Kemp's  second  market- 
ing success  story.  Before  he  joined 
Dawson  he  had  been  in  charge  of  Im- 
perial Leather,  the  top-priced  popular 
brand  on  U.K.  shelves,  made  by  Bri- 
tain's Cousins  Soap.  Kemp's  razzle- 
dazzle  pushed  the  soap  with  the  foil 
label  from  number  seven  to  number 
one  in  the  market. 

What  next?  Shower  curtains.  Last 
summer  Dawson  paid  $30  million  for 
Associated  Products,  a  $69  million 
(1985  revenues)  company  that  Kemp 
estimates  has  over  50%  of  the  shower 
curtain  market.  Kemp  sounds  like 
he's  readying  for  a  third  marketing 
tour  de  force.  "Not  so  long  ago  shower 
curtains  were  simply  clothes  that 
hung  forlornly  from  a  rod,"  he  says. 
"Now  we  can  sell  them  as  part  of 
home  decorating." — Lisa  R.  Gubernick 


Home  field  advantage 

John  Hynes  III  has  grown  up  at  the 
Boston  Garden.  As  a  child  he  was 
taken  by  his  father  to  see  the  Celtics 
play.  He  played  there  himself  as  cap- 
tain of  Harvard's  hockey  team.  "I  won 
my  best  games  there,"  says  Hynes. 

Now  Hynes,  28,  aims  to  chalk  up 
another  win  at  the  Garden.  As  Boston 
point  man  for  Dallas-based  Lincoln 
Property,  he  is  the  odds-on  favorite  to 
head  up  the  redevelopment  of  the  sta- 
dium. The  plum  assignment  includes 
both  the  Garden  and  3lA  acres  of 
prime  real  estate  earmarked  for  a  $350 
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Lincoln  Property's  John  Hynes  III 

The  odds-on favorite  at  the  Boston  Garden. 


million  office  and  retail  complex. 

Hynes  will  have  his  hands  full.  De- 
velopers and  politicians  have  been 
squabbling  for  more  than  two  decades 
over  who  is  going  to  get  the  project. 
Finally,  in  1984,  some  state  senators 
threatened  to  take  the  arena  by  emi- 
nent domain,  from  its  current  owner, 
Delaware  North,  build  a  new  arena  on 
the  3'/2-acre  plot,  and  demolish  the 
Garden. 

Enter  Hynes.  Back  in  1984  he  won 
permission  from  the  powerful  Boston 
Redevelopment  Authority  to  build  an 


$86  million,  21 -story  office  complex. 
Impressed  by  that  success,  Delaware 
North  invited  him  to  take  on  its 
project. 

In  1985  Hynes  submitted  redevel- 
opment plans  for  the  Garden  to  the 
city  of  Boston,  as  did  a  competitor 
unaffiliated  with  Delaware  North. 
Unlike  the  other  bidder,  who  envi- 
sioned a  brand-new  arena  with  a  price 
tag  of  at  least  $100  million,  Hynes 
planned  a  $20  million  face-lift. 

Now  there's  talk  that  the  city  may 
yet  demand  a  new  arena.  No  problem, 


Faces 

Behind  the  Figures 


Hynes  says.  He  figures  he  can  do  a 
new  Garden  for  $25  million  less  than 
the  competition.  No  word  yet  from 
city  hall. 

But  in  a  world  where  cheaper  is 
better,  smart  money  says  Hynes  has  a 
winning  hand. — Burr  Leonard 


Television  producer  Stephen  J.  Cannell 

How  to  make  it  without  a  big  studio  behind  you. 


Syndicating  a  success 

During  the  1970s  Stephen  J.  Can- 
nell was  one  of  television's  most 
successful  writers,  penning  scripts  for 
such  hits  as  The  Rockford  Files,  Barretta 
and  Black  Sheep  Squadron.  But  when 
those  series  went  into  lucrative  syndi 
cation,  it  was  the  studio,  MCA,  not 
Cannell,  that  really  made  the  big 
money.  On  a  year's  worth  of  Rockford 
Files  reruns,  for  instance,  MCA  would 
pick  up  at  least  $10  million.  Cannell's 
take?  A  maximum  of  $150,000  in 
residuals. 

Eight  years  ago  a  dissatisfied  Can 
nell  took  his  royalties  and  aimed  for 
the  brass  ring,  bankrolling  his  own 
production  company,  Stephen  }.  Can- 
nell Productions.  With  production 
costs  on  The  A-Team  (his  first  big  hit, 
which  made  Mr.  T  a  household  name 
running  as  high  as  $1.6  million  an 
episode,  how  did  Cannell  make  it 
without  a  big  studio  to  back  him?  For 
one  thing,  he  conserved  cash  by  not 
taking  a  producer's  or  writer's  fee  for 
work  he  did  on  The  A-Team,  as  well  as 
other  Cannell  productions — Hunter, 
Riptide,  Stingray  and  Hardcastle  and  Mc 
Cormick.  Instead  of  renting  all  of  his 
equipment,  he  buys  some  and  rents  it 
out  to  other  production  companies 
when  his  crew  is  not  using  it.  The 
depreciation  saves  on  taxes,  and  the 
rental  fees  bring  in  another  source  of 
income. 

The  payoff  comes  next  fall,  when 
Cannell  starts  syndicating  The  A- 
Team.  Local  stations,  all  told,  will  pay 
up  to  $100  million  for  the  100  or  so  A 
Team  episodes. 

What's  Cannell  doing  next?  Try 
Jump  Street  Chapel,  for  the  Fox  Net 
work.  It's  about  young  police  acade 
my  graduates  who  pass  as  high  school 
students.  Also  in  the  works:  J.J.  Star- 
buck.  That  NBC  pilot  has  an  improba- 
ble plot  featuring  a  Texas  oil  billion- 
aire who  becomes  a  detective  after  his 
wife  and  son  are  killed. — Gail  Buchalter 
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All  life  Insurance  LetsYxi 
Provide  R»r\bur  Children. 

OursLets\bu 


Buy  Toys  Of  ¥>ur  Own 


It's  very  commendable  to  provide  for  your  children. 
But  with  an  Integrity  Single  Premium  Life  insurance 
policy,  you  can  provide  for  yourself. 

How  is  it  possible? 

Simple.  You  pay  your  premium  in  one  single  payment. 
From  that  instant,  your  money  grows  substantially.  As 
long  as  your  policy  is  in  force,  all  gains  are  completely 
tax- deferred. 

A  loan  with  real  interest— it's  free. 

If  you  wish  to  borrow  against  your  policy,  you  can  do 
it  at  a  cost  that  nets  out  to  zero.  You  suffer  no  adverse  tax 
consequences.  And  you  never  have  to  pay  back  any  of  the 
money  (although  your  loan  does  affect  the  amount  of 
your  death  benefit  or  cash  surrender  value). 

Here's  even  more  insurance. 

It's  risk  free!  Your  principal  and  interest  are  guaran- 
teed against  loss  by  contract  with  Integrity  Life.  And 
they're  always  available  to  you  (less,  of  course,  any 
surrender  charges  where  applicable). 

Now  that  you  know  that,  why  toy  around  with 
ordinary  insurance? 


Don't  take  a  bath.  Get  the  boat  of  your  dreams. 


For  more  information  on  Single  Premium  Life' and 
other  Integrity  products,  send  us  the  coupon  or  call 
1-800-241-0025, 9  A.M.-9  PM.  Seven  days  a  week. 

Integrity  Life  Insurance  Company,  Phoenix,  Az. 

'Not  available  in  all  stales.  Single  Prem  ium  Life  is  a  Single  Premium  Endowment 
at  age  95  plan. 

I  uxvnt  to  know  more  about  Single  Premium  Life  and  other  Integrity 
products.  Please  send  me  more  complete  information.  I  understand 
there  is  no  obligation. 

Name  


Address. 
City  


.State. 


.Zip. 


Telephone . 


Integrity  Financial  Sennces,  65  Commerce  Rd  ,  Stamford,  CT  06904 

IMTEEfUIY 

A  NewVfay  Of  Looking  At  Life." 

©  1986  Integrity 


This  announcement  is  not  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  December  22,  1986 

$100,000,000 

Work  Wear  Corporation,  Inc. 

13%  Senior  Subordinated  Notes  due  1996 


Price  98.634% 

plus  accrued  interest,  if  any,  from  date  of  delivery 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which 
this  announcement  is  circulated  only  from  such  of  the  Under- 
writers as  are  qualified  to  act  as  dealers  in  securities  in  such  State. 


PaineWebber  Prescott,  Ball  &  Turben,  Inc. 


Incorporated 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 
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Market  Value  of  Wilshire  5000: 
$2,444.0  billion  as  of  1/2/87 


2250. 


2000- 


1750- 


Wilshire  5000  equity  index1 
The  total  price  of  all  stocks  for 
which  daily  quotations  are 
available,  weighted  by  market  value 
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Dow  Jones 
'  industrial  average 

.  The  total  price  of  30 
.  blue-chip  industrial  stocks,, 
adjusted  to  reflect  splits. 
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12  month  closeup 

Wilshire  5000  

P/E":  17.8 
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0  O  Percent  change  in  last  two  weeks. 
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Ships  in  the  night.  While  blue-chip  stocks  took  a  short 
southern  excursion,  secondary  shares  moved  in  the  oppo- 
site direction.  For  the  two-week  period  the  Dow  indus- 
trials slipped  0.1%  and  the  NYSE  was  off  1 . 1  % .  But  Amex 
and  Nasdaq  issues  posted  respective  gains  of  0.8%  and 
0.3%.  The  overall  market,  as  measured  by  the  Wilshire 
index,  fell  0.8%. 

Are  secondary  shares  about  to  start  the  next  leg  of  the 
bull  market?  For  all  of  last  year  Big  Board  issues  gained 


14%,  vs.  7.4%  for  Nasdaq  and  7%  for  Amex.  During  the 
last  four  weeks  there  were  faint  signs  that  more  specula- 
tive stocks  were  preparing  for  a  comeback.  Our  investor 
yardsticks,  for  example,  show  that  high-growth  issues 
rose  0.2%  while  low-growth  shares  fell  1.8%.  And  shares 
priced  under  $4  eked  out  a  0.1%  gain  while  those  priced 
over  $40  fell  2.4%.  For  the  Nasdaq  and  Amex  to  really 
catch  fire,  small  technology  stocks  must  break  out  of  their 
long  slump. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-1.9 

-2.1 

0.1 

-1.8 

-0.1 

-2.7 

in  last  52  weeks 

14.4 

11.8 

24.4 

16.1 

8.0 

8.5 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.7 

0.2 

-0.9 

-0.9 

-2.0 

-1.1 

-1.1 

1.0 

0.2 

-1.8 

-2.4 

0.1 

in  last  52  weeks 

18.3 

31.8 

37.9 

22.1 

9.5 

19.0 

14.8 

26.9 

31.7 

24.0 

23.0 

14.6 

'Wilshire  index  reflects  price  performance  it  differs  slightly  frdm  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created  2Based  on  sales.  3A 
stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  of  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  1/2/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Time  for  technology?  Bargain  hunters  should  perhaps 
look  at  technology  stocks,  which  fell  2.4%  during  the  last 
52  weeks,  when  the  Wilshire  index  posted  a  gain  of  14.4%. 
Although  institutional  favorite  IBM  fell  3'3Vi  points  and 
reduced  the  market  capitalization  of  the  technology  sec- 
tor by  more  than  $20  billion,  there  are  plenty  of  technol- 
ogy stocks  currently  trading  at  bclow-market  multiples. 


Examples:  AST  Research,  7;  General  Dynamics,  8.2;  Altos 
Computer  Systems,  9. 

Also  depressed  are  the  energy,  transportation  and  fi- 
nance sectors,  with  below-markct  gains  of  between  7.5%j 
and  9.2%  last  year.  Consumer  durables  underpcrformed 
the  market  by  a  small  margin.  Three  sectors — consumer 
nondurables,  capital  goods  and  utilities — beat  the  market. 


Percent  change  in  last  52  weeks  "O"  <2>  Percent  change  in  last  two  weeks 
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Consumer  durables 
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Consumer  nondurables  and  services 
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Energy 
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Finance 
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Raw  materials 
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Technology 
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Transportation 
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Utilities 
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What  The  Analysts  Think 


Pleasant  dreams.  Our  first  look  at  1988  earnings  forecasts 
shows  that  security  analysts  were  quite  generous  in  their 
long-term  projections.  The  experts  have  the  Forbes  Sales 


500  selling  at  less  than  ten  times  estimated  earnings.  But 
this  multiple  is  likely  to  rise  as  more  analysts  contribute 
1988  estimates  and  others  scale  back  earlier  forecasts. 


Forecasting  the  Forbes  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.64 

16.2 

1987  estimates 

3.74 

11.5 

1988  estimates 

4.35 

9.9 

Earnings  proicctions  arc  ( 
Estimate  System  (IBES],  i 


ightcd  i 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

1                     Consumer  nondurables 

$2.46 

14.0 

0.07% 

0.10% 

2 

Transportation 

2.04 

11.0 

-0.21 

-1.02 

3 

Utilities 

3.38 

10.0 

-0.30 

-0.35 

4 

Finance 

3.82 

8.5 

-0.36 

-0.75 

5 

Raw  materials 

2.37 

13.(1 

-0.38 

-0.93 

6 

Capital  goods 

2.74 

14.1 

-0.40 

-2.00 

7 

Consumer  durables 

3.55 

11.9 

-0.50 

-2.20 

8 

Technology 

2.90 

12.4 

-0.73 

-1.41 

9  Energy 

2.37 

14.2 

-1.00 

-1.62 

estimates  from  over  2,000  security  analysts.  Data  are  compiled  and 
a  New  York-based  brokerage  firm. 

updated  continuously  by  the  Institutional  Brokers 

11  data  tor  pencxH  ending  1  ™  ™  lVpand  In  W'tUhirc  Associates.  S.:nt.i  Monica.  Cjht  ,  IBES,  .1  service  ol  Lynch  [ones  5  Rvan.  New  Yoik 
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five  tough  questions 

to  ask  before  you  invest  in  any 

mutual  fund- 

[ncludingmyown:i 


-FRED  ALGER 


WHERE  SHOULD  I  PUT  MY 
L«  MONEY  NOW? 

"Volatile  markets  like  these  tempt  even  profes- 
onal  fund  managers  to  shift  from  stocks  to  bonds, 
bills,  and  money  market  instruments. 

But  as  the  chart  proves,  equities  represent  the 
ost  attractive  of  the  four  investments  cited  for 
.pital  appreciation  over  time.  And  that's  why 
3  created  The  Alger  Fund's  Growth 
>rtfolio." 


Treasury  Bills 

0.3^ 


Long-term 
Government  Bonds 
0.9% 


Long-term 
Corporate  Bonds 
1.6% 


y    HOW  HAS  THE  FUND'S 

INVESTMENT  PHILOSOPHY 
LRED  AGAINST  THE  MARKET 
fERAGES? 

"The  Alger  Growth  Portfolio  is  based 
i  a  system  that  outperformed  the  S&P 

0  by  10  to  1  since  1965.  In  that  span,  the 
stem  produced  annual  compound  growth 
21%  for  our  institutional  clients,  turning 

1  original  $10,000  investment  into  $651,228 
21  years.* 

Now  the  same  research  disciplines  and 
perienced  professionals  that  produced 
ose  results  can  invest  your  money  for  you 
the  Alger  Growth  Portfolio." 


Common  Stocks 
6.6% 

Compound  annual  growth  for  different  investments, 
adjusted  for  inflation,  1926-1985. 

Past  results  do  not  guarantee  future  performance. 


outside  equity  research.  The  original 
research  generated  by  our  30  analysts 
is  for  the  exclusive  benefit  of  Alger 
investors.  It's  not  for  sale  to  anybody." 


4. 


•80  '8: 
OUTPERFORMING  THE  S&P  500 
BY  10  TO  1  SINCE  1965. 

£  WHERE  DOES  THE  FUND 
9 •  GET  ITS  RESEARCH? 

)oes  the  fund  rely  on  research 
ailable  to  anyone  who  can  pay  the 
ice?  Alger  doesn't  buy  any 


WHO'S  CALLING 
THE  SHOTS? 

"At  The  Alger  Fund,  the  analysts 
who  research  stocks  don't  just  feed  facts 
to  an  investment  committee  or  portfolio 
manager  who  makes  all  the  decisions. 
Our  analysts  know  the  stocks  they  track, 
so  they're  the  ones  who  make  all  buy  and 
sell  decisions.  And  they're  held  strictly 
accountable." 

DOES  THE  FUND 
LET  YOU  DIVERSIFY? 

"For  many  investors,  a 
prudent  investment  strategy 
means  diversification.  The 
Alger  Fund  lets  you  balance 
the  aggressive  growth 
objective  of  our  Growth 
Portfolio  and  Small  Cap- 
italization Portfolio 
with  the  more  con- 
servative objective 
of  our  Income  and 
Growth  Portfolio. 


Plus  three  options  to  generate  high  cur- 
rent income:  the  Alger  High  Yield,  Fixed 
Income  and  Money  Market  Portfolios." 

The  Alger  Fund.  Compelling 
answers  to  the  mutual  fund  investor's 
tough  questions.  For  complete  informa- 
tion and  a  prospectus,  return  the  coupon. 
Or  call  The  Alger  Fund  toll-free  anytime 
at  1-800-99-ALGER  (992-5437)  ext.  605. 


'Through  September  30. 1986.  Results  for  Alger  and  the  S&P  500,  an 
unmanaged  index  of  common  stocks,  reflect  capital  appreciation  and 
reinvestment  of  dividends,  but  not  payment  of  Algers  advisory  fees. 
Alger's  results  are  for  fully  discretionary,  equity-oriented  accounts 
managed  for  an  entire  year  (1986  accounts  managed  through  9/30).  For 
1965,  results  are  for  Alger's  only  account,  an  active  advisory  account. 
Results  are  for  accounts  having  the  same  investment  objective  and 
strategies  as  the  Alger  Growth  Portfolio,  which  differ  from  those  of  the 
"!  In  t  i'urt  l'uli.t-  Si  r  1.1  ir  prospect u-  fur  mure  mfui'matiun  ;d. ui.it  the 
results.  Past  results  do  not  guarantee  future  performance. 


THE  ALGER  FUND 

Alger  Growth  Portfolio 

Seeks  long-term  capital  appreciation  by  investing 
primarily  in  large  companies  believed  to  have 
appreciation  potential. 

Alger  Small  Capitalization  Portfolio 

Seeks  long-term  capital  appreciation  by  investing 
primarily  in  small  companies  believed  to  have 
appreciation  potential. 

Alger  Income  and  Growth  Portfolio 

The  most  conservative  of  our  stock  portfolios. 
Seeks  a  high  level  of  dividend  income  by  investing 
in  dividend-paying  stocks.  Growth  in  stock  value  is 
a  secondary  objective. 

Alger  High  Yield  Portfolio 

Seeks  maximum  current  income  without  assuming 
undue  risk  by  investing  in  medium  and  lower-rated 
bonds.  Capital  appreciation  is  a  secondary 
objective. 

Alger  Fixed  Income  Portfolio 

Seeks  high  current  income  through  prudent  invest- 
ing in  investment-grade  fixed  income  securities. 

Alger  Money  Market  Portfolio 

Seeks  high  current  income  and  gives  you  conve- 
nient access  to  your  money  through  free  check- 
writing. 

The  Alger  Fund  offers  easy  telephone  switching  among  portfolios  and  a 
dividend  reinvestment  option. 

You  can  open  an  account  in  anv  Alger  Fund  Portfolio  with  as  little  as 
$1,000.  Minimum  investment  for  IRA  and  other  retirement  plans  is  $250. 
There  is  no  charge  for  the  purchase  of  shares,  so  all  your  money  goes  to 
work  immediately  (Certain  redemption  and  distribution  expenses  may 
apply. ) 


THE  ALGER  FUND 

PO.  Box  5451,  Melville.  N.Y.  11747-0900 

□  Please  send  a  prospectus  and  complete  details  on  The  Alger 
Fund,  including  all  charges  and  expenses.  I  will  read  the  material 
carefully  before  1  invest.  (100) 


□  Please  send  IRA  information.  (200) 

□  Mr.  □  Miss 
Name    C  Mrs.  O  Ms. 


□  Business 
Address  □  Residence 


(Please  print  clearly) 


City 


Zip 


Or  call  toll-free  1-800-99-ALGER  ext.  605,  24  hours,  seven  days  a  week. 
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THE  ALGER  FUND.  1-800-99-ALGER 
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Why  are  some  o-t-c  spreads  so  big? 
Shoulcln 't small  investors  get  a  better  break? 


Excessive 
markups? 


By  David  Henry 


Suppose  you  want  to  sell  300 
shares  of  Farmer  Brothers,  a 
Torrance,  Calif. -based  coffee 
distributor.  Your  broker  reports  that 
the  best  quotes  from  the  handful  of 
marketmakers  in  this  over-the- 
counter  stock  are  a  bid  of  47  and  an 
offer  to  sell  at  51.  That  $4  markup  is  a 
rapacious  8.5%  of  the  bid  price.  It 
comes  on  top  of  the  brokerage  com- 
missions that  both  you  and  the  seller 
pay — say  about  another  $1  a  share  at  a 
full-service  broker. 

Why  does  a  marketmaker  need  a 
$1,200  fee  for  moving  300  shares 
through  his  computer  terminal?  Be- 
cause his  capital  is  at  risk,  says  the 
National  Association  of  Securities 
Dealers,  which  sets  rules  for  o-t-c 
trading.  Farmer  Brothers  averages 
only  500  shares  a  day  of  trading.  May- 
be the  dealer  takes  the  300  shares  off 
your  hands  and  can't  get  rid  of  them. 
Maybe  you  know  something  he 
doesn't. 

Fair  enough.  But  suppose  you  are  in 
no  hurry  to  sell.  So  you  put  in  a  sell 
order  at  49,  smack  in  the  middle  of 
the  spread. 

Meanwhile,  it  happens,  a  patient 
retail  buyer  is  looking  to  pick  up  300 
shares.  He  puts  in  a  buy  at  49. 

It  should  now  be  easy  for  brokers  to 
fill  your  order  at  the  price  you  want. 
There  would  be  no  need  for  a  nsk- 

Chis  B  Slackire 


taking  dealer  in  the  middle.  The  bro- 
kers would  still  get  their  buying  and 
selling  commissions. 

Still  no  trade.  Why?  With  few  ex- 
ceptions, both  you  and  the  would-be 
buyer  would  be  told  that  market  or- 
ders at  49  are  unrealistic  and  cannot 
be  executed  unless  the  market  moves 
in  your  favor. 

Plenty  of  o-t-c  stocks  have  fat 
spreads  like  this.  Color  Tile,  29 'A  bid 
to  33  offer.  International  Dairy 
Queen,  23 'A  to  24.  Southern  Bank- 
shares  of  Beckley,  W.  Va.,  39  to  46. 
These  are,  to  be  sure,  thinly  traded 
stocks — most  of  the  Color  Tile  float, 
for  example,  disappeared  in  a  recent 
tender  offer — but  slow  trading  is  no 
excuse  for  big  markups  when  both 
buyer  and  seller  are  willing  to  wait. 

Does  the  world  have  to  work  this 
way?  Not  at  all.  Take  the  same  situa- 
tion in  an  exchange's  public  auction 
market  and  your  offer  to  sell  300 
shares  at  49  will  be  posted — where  the 
buyer  at  49  will  get  a  crack  at  it 
through  his  broker. 

Indeed,  smart  retail  customers  do- 
ing a  Big  Board  trade  often  put  in  a 
market  order  between  the  bid  and  of- 
fer quoted  from  the  floor,  if  the  spread 
is  'A  point  or  more.  Suppose  you  want 
to  buy  100  Bell  Atlantic  shares  quoted 
at  69  Vi  bid,  69 %  ask.  You  can  put  in  a 
buy  order  at  69-%,  right  in  the  middle. 
There's  no  guarantee  your  order  will 
be  executed,  but  exchange  rules  de- 


mand that  it  be  executed  ahead  of  th< 
69 'A  bid  (which  is  probably  from  i 
specialist  or  other  professional). 

The  NASD  has  made  much  fanfan 
of  the  supposed  efficiency  of  its  o-t-i 
trading  system  and,  indeed,  has  sue 
ceeded  in  retaining  a  lot  of  stocks  tha 
in  years  past  would  have  migrated  t< 
the  NYSE  or  the  American  Exchange 
But  what  works  fairly  well  for  Genen 
tech  (typical  bid/ask  spread:  'A  point 
is  no  bargain  for  many  of  the  mon 
than  10,000  other  o-t-c  issues. 

There  is  hope  of  salvation,  howev 
er,  for  individual  investors.  Within  , 
few  months  the  Midwest  Stock  Ex 
change  in  Chicago  intends  to  star 
trading  25  Nasdaq  stocks  in  an  auc 
tion  market.  Later  in  the  year  th 
American  Exchange  plans  to  begii 
trading  a  small  set  of  Nasdaq  stocks 
The  experiment  will  begin  with  bet 
ter-known  stocks,  so  the  likely  effec 
for  the  time  being  will  be  to  shave  '/ 
point  off  the  Genentech  spread  whil 
doing  nothing  for  the  Farmer  investoi 
But  it's  a  start. 

"I  don't  want  to  predict  this  is  man 
na  from  heaven,  but  we  need  to  tr 
this  experiment,"  says  Aulana  Peters 
an  SEC  commissioner.  "I  hope  it  wil 
benefit  the  individual  investor  by  giv 
ing  his  order  more  exposure." 

Predictably,  marketmakers  oppos 
letting  the  public  into  the  spread 
through  the  exchanges.  There's  a  lo 
of  money  involved  for  them.  Secun 
ties  firms'  annual  revenues  from  deal 
er  markups  in  o-t-c  stocks  exceed  $1. 
billion,  according  to  Perrin  Long  c 
Lipper  Analytical  Securities  Corp 
"You're  removing  my  incentive  t< 
put  capital  at  risk  and  provide  liquid] 
ty,"  complains  Patrick  Ryan,  head  c 
trading  at  Johnston,  Lemon  &.  Co.  an 
chairman  of  the  NASD  Advisor 
Council. 

No  question,  the  dealers  with  ris! 
capital  provide  a  useful  service  fo 
investors  who  want  to  trade  in  a  hui 
ry.  But  some  patient  investors  don' 
want  full-service  trading.  Isn't  it  tim 
they  had  a  no-frills  option?  ■ 
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The  Funds 


takeover  targets  go,  Bancroft  Convertible  is  hardly  a  coveted 
'ze.  Yet  here  the  fund  is,  being  pursued  at  a  premium. 


$11  for  a  $10  bill? 


By  Richard  Phalon 


I  ometimes  even  a  small  patch  of 
i  not  very  fertile  land  is  the  sub- 
ject of  a  pitched  battle.  Look  at 
ieleaguered  Bancroft  Convertible 
.  A  little  over  four  years  ago  the 
million  closed-end  wriggled  out 
takeover  threat  by  buying  out 
:  greenmailing  intruders  for 
I  million.  The  fund  then 
iptly  slammed  the  barn 
by  writing  the  customary 
1  of  antitakeover  provisions 
its  charter. 

iw  Bancroft  Convertible  is 
again  hand-to-hand  with 
ders.  What  went  wrong? 
lawyers — like  generals,  it 
d  seem — sometimes  spend 
of  time  fighting  the  last 
According  to  Thomas 
more,  Bancroft's  33-year- 
)resident,  the  legal  eagles 
n  the  standard  supermajor- 
oting  stoppers,  but  no  one 
Edit  of  the  possibility  that 
utsider  would  storm  the 
hes  with  a  tender  offer  at  a 
ium  that  was  over  the  mar- 
says  Dinsmore:  "It  seemed 
logical  that  no  one  ever 
Edit  of  it." 
:ept  for  Michael  B.  Javett,  operat- 
ehmd  the  screen  of  two  foreign 
prises — one  a  Panamanian  cor- 
lon  domiciled  in  the  Channel  Is- 
\,  the  other  registered  in  the  Brit- 
irgin  Islands.  Born  and  educated 
uth  Africa,  Javett,  50,  is  a  British 
;n  who  for  the  last  decade  has 
running  a  clutch  of  Luxem- 
l-  and  Johannesburg-based  in- 
nent  companies. 

ett's  target:   965,000  Bancroft 


shares,  conditioned  on  acceptance  by 
a  minimum  of  530,000  shares,  or 
about  23%  of  outstanding.  His  price: 
$29  a  share  for  stock  carrying  a  net 
asset  value  (after  a  recent  $2-a-share 
capital  gain  distribution)  of  $25.78 
a  share. 

Threatened  takeovers  are  common 
enough,   but   hostile   takeovers  of 


closed-ends  are  rare  when  the  bidder 
does  not  have  the  advantage  of  a  dis- 
count working  for  him.  Bancroft,  for 
example,  was  selling  significantly  be- 
low asset  value  when  management 
bought  its  way  out  of  the  1982  incur- 
sion. Lately,  though,  the  Bancroft 
stock  has  been  trading  close  to  net 
asset  value  or  at  a  premium. 

Javett  isn't  talking  about  why  he  is 
willing,  in  effect,  to  pay  $1 1  to  get  $10 
worth  of  assets,  but  there  are  plausi- 


ble explanations.  With  a  bare  majority 
of  Bancroft,  he  would  get  an  American 
Exchange  listing  and  access  to  $27.5 
million  in  other  people's  money.  He 
would  get  a  vehicle  for  parking  foreign 
investors'  capital  in  the  U.S.  market. 
And  he  would  also  have  a  shot  at 
grabbing  the  fund's  investment  advi- 
sory contract,  which  now  yields 
$400,000  a  year. 

Javett  leaves  no  doubt  that  he 
intends  to  maximize  the  return 
on  his  investment  in  Bancroft,  a 
good  chunk  of  which  has  been 
leveraged  with  cash  borrowed 
from  a  Luxembourg  bank.  He 
has  talked  about  restructuring 
Bancroft,  perhaps  as  an  operat- 
ing company,  to  make  it  more 
attractive  in  terms  of  tax  treat- 
ment to  foreign  investors. 

One  of  the  major  debating 
points  in  Javett's  proxy  materi- 
al, in  fact,  is  his  ability  to  pro- 
vide Bancroft  with  "access  to 
substantial  non-U. S.  capital" 
and  his  "knowledge  of  non-U. S. 
investors'  preferences  and 
requirements."  Translation,  by 
Tom  Dinsmore:  "They're  trying 
to  move  South  African  flight 
capital  through  Luxembourg 
into  the  U.S." 
At  the  moment  it  looks  as  though 
Javett's  premium  wasn't  quite  sweet 
enough  to  shake  loose  all  the  stock  he 
hoped  to  get.  On  Dec.  31,  having 
tenders  for  365,000  shares,  he  had  to 
extend  the  deadline  a  third  time.  The 
Dinsmores  have  called  a  meeting  of 
stockholders  for  Feb.  23  to  cement  yet 
another  bulwark  of  antitakeover 
defenses  into  place. 

Our  advice  to  anyone  who  has  any 
of  these  shares:  Tender.  ■ 
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As  I  See  It 


Europe  and  Japan  are  free  with  sympathy 
for  the  Third  World  but  miserly  with  trade. 
Here's  a  Third  World  leader  frank  enough 
to  say  that  the  U.S.  cannot  carry  the  trade 
burden  alone. 

The  locomotive 
needs  help 


By  Allan  Dodds  Frank 


When  America's  staunch  sup- 
porter in  the  Caribbean,  Ed- 
ward Seaga,  took  over  as  Ja- 
maica's prime  minister  six  years  ago, 
he  inherited  an  ailing  economy  and 
political  violence.  After  kicking  out 
the  Cubans  so  warmly  welcomed 
by  Michael  Manley,  his  socialist 
predecessor,  Seaga,  56,  has  spent 
much  of  his  time  in  office  trying 
to  build  trade  with  the  U.S. 

Political  violence  is  way  down, 
tourism  has  climbed  and  bauxite 
is  recovering.  But  stopping  an 
economic  slide  isn't  enough  for 
voters  who  ask:  What  have  you 
done  for  us  today?  Seaga's  success 
has  been  achieved  at  the  inevita- 
ble cost  of  a  certain  amount  of 
economic  austerity.  His  Jamaica 
Labor  party  suffered  setbacks  in 
local  elections  last  July.  It  is  not 
impossible,  therefore,  that  Fidel 
Castro's  pal  Michael  Manley 
could  find  himself  back  in  con- 
trol of  Jamaica's  2.5  million. 

As  other  leftists  have  done, 
Manley  is  using  a  U.S.  public 
relations  man  to  help  him  per- 
suade the  American  people  that 
he  has  learned  his  lesson.  With 
the  aid  of  Peter  Martin  of  the 
PM  Group  Ltd.  of  New  York, 
Manley  has  tried  to  show  that 
he  has  changed  his  spots  since 
he  was  last  in  office,  when  Ja- 
maica came  close  to  slipping  be- 
hind the  Iron  Curtain.  Why?  Be- 
cause he  knows  he  can't  run  Ja- 
maica without  U.S.  investment 
and  U.S.  tourism. 
Seaga?  An  intelligent,  realistic 


man,  he  realizes  that  the  U.S.  alone 
cannot  solve  Jamaica's  problems.  Says 
he:  "Problem  number  one  is  how  is 
the  U.S  going  to  decrease  its  trade 
deficit?  So  far  the  only  country  stimu- 
lating international  trade  is  the  U.S. 
With  its  current  account  deficit  of 
nearly  $150  billion,  we're  going  to 


Jamaica's  Prime  Minister  Edward  Seaga 
"So  far  the  only  country  stimulating  inter- 
national trade  is  the  U.S." 


wake  up  and  find  a  Gramm-Rudman 
approach  to  dealing  with  that.  That 
will  throw  the  world  into  disaster." 

How  refreshing  to  find  a  Third 
World  political  leader  who  doesn't 
blame  the  U.S.  for  his  problems.  Oth- 
er industrial  countries,  Seaga  says, 
should  stop  lavishing  sympathy  on 
the  poorer  countries  and  start  trading 
with  them,  as  the  U.S.  already  does. 
Seaga:  "Neither  Japan  nor  Germany  is 
willing  to  do  that  to  any  significant 
extent.  Europe  and  Japan  have  made 
only  slight  concessions.  Germany  has 
lingering  bitter  memories  about  infla- 
tion between  the  World  Wars.  Japan  is 
a  well-ordered  and  -managed  society, 
not  given  to  wide  swings. 

"The  only  way  to  stimulate  trade  is 
to  provide  extra  earning  capacity  in 
the  Third  World,  giving  it  the  where- 
withal to  service  trade.  The  quickest 
way  is  by  a  positive  program  of  pro- 
duction sharing." 

Production  sharing?  It's  a  means  of 
importing  labor  without  importing 
the  laborers.  Seaga  refers  to  the  prac- 
tice of  sending  raw  materials  or  semi- 
finished products  to  Jamaica.  There, 
simple  but  time-consuming,  labor-in- 
tensive tasks  can  be  performed  cheap- 
ly. So  far,  says  Seaga,  Jamaica's  biggest 
success  has  come  in  the  apparel  in- 
dustry— importing  cloth,  export- 
ing garments.  Thanks  to  an  ar-  \ 
rangement  under  which  clothing 
assembled  from  U.S.  textiles  can 
enter  the  U.S.  duty  free,  the  Ja- 
maica apparel  work  force  has 
grown  tremendously  in  the  last 
three  years. 

"We  said,  'Remove  the  quotas, 
but  make  them  subject  to  the  use 
of  American  textiles,'  which 
means  the  textile  problem  in  the 
U.S.  would  be  dealt  with  and 
there  would  be  growth  of  demand 
for  U.S.  textiles.  That  is  precisely 
the  way  it  turned  out,  garment- 
makers  report.  They  had  to  lay  off 
some  girls  at  the  machines,  but 
they  are  picking  up  more  girls  in 
the  finishing  aspects. 

"Four  years  ago,  we  had  four 
plants  doing  this  kind  of  work 
with  two  or  three  thousand  peo- 
ple. Now  there  are  over  70  plants 
with  employment  on  the  order  of 
20,000  people." 

Edward  Seaga  has  brought  to 
Jamaica  the  political  stability  and 
friendship  with  Washington  that 
makes  this  kind  of  job  creation 
possible.  Will  the  Jamaican  peo- 
ple remember  this  by  the  next 
election,  to  be  held  by  April 
1989?  Or  will  they  succumb  to 
the  promises  of  a  left-wing  dema- 
gogue— for  the  second  time?  ■ 


100 


FORBES,  [ANUARY  26,  1987 


Din  the  party,  get . . . 

he  Sayings  of 
hairman  Malcolm 
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THE 
FURTHER 
SWINGS 
OF 

msm 

IHLCOLM 

lalcotai  fortes 


"Gems"  said  USA 
Weekend.  "Irrepressi- 
ble", said  The  Princeton 
Packet.  Guess  what.  Over 
1,000  of  the  Chairman's 
Sayings  have  now  been 
published  in  a  set  of 
two  slim  green  and  gold 
volumes  to  the  delight 
of  readers  and  reviewers. 
"Ideal  fare  for  lovers  of 
the  zip  read".  "Malcolm 
Forbes  is  more  than 
willing  to  offer  his  two 
[cents  worth  on  most 
any  subject".  Two  cents 
worth  times  1,000  is 
$20.  You  can  have  them 
all  at  the  bargain  price 
of  $18,  slipcase  and  ship- 
ping included.  Be  pro- 
voked and  amused,  fill 
out  and  return  the  cou- 
pon today. 

tt  they  said  about  the  first  printing. 

st  read  your  book,  and  it  was  delicious.  I  ate  it." 
Ann  Landers,  Daily  News,  New  York 

n  have  we  done  so  well  for  so  long  without  it? 
little  book  is  witty,  wise,  serene,  sometimes 
t  and  at  other  times  tipsy;  but  always  great, 
fic,  and  in  all  ways,  well  worth  its  price." 

The  Nashville  Banner 

read  it  and  I  recommend  it  to  you  uncondi- 
illy.  It  is  a  terrific  book,  with  a  thousand  things 
you'll  want  to  repeat  and  memorize  . . ." 
Barry  Gray,  Radio  Station  WMCA,  New  York 

» unlikely,  though  possible,  that  students  at  the 
rton  and  Harvard  Business  Schools  will  wander 
ugh  the  quad  with  this  little  green  book  open, 
lorizing  Forbes  capitalistic  pearls.  On  the  other 
1  maybe  they  should." 

John  Weisman,  Los  Angeles  Times 


Right  On,  Mr.  Chairman" 

— Publishers  Weekly 

A  dinner  of  fortune  cookies" 
— Newsday 


Chairman  Malcolm 
pens  more  of  his  wealth 
of  wisdom.  Forbes  has 
covered  a  lot  of  ground 
and  so  do  his  sayings: 
Gems. 

USA  Weekend 

The  Malcolm  Forbes 
sayings  in  this  latest  col- 
lection are  clearly  the 
fruit  of  deep  contempla- 
tion. Right  on,  Mr. 
Chairman. 

Publishers  Weekly 


Reading  Malcolm 
Forbes'  latest  is  a  lot 
like  having  a  dinner  of 
fortune  cookies.  You 
get  assorted  amuse- 
ments, even  though  it's 
clear  there's  not  much  at 
the  center. 

Newsday 

A  collection  of  auda- 
cious wit  and  irrepress- 
ible opinions,  the  pithy 
epigrams  apply  to  all  of 
life's  situations. 

Princeton  Packet 


r 


(  )  Send  me  "The  Further  Sayings  of  Chairman 
Malcolm".  My  check  for  $8.95  plus  95<t  for  ship- 
ping and  handling  enclosed. 

(  )  Better  still!  Send  me  the  set  of  two  volumes 
in  matching  green  slipcase  for  only  $18  (shipping 
and  handling  included).  Check  enclosed. 

Send  to: 


~l 


Name 


(please  print) 


Address 


L 


City 

Please  add  sales  tax  for 
New  York  State  and  other 
states  where  applicable. 


State  Zip 
Forbes 

60  Fifth  Avenue 
New  York,  NY  10011 
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Promote  Your 
Leasing  and  Financing 
Services  in  Forbes 
Equipment  Leasing 
Advertising 
Supplement-A  First 
Look  at  How  New  Tax 
Legislation  is 
Reshaping  the  Leasing 
Market. 

Issue  Date:  March  23,  1987 
Ad  Closing:  January  26,  1 987 

Recent  tax  reform  legislation 
will  dramatically  alter  capital  bud- 
geting decisions  in  all  segments 
of  the  American  economy.  A  key 
area  of  impact  will  be  the  lease 
vs.  buy  decisions  that  many  com- 
panies undertake  before  ac- 
quiring important  productive 
equipment.  Changes  in  tax 
rates  and  depreciation  sched- 
ules, and  the  elimination  of  the 
Investment  Tax  Credit  will  re- 
quire completely  new  calcula- 
tions on  the  part  of  companies 
planning  to  acquire  productive 
assets. 

Forbes'  1987  Equipment 
Leasing  supplement  will  explore 
the  effects  of  the  new  tax  laws 
on  the  market,  including: 

•  How  the  new  laws  will  alter  the 
attractions  of  leasing. 

•  The  types  of  companies  and 
equipment  best  suited  for 
leasing. 

•  The  response  of  the  leasing 
industry  to  the  new  tax  laws. 

These  and  other  important 
questions  will  be  explored  to  as- 
sist companies  in  determining 
how  they  can  use  equipment 
leasing  to  acquire  critical  capi- 
tal equipment. 

The  supplement  will  be  writ- 
ten by  Harvey  Shapiro,  a  noted 
financial  writer  and  author  of 
Forbes'  previous  leasing  supple- 
ments. He  has  written  for  The 
New  York  Times,  Institutional 
Investor,  and  is  a  frequent  con- 
tributor to  Forbes  financial  sup- 
plements. 


o 


Forbes  leasing  supplements 
provide  supportive  text  and  valu- 
able benefits  for  advertisers. 
The  1 986  section  generated 
many  qualified  leads  for  adver- 
tisers. Additionally,  participants 
receive  free  reprints  of  the  sec- 
tion and  bonus  direct  mail  distri- 
bution to  members  of  the  Ameri- 
can Association  of  Equipment 
Lessors  and  CFOs  of  middle 
market  companies. 

Take  advantage  of  this  timely 
opportunity  to  promote  your  leas- 
ing and  financing  services  to 
America's  most  influential  busi- 
ness audience.  For  reserva- 
tions and  information  on  Forbes' 
Equipment  Leasing  supple- 
ment, contact  your  Forbes  repre- 
sentative or  call  Arnold  J.  Prives 
at  (212)  620-2387. 

Forbes 
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Im  so  sorry,  sir.  Your  bond  was  called 
19  years  ago.  You  don  t  get  any  interest. " 

ZERO  COUPON 
BOMBS 


By  Ben  Weber-man 


Come  2005,  some  holders  of  Balti- 
more City  Housing  Corp.  zero  cou- 
pon bonds  for  Baltimore  School  100 
are  going  to  get  a  nasty  surprise. 
Their  investments  will  be  worth 
only  15  cents  for  each  dollar  they 
expected  to  receive. 

That's  because  the  bonds  were 
called  last  June,  19  years  before  the 
zeros  were  supposed  to  mature. 
Holders  who  heard  about  the  call 
got  $14.97  per  $100  of  face  value,  a 
nice  gain  from  the  $10.38  original 
cost.  Holders  who  didn't  hear  about 
the  call  will  come  to  the  teller's 
window  in  2005  and  get  only  the 
$14.97,  not  the  $100  they  expected. 

It's  one  of  the  lesser  known  haz- 
ards of  zeros.  After  a  call,  the  value 
of  the  bond  freezes.  There  is  no  fur- 
ther "accretion"  of  interest. 

It's  not  as  big  a  problem  with  con- 
ventional bonds  that  pay  semiannu- 
al interest.  If  the  investor  misses  a 
call  notice,  the  absence  of  the  next 
coupon  payment  quickly  sends  a 
signal  that  something  is  wrong.  But 
with  a  zero,  the  investor  could  lose 
a  few  decades  of  interest — almost 
the  entire  value  of  his  investment. 

You  may  have  bought  zeros  be- 
cause you  were  attracted  to  the  idea 
of  locking  in  an  interest  rate  for  30 


Hen  Webernian  is  a  senior  editor  of  Forbes 
magazine. 


years.  Unfortunately,  you  don't  al- 
ways get  this  feature.  Plenty  of  tax- 
exempt  zeros  are  callable.  I've  come 
across  two  dozen  muni  zeros  that 
have  been  called  over  the  past  year. 
Interest  rates  have  been  falling,  and 
the  issuers  don't  want  you  to  have 
the  high  rates  you  bargained  for. 

The  Massachusetts  Housing  Fi- 
nance Agency  in  1982  sold  zeros 
due  in  2014  at  $2  per  $100  of  face, 
for  a  yield  of  12.7%  to  maturity. 
Two  years  later  the  agency  called 
some  of  the  bonds  at  $2.51  per  $100. 
Other  zero  coupon  issuers  that  have 
recently  put  out  partial  calls:  Mary- 
land Community  Development  Ad- 
ministration, Delaware  State  Hous- 
ing Authority,  Tarrant  County 
(Tex.)  Housing  Finance  and  Smith 
County  (Tex.)  Housing  Finance. 
Many  housing  finance  agencies  set 
up  to  provide  money  for  home  mort- 
gages have  issued  partial  calls  after 
discovering  that  demand  for  mort- 
gages was  not  up  to  expectations. 

Why  might  a  called  bond  go  unre- 
deemed? Those  who  have  bearer 
bonds  are  hardly  likely  to  hear  of 
the  call.  Surprisingly,  sometimes 
even  owners  who  have  registered 
their  bonds — that  is,  given  the  pay- 
ing agent  their  names  and  address- 
es— are  also  in  the  dark.  An  admin- 
istrator at  the  Equitable  Bank  of  Bal- 
timore, the  paying  agent  for  the 
Baltimore  school  issue,  says  many 
of  the  bonds  are  still  outstanding 
even  though  they  are  six  months 
past  the  time  when  they  have 
stopped  drawing  interest. 

Equitable  sends  a  notice  by  regis- 
tered mail  to  all  known  holders  30 
days  before  payment  of  the  call.  If 
the  letter  is  returned,  and  some  are, 
a  second  notification  is  sent.  Could 
you  miss  a  letter  like  that?  Sure. 


Owners  who  move  several  times  j 
can  get  separated  from  mailed  no- 
tices in  the  post  office  maze. 

The  bank  does  advertise  its  calls. 
But  maybe  you  missed  the  ad — it 
ran  in  The  Bond  Buyer,  a  $l,350-a- 
year  daily  trade  paper  with  a  circula- 
tion of  about  2,560. 

If  banks  don't  hire  detectives  to 
track  down  lost  holders,  you  can 
hardly  blame  them.  Banks  get  free 
use  of  unclaimed  funds  until  the 
money  has  to  be  turned  over  to  the 
state  treasurer,  the  recipient  of 
abandoned  property  in  most  states. 
The  time  period  varies,  but  banks 
usually  get  the  free  lunch  for  three 
to  five  years. 

How  much  is  going  unclaimed? 
Equitable  Bank  won't  say  what  por- 
tion of  the  Baltimore  issue  is  un- 
claimed. Of  $  13.8  million  in  zero  and 
full-coupon  Tarrant  County  bonds, 
(accreted  value)  called  last  August, 
$5 14,000  sits  in  a  no-interest  account 
at  paying  agent  Texas  American 
Bank  in  Fort  Worth.  About  2%  of  a  $7 
million  call  by  Maryland  Communi- 
ty Development  is  unclaimed  at 
Mercantile-Safe  Deposit  &  Trust  Co. 
in  Baltimore. 

Bondholders  could  sleep  a  little 
better  if  redemption  money  went 
into  an  interest-bearing  account.  It 
never  does.  "We  can't  invest  the 
money  because  of  the  bond  inden- 
ture," was  the  sanctimonious  expla- 
nation from  an  administrator  at 
Texas  American.  "If  we  paid  inter- 
est, it  would  be  hard  to  determine 
who  was  entitled  to  the  interest, 
and  we  would  have  1099  [IRS]  forms 
to  fill  out,"  said  a  banker  at  Inter- 
first  Bank  in  Fort  Worth,  which  is 
sitting  on  $43,000  unclaimed  from 
one  Texas  muni  that  was  called. 

If  paying  agent  banks  don't  partic- 
ularly regret  the  lack  of  communi- 
cation with  investors,  the  issuers 
seem  to  care  even  less.  They  feel 
their  fiduciary  duty  was  fulfilled 
when  they  handed  cash  over  to  the 
paying  agent. 

The  moral:  If  you  own  zeros — 
munis  or  corporates — pay  attention 
to  call  notices  or  have  a  broker  who 
does.  Your  registered  representative 
can  check  on  the  status  of  a  bond 
through  the  Kenny  Information  Ser- 
vice's "called  bond  data  bank."  And 
if  you  change  your  address,  notify 
the  paying  agent.  Bearer  munis  are 
no  longer  issued — a  1982  tax  law  did 
away  with  them — but  if  you  have 
one  of  the  old  ones,  you  may  want 
to  ask  the  paying  agent  to  notify  you 
of  any  call.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


Money  managers  are  doing  some  heavy- 
duty  hemming  and  hawing,  puzzling 
over  their  portfolios. 

AMID  CONFUSION, 
FUEL  FOR  A  RALLY 


By  Susan  Lee 


In  the  two-plus  years  I've  been  writ- 
ing this  column,  I've  never  heard  as 
much  mealymouthed  confusion  as  I 
have  in  the  past  month.  Money 
managers — large  and  small,  smart 
and  stupid  alike — have  been  loath 
to  make  any  serious  bets  on  the 
direction  or  leadership  of  this  mar- 
ket over  the  next  six  months.  "It's 
very  hard  to  make  a  call,"  says  Peter 
Smith  of  Hutton.  "Market  senti- 
ment will  just  keep  swinging  from 
mildly  bullish  to  mildly  bearish  and 
back  again." 

What's  the  problem?  The  market 
could  be  at  a  significant  turning 
point.  Specifically,  if  corporate  prof- 
its improve,  the  market  would 
switch  from  being  interest-rate- 
driven  to  being  fundamentals-driv- 
en. Lots  of  money  managers  are  also 
wondering  whether  it's  time  to 
switch  out  of  the  defensive,  inter- 
est-rate-sensitive stocks  and  into 
the  more  aggressive  cyclicals.  With 
these  kinds  of  dramatic  switches  in 
the  offing,  then,  money  runners 
would  rather  sound  like  vague  fools 
than  risk  being  definite  ones.  Here- 
with, a  sampling  of  opinion  from 
those  I  could  find  who  not  only  had 
an  opinion  but  were  brave  enough 
to  go  on  the  record. 


Susan  I.ee  is  a  senior  editor  of  Forbes 
magazine. 


The  bear  case  comes  in  various 
guises.  Charlie  Parker  of  Continen- 
tal Insurance,  who  has  been  making 
gloomy  noises  for  the  past  six 
months,  hasn't  cheered  up  any.  He 
just  feels  that,  for  the  first  half  of 
the  year,  the  economy  will  be  blah 
and  the  market  will  be  weak,  maybe 
going  down  as  much  as  10%.  (In 
fact,  he's  been  putting  new  money 
into  fixed-income  securities.) 

Another  bear,  James  Rovner  of 
First  Asset  Management,  agrees 
with  Parker  about  the  down  direc- 
tion, but  for  a  totally  different  rea- 
son. He  thinks  that  the  economic 
news  will  be  good,  and  that  will 
send  the  market  down  10%.  "The 
market  has  been  a  contrarian  indi- 
cator to  the  economy — especially 
unemployment — all  year,"  he  says. 
"When  the  unemployment  num- 
bers look  good,  the  market  tanks." 
Rovner  also  points  out  that  short- 
term  interest  rates  have  been  edging 
back  up  recently. 

As  for  the  bull  case,  Francine  Bo- 
vich  of  Westwood  is  counting  on  a 
recovery  in  corporate  profits.  She 
points  out  we've  had  seven  years  of 
zero  growth  in  corporate  profits. 
What  should  make  the  year  ahead 
different,  according  to  Bovich,  is 
that  companies  have  been  getting 
costs  under  control  and  the  dollar 
has  regained  its  competitiveness. 
Thus,  she  figures  that  profits  may 
increase  15%  over  1987-88. 

A  somewhat  different  bull  view  is 
offered  by  Robert  Kemp  of  Loomis 
Sayles.  He  is  almost  fully  invested 
and  pooh-poohs  the  notion  that  a 
big  correction  is  coming.  He  figures 
that  the  economy  will  pick  up  in 
the  next  two  quarters,  propelled  by 
the  lower  dollar,  lean  inventories, 
the  tax  cut,  low  inflation  and  a  gen- 


erous Fed.  "There's  lots  of  liquidity 
and  none  of  the  euphoric  atmo- 
sphere associated  with  market 
tops,"  he  says. 

One  interesting  note.  Bear  or  bull 
(or  in  a  tizzy),  there  are  two  major 
areas  of  agreement.  The  outlook  for 
dividends  is  one  of  them.  Here  the 
bet  is  that  changes  in  the  tax  law 
will  prompt  investors  to  focus  on 
the  dividend-paying  capability  of  a 
company.  Since  investors  will  face  a 
lower  income  tax  bracket — and  a 
less  favorable  capital  gains  rate — 
they  will  prefer  to  take  their  money 
in  dividend  income  rather  than  in 
the  more  risky  capital  gains.  Thus, 
corporations  will  be  under  pressure 
to  raise  dividends. 

Some  companies — notably  GE, 
Philip  Morris  and  Bristol-Myers — 
have  already  upped  their  dividend 
payout.  Mike  Sassi  of  Chemical 
Bank  thinks  that  increasing  divi- 
dends are  here  to  stay.  "A  lot  of 
these  blue  chips  can  pay  out  50%  to 
60%  of  earnings  and  have  plenty  for 
future  growth,"  he  says.  "They  will 
still  have  good  cash  flows:  Their 
accounting  is  very  conservative  and 
they  are  probably  overdepreciating 
their  assets."  Sassi  mentions  Dow 
Chemical,  Boise  Cascade  and  ITT. 

Money  managers'  second  area  of 
agreement  involves  big,  quality 
companies.  Indeed,  there  has  al- 
ready been  an  unmistakable  turn 
away  from  small  cap  toward  big  cap 
stocks,  a  lot  of  which  are  sensitive 
to  the  economy.  (Practically  every 
manager  I  talked  to  had  General 
Electric  at  the  top  of  his  buy  list, 
followed  by  Westinghouse.) 

Smith  likes  GM,  which,  he  says, 
is  "a  contrarian's  dream,''  although 
he  admits  that  Ford  is  the  obvious 
pick  for  the  next  six  months.  Parker 
has  a  position  in  Merck.  Bovich  is 
looking  for  good  profits  in  Interna- 
tional Paper  and  GAF.  Kemp  says 
Philip  Morris  is  his  largest  single 
holding.  And  Sassi  weighs  in  with 
Eastman  Kodak. 

So  what's  the  net-net  here?  Says 
Kemp:  "Everyone  is  walking  on 
cracked  glass;  they  don't  have  a  lot 
of  conviction  and  are  feeling  their 
way."  Admittedly,  that  sounds  pret- 
ty bearish,  and  so  it's  no  surprise 
that  most  money  movers  are  run- 
ning high  cash  positions. 

But  consider:  Bovich,  the  bull,  is 
holding  20%  cash,  and  Rovner,  the 
bear,  has  got  20%  to  25%  cash.  Bull 
or  bear,  it  all  adds  up  to  a  lot  of 
buying  power.  .  .  .  Talk  about  po- 
tential fuel  for  a  rally.  ■ 
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MONEY  &  INVESTMENTS 


Those  who  follow  the  golden  fleece  end 
up  getting  a  golden  fleecing. 

THE  HUSTLER'S 
BEST  FRIEND:  YOU 


By  David  D reman 


Should  investing  be  much  different 
now  that  the  arbs  are  tranquilized? 
Not  very.  Sure,  Boesky  and  most  of 
the  Princes  of  Greed  are  no  longer 
around  to  cut  a  slice  out  of  inves- 
tors' hides.  But  the  major  dangers 
that  investors  face  haven't  changed. 
It's  still  a  jungle  out  there. 

The  worst  menace,  as  old  as  mar- 
kets, is  right  in  your  own  bosom: 
greed,  the  lure  of  big  bucks  made 
easily.  The  arbs  made  megamillions 
in  takeovers,  but  they  have  hurt  in- 
dividual investors  much  less  than 
that  army  of  hustlers  relying  on 
slick  merchandising.  Your  own 
greed  is  the  hustler's  best  friend. 

"Come  grow  with  us,"  the  catchy 
phrase  of  Robert  Brennan's  First  Jer- 
sey Securities,  took  out  thousands 
of  investors  while  making  large  for- 
tunes for  Brennan  and  some  of  his 
merry  band,  as  Forbes  senior  editor 
Dick  Stern  detailed  in  both  the  July 
16,  1984  and  Dec.  29,  1986  issues. 
First  Jersey's  pitch  was  probably  too 
blatant  for  most  Forbes  readers,  but 
there  are  other,  more  sophisticated 
ones  to  steer  clear  of. 

Among  the  most  important  are 
the  claims  made  by  brokers  and 


David  Drerncm  is  managing  director  of 
Dreman  Value  Management  Inc.,  Invest- 
ment Counsel,  New  York,  and  author  o/The 
New  Contrarian  Investment  Strategy. 


money  and  mutual  fund  managers 
about  their  sensational  records.  A 
classic  example  is  Fred  Alger,  one  of 
the  legendary  "Freds"  of  the  go-go 
markets  of  the  Sixties.  His  major 
fund  rocketed  up  in  the  speculative 
bubble  of  1967-68,  only  to  go  down 
in  flames  when  the  go-go  market 
collapsed.  Alger  says  he  did  not 
solely  manage  the  fund  in  the  crash, 
and  thus  does  not  debit  this  disaster 
to  his  performance  record.  That's 
kind  of  like  playing  golf  and  count- 
ing only  your  good  shots. 

A  current  multimillion-dollar 
media  blitz  blithely  displaying 
Fred's  handsome  face  alongside  a 
jerry-built  record  of  selected  ac- 
counts claims  that  he  has  beat  the 
S&P's  500  10-to-l  on  average  annu- 
ally since  1965.  Had  you  put 
$10,000  with  Alger  back  in  1965, 
the  advertisements  blare,  it  would 
be  worth  $651,228  today.  (The  fine 
print  states  that  he  had  only  one 
account  back  then  and  does  not  in- 
dicate whether  he  has  kept  it.) 

The  only  thing  I  would  personally 
take  as  written  in  granite  in  this 
record  is  the  last  part  of  the  small 
print:  "Past  results  do  not  guarantee 
future  performance."  They  sure 
don't,  especially  when  the  record 
seems  to  be  deliberately  selective. 

Questionable  claims  are  not  the 
only  menace.  Some  of  the  Brahmins 
of  the  investment  business  are  ex- 
cellent marketers  and  not  too  proud 
to  cash  in  on  the  latest  speculative 
fad.  So  when  a  salesman  tries  to  talk 
you  into  buying,  say,  the  latest  new 
variety  of  mutual  fund,  thank  him 
politely  and  hang  up  the  phone. 

As  for  hot-performing  funds, 
some  firms  run  hatcheries  in  siz- 
zling investment  areas.  The  process 
is  simple.  A  number  of  funds  are 


started  in-house  in  a  fast-paced  area, 
with  only  those  chalking  up  spec- 
tacular records  eventually  being 
sold  to  the  public.  The  new  fund 
hits  an  eager  public  with  an  excel- 
lent record.  Those  funds  with  poor- 
er results  quietly  sink  to  the  bottom 
of  the  pond. 

If  you  haven't  already,  make  a 
resolution  this  year  to  curb  your 
own  greed  and  thus  make  life  a  little 
tougher  for  those  with  doubtful 
merchandise  to  peddle.  Here  are  a 
few  antigreed  rules:  Avoid  hot  sto- 
ries. Investigate  before  you  buy. 
Searching  a  record  is  time-consum- 
ing but  worth  its  weight  in  gold.  (It's 
amazing  that  people  spend  dozens 
of  hours  shopping  for  television 
sets,  cars  or  dishwashers  but  invest 
tens  of  thousands  of  dollars  on  the 
basis  of  only  a  two-  or  three-minute 
sales  talk.) 

If  your  questions  get  a  reply  like 
"It's  moving  up,  and  we're  only  al- 
lotting you  stock  because  we  want 
you  as  a  client,"  run,  do  not  walk,  to 
the  nearest  exit.  If  a  performance 
record  has  numerous  caveats  and 
gives  itself  wide  benefits  of  the 
doubt  in  measurements,  again  beat 
a  retreat. 

The  point  is,  if  it  looks  too  easy,  it 
probably  is.  Avoid  it. 

If  you  favor  good  stocks,  here  are  a 
few  to  look  at: 

Gemini  Capital  (12).  Want  a  record 
of  outperforming  the  market  for  al- 
most two  decades?  Then  look  at 
Gemini  Capital,  managed  by  John 
Neff,  a  first-class  value  manager. 
This  dual  fund  (income  sharehold- 
ers get  all  the  income,  capital  share- 
holders all  capital  gains  or  losses)  is 
trading  at  a  20%  discount  from  its 
asset  value  on  the  New  York  Stock 
Exchange.  If,  as  I  believe,  markets 
are  heading  higher,  investors  here 
will  get  a  better  than  2-to-l  play  on 
the  upside. 

IBM  ( 1 2 1 )  was  mauled  by  the  mar- 
ket in  1986,  partly  because  of  disap- 
pointing earnings,  partly  because  of 
disillusioned  investor  selling  before 
capital  gains  taxes  were  hiked.  The 
company  is  bringing  costs  under 
control  and  should  show  rising 
earnings  beginning  in  the  second 
half.  IBM  trades  at  a  P/E  of  12  and 
yields  3.7%. 

Defense  contractors  took  a  major 
beating  in  1986.  Still,  General  Dy- 
namics (68)  has  had  a  decade  of  al- 
most consistently  rising  earnings, 
with  the  likelihood  of  an  earnings 
increase  in  1987.  GD  trades  at  a  P/E 
of  8  and  yields  1 .4% .  ■ 
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Forbes  Market/ 


BUSINESS  OPPORTUNITIES 


Money 
grows  on 
trees. 

On  the  cedar  trees  of  Lindal 
Cedar  Homes  and  Justus  Log 
Homes.  The  world's  most  popu- 
lar custom  cedar  homes.  They're 
easy  to  sell  because  they're  as 
practical  as  they  are  beautiful. 
With  catalogs  that  are  the  big- 
gest and  best  in  the  business. 
And  right  now  we're  looking  for 
good  dealers  in  many  areas. 

If  you  like  the  idea  of  being 
independent  and  starting  up 

with  no  franchise  fee 
call  us  toll  free 
at  1-800- 
221-6063. 
Because 
money 
grows  in 
cedar. 


A  lifflDRb  CEDHR  HOIDES 

P.O.  Box  24426,  Seattle,  WA  98124 
(206)  725-0900 


■rmi    15,000  BUSINESSES 

wyfflP     FROM  COAST 

*33B3p|  to  coast 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
\p/  in  f  la  call  800-533-4663 


FRANCHISING 


Franchise 


Your  Business. 

Franchise  Consulting  Group,  Inc. 

101  Derby  Street,  Hingham,  MA  02043 

In  Mass.       -  (617)  848-7550 
.    Outside  Mass  -  (800)  358-801 1  A 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.00/sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price 

•  Fully  Insulated  •  Built-in  Computer  Center 

•  Thermo  Pane  Windows  which  allows  the  home 

•  Cathedral  Ceilings         to  perform  many  func- 

•  Exterior  Decks  tlons  for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  one  district  representative  to  establish  retail  sales 

Protected  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home. 
Home  may  be  lived  in  or  used  as  an  office 

Call  Mr.  Farb 
Phone  H  (404)  479-9700 
P.O.  Drawer  1569,  Canton.  GA  30114-1169 


FRANCHISES  AVAILABLE 


COACHW0RKS 


If  you  like  to  make  money  &  enjoy  your- 
self while  doing  it.  We  may  be  able  to 
fulfill  you're  fantasy  tool  FANTASY 
C0ACHW0RKS,  the  worlds  1st  &  most 
successful  "Auto  Boutique"  has  34 
Franchised  Showrooms  under  develop- 
ment in  6  states! 

f'to  &    $55-$75K  Required 
lrlv  Master  Territories  Available 
I  (014)  487-0054 


Jim  Smool-President/Founder 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise Over  600  others  have,  ask  them 
Call  today  for  free  information 

Speedy* 

Prtrtting  C*nc«ra 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS,  CA  92653-1342 
CALL  1-800-854-3321 


SERVICES 


OVER  $500,000,000.00  WORTH 

Of  Builnttsit  FOR  SALE  By  Owniri  Nitlonwldi 

SAVE ...  No  Brokerage  Fees 

If  you  want  to  LIU  or  Buy  Call 

Toll  Free  1-800-233-2115      V  ^  M 

In  Tex  1-214-612-0072  ^83»3**r 

GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 

MANY  OFFER  OWNER  FINANCING 


FORBES  BINDERS 


PERTO  INC. 

"The  Personal  Touch  in 
Commercial  Collections" 
AL  B.  MEYERS,  President 
1065  Old  Country  Rd.,  P.O.  Box  695 
Westbury,  NY  11590 
Phone  (516)  997-4317 


MISCELLANEOUS  FOR  SALE 

INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce.  American 
Gem  Trade  Assn 

HOUSE  OF  ONYX 
No  One  Main  Street 
Greenville,  Kentucky  42345 
TOLL  FREE  1-800-426-8352 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 
Slipcase:  $7.95; 
three  for  $21.95 
Binders.  $9.95 
three  for  $27.95 
Add  $1  per  unit  postage  card 
handling.  Send  check  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 
Or  call  1-800-972-5858 


The  American 
Cancer  Society 
thanks  you. 

Your  employee 
thank  you. 

Their  famines 
thank  you. 


You've  become  a  life 
saver.  Literally.  For  installing 
our  Employee  Education 
Program.  For  letting  us 
supply  free  films,  exhibits, 
speakers,  pamphlets,  posters, 
and  articles  for  your  company 
publications.  For  accepting 
our  help  in  arranging  "action" 
programs  for  your 
employees ...  for  detection  of 
colorectal  cancer,  instruc- 
tions in  breast  cancer 
examination,  for  detection  of 
cervical  cancer  via  the  Pap 
test.  For  simply  under- 
standing that  if  cancer  is 
detected  in  its  early  stages, 
chances  for  cure  are  greatly 
increased  Thank  you 

Hundreds  of  companies 
now  have  an  American 
Cancer  Society  Employee 
Education  Program.  If  yours 
isn't  one  of  them,  call  us. 


American  Cancer  Society 

2,000000  people  fighting  cancer. 

nilSSI'All  lOMKIHl  1HMS  A  I'l  W  II  SIKVIl 


Forbes:  Capitalist  Tool 


REACH  THE  PEOPLE  WHO  OWf> 
AND  RUN  AMERICA'S  BUSINESS 


brbes  Market/ 


WINE  CELLARS 


WINE  CELLARS 


YACHTS 


YACHTS 


/INECELLARS-USA 

High-Quality  •  American  Made 
LifetimeWarranty  on  Redwood  Racks 

om  Rack  Systems  and  Cellars  from  600  •  20,000  Botlles 
dard  Features:  Wood  Construction*  Individual  Bottle  Nesting 
Warranty  on  Compressor*  Uniform  Temperature  &  Humid- 
nd  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 

Retail  YourCost 

)  Bottle  (Pictured)  $2495  $1495 

)  Bottle  Twin  Unit   4495  2795 

\$100orm  ore  commission  on  sales  from  your  leads . 
•  cellars  are  bigger,  better  &  cost  less!  Request  our  catalog  of 
;  wines  &  other  cellars,  we  are  licensed  wine  merchants — Call 

lympic  Sales  C  O.  Since  1947 

S.LaBreaAve.,  Los  Angeles,  C  A  90036'  Visa/AmEx/MC 
3)421-8045orinCA(213)937-3221    •    We  Ship  Anywhere. 


VIDEO  PRODUCTIONS 

ATTENTION  CLASS 
REUNION  PLANNERS: 

ional,  nostalgic,  customized  VIDEO 
ig  colorful  graphics  and  your  original 
tfe  photos  with  world  events,  fads, 
:  songs. 

Dynamite  entertainment. 
write:  Creative  Production  Services.  Inc.. 
Euclid,  Suite  820,  Cleveland,  OH  44115 
(216)  771-7711. 

BUSINESS  SERVICES 


:  OUR  TOLL  FREE  800  LINES 
t  YOUR  NEXT  PROMOTION! 

iie  800  advantage  to  increase  prof- 
lity  Save  time  &  money  We'll 
orders,  leads.  &  messages.  24 
s  a  day.  All  50  States  &  Canada 
essional  &  Economical  Service. 
ERICAN  ADVANTAGE  800. 
0-628-2828  ext.  100. 


FORBES 
,RKET/CLASSIFIED 

gs  are  accepted  at  the  dis- 
n  of  the  publisher  and  are 
n  basic  units  of  one  inch  (14 
i  lines)  for  regular  listings, 
«o  inches  (28  agate  lines)  for 
»y  advertisements.  Additional 
i  over  specified  minimums  is 
at  the  appropriate  agate  line 

rtising  closing  date  is  one 
fi  preceding  date  of  issue, 
jency  discounts  available, 
lent  must  accompany  order 
s  from  accredited  agency. 

I  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 
IBES  MARKET/CLASSIFIED 

th  Avenue,  New  York,  NY  10011 
(212)  620-2440 


TRAVEL 


THOSE  IN  THE  KNOW 

book  TRAUEL0W 

200  CITIES  WORLDWIDE  A 

(Roundtnp  from  JFK.  New  York) 
Europe  •  Australia  •  Orient 

Sydney 
Acapulco 
Athens 
Shanghai 
Tel  Aviv 
London 
Jvladrid 


SI  099 
329 
595 
810 
729 
399 


Melbourne  $1299 
Nice  599 
Paris  499 
Rio  Oe  Janeiro  790 
Tokyo  695 
Vienna  549 


^jadrid    ^  499  Zurich  549^ 

X^^M^^OLL  FREE 
a  l  ^uX^  NATIONWIDE 
(UlteJ  outside  NY  800-231-5561 
"    718-445-1302  718-445-8429 


GALAPAGOS 

You,  9  other  adventurers  and  our 
licensed  naturalist  will  sail  by  yacht 
to  explore  more  islands  than  any 
other  Galapagos  expedition.  44 
Trip  dates.  Machu  Picchu  Option. 
FREE  BROCHURE 
lAICfl  GFLOATS  41 5-435-4622 
I606fbjuanita.  Tiburoru  CA  94920 


REAL  ESTATE 


ARIZONA 

Industrial  zoned  land  in  the  path  of 
progress — new  &  presently  owned 
luxury  homes  &  residential  land 
SHIRLEY  &  RUBIN  KICHEN 
Specializing  in  satisfied  clients 
MERRILL  LYNCH  REALTY 
Bus.  (602)  991-3300  res  (602)  860-2508 


MAILING  LISTS 


•  16  Million 

Businesses 
Homeowners  by 
Income  Ratings 
6,010,000  Investors 


W.  S.  PONTON,  INC. 

5149  Butler  St  •  The  Ponton  Bldg 
Pgh.  Pa. 15201  .  412-782  2360 


WORLD  CLASS  BENETTI  LLOYD'S  105'  YACHT  •  LADY  BARBARA 

23'  beam,  twin  Gardner  260  hp  engines,  ten  guests,  five  crew.  Elegant  mirrored  master  suite  with  king  size  berth; 
all  fixtures  gold-plated;  5  bathrooms  with  showers;  luxury  dining  salon;  Jacuzzi  hot  tub;  sauna;  windsurfer.  16' 
Boston  Whaler  &  60  hp  outboard;  Haines  Skiboat  &  115  hp  outboard;  waterski/snorkel  equipment;  stereo  cassette 
in  each  of  five  staterooms;  television/video;  entire  yacht  HVAC;  four-color  brochure  available;  Counsel  to  Owner; 
Marion  Edwyn  Harrison,  Esq.,  1000  Potomac  Street,  N.W.,  Third  Floor,  Washington,  D.C.,  cable 
MEHLAW,  telex  89492;  telephone  202  965  6300;  facsimile  202  337  4632.  US$2.9  million  cash. 


FLAGS  FLAGPOLES 
&  BANNERS 


Good  news  for  the 
Flag  Flyer! 

imuTM.oe|  •  Amencan  flags 
1  State  &  foreign 
flags 

Corporate  logo  and 
custom  flags 
All  size  flag  poles 
in  stock 

1  Exterior  banners 

FREE  22  RVGE  CATALOG! 

Mail  your  business  card  today  to: 

Kronbvpji  7106  Maplendge 
Ftogj  and  Houston,  Texas  77081 
Flogpote  (713)  666-2371 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
«/e  II  narrow  your  close! 
classics  to  a  stylish  3  %"  lor 
state  vwdthl  Great  birth- 
day or  Christmas  gift 
Send  SI3  50  for  each  set 
of  3  ties  to 
SLIM  TIES  CO. 
44  Monterey  Blvd .  Oept  O 
San  Francisco.  CA  94 1 3 1        |41S|  M5-4IOO 


COMPUTERS 


Radio  /hack -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 
Fgt  Prepaid.  Save  Tax 
as      Toll  Free  800-231-3680 

■1  (TlflRYfTlflC  INDUSTRIESINC 
22511  Kaly  Fwy 
Katy  (Houston)  TX  77450 
1-713-392-0747  Telex  774132 


EXECUTIVE  GIFTS 

'  MACANUDO  ROTHSCHILD 
■  CIGARS  35%  OFF! 

(6W  RG42,  Box  of  25) 

I  '33*/B0X!  (SAVE  $18.55) 

Wrapper  choice:  Natural,  Claro  or  Maduro 
Also  rock  bottom  prices  on  fresh,  perfect 
Partagas,  Don  Dlegos,  H.  Upmanns. 
Ramon  Allones,  Royal  Jamalcas, 
Montecruz.  FREE  catalog  800-672-5544 
(NY  State:  21 2-221  -1 408)  Send  check  or 
M  0  — add  $2  00  for  shipping. 
New  York  residents  add  sales  tax 


|  FAMOUS  SMOKE  SHOP 

m     Dept  101.  55  W  39th  St  New  York.  NY  10018 


Offer  expires  Feb  28.  1987 


CUSTOM 
STAND-UP  DESK 


3819  Kondren.  Houston,  Texas  77063 
(713>97S-9721 
Outside  Texas  1-800-645-2065 


ALL  NAME  BRANDS 

FAST-FRESH-CHEAP 
1-80Q-JR  CIGAR 


Insights 


MONEY  &  INVESTMENTS 


By  Srully  Blotnick 


While  many  young  bemoan  their  eco- 
nomic fate,  immigrants  of  similar  ages 
and  backgrounds  forge  ahead.  Why? 

UNLEASHED 


survey?  The  U.S. -born  respondents 
pointed  to  one  fact  more  than  any 
other:  headlines  about  mass  layoffs. 
Said  a  31 -year-old  from  Chicago 
who  works  for  a  multinational  con- 
sumer goods  firm:  "I'm  treading 
water.  I  don't  see  [the  company] 
doubling  or  tripling  my  pay.  It's  just 
little  increases  every  year — the 
slow  road  to  nowhere." 

By  contrast,  the  immigrant  por- 
tion of  the  sample  keeps  emphasiz- 
ing one  theme  above  all.  "You  have 
to  make  chances  for  yourself,"  is 
the  way  a  30-year-old  engineer  born 
and  raised  in  Delhi  put  it.  Playing 
devil's  advocate,  I  asked  him, 
"Couldn't  you  have  done  that  in 
India,  too?"  His  reply  was  revealing: 
"No,  not  as  easily.  My  country  has 
too  many  technically  trained  people 
for  the  number  of  jobs.  Here,  there 
is  work,  if  you  really  want  to  do  it." 

The  idea  of  being  "unleashed,"  of 
having  been  "sprung  free,"  pops  up 
repeatedly  in  the  comments  of 
these  recent  immigrants.  No  matter 
how  grim  things  appear  to  native 
Americans,  immigrants  see  earn- 
ings and  career  prospects  as  better 
in  the  U.S.  than  they  are  anywhere 
else  on  earth.  "I  love  Switzerland," 
the  engineer  from  Delhi  volun- 
teered, "but  the  jobs — and  the  wel- 
come— I  want  aren't  there." 

Further  analysis  of  the  replies  of 
the  two  groups  produced  some  fas- 
cinating findings.  Educated  immi- 
grants didn't  originally  anticipate  a 
warm  reception  from  corporate 
America.  Why  not?  Mainly,  they 
said,  because  of  cultural  differences, 
especially  language  difficulties. 

But  instead  of  feeling  defeated  by 
these  obstacles,  the  typical  immi- 
grant I  interviewed  has  converted 
them  into  an  opportunity.  How?  By 


There's  an  old  joke  about  two  psy- 
chiatrists who  meet,  for  the  first 
time  in  months,  in  a  hospital  corri- 
dor. The  first  stares  at  the  second  for 
a  moment,  then  says,  with  a  wor- 
ried air:  "You're  fine.  How  am  I?" 

What  brings  this  to  mind?  The 
sad  fact  that  recent  college  gradu- 
ates are  convinced  that  their  eco- 
nomic prospects  are  dismal.  "The 
window  of  opportunity  has  closed," 
a  26-year-old  who  studied  business 
administration  at  the  University  of 
Michigan  and  is  now  working  for  a 
major  book  publisher  told  me.  "I 
missed  it." 

Really?  If  that  is  so,  why  do  immi- 
grants who  have  come  here  within 
the  past  decade  feel  so  differently? 
Having  surveyed  more  than  600 
such  individuals  late  in  1986,  I  can 
report  that  this  group  is  highly  opti- 
mistic about  its  prospects.  Like  the 
worried  psychiatrist,  perhaps  our 
college  graduates  should  look  out- 
side themselves  for  a  more  objective 
appraisal  of  their  financial  future. 

What  accounts  for  the  large  gap 
between  the  outlook  of  the  600  and 
a  comparable  group  of  native  Amer- 
icans who  were  included  in  our 


Srully  Hlotnick  is  a  business  psychologist 
and  author  of  Ambitious  Men:  Their  Drives, 
Dreams  and  Delusions,  just  published  by 
Viking  Press 


going  into  business  for  himself 
sooner  than  his  U.S. -born  counter- 
part does.  As  it  turns  out,  necessity 
is  the  mother  of  invention — and  of 
immigrant  entrepreneurs. 

In  an  era  in  which  mid-  and  large- 
size  corporations  in  the  U.S.  have 
been  cutting  their  employee  rosters 
aggressively,  this  wariness  of  depen- 
dence on  a  corporation  is  an  asset. 

Look  at  it  this  way:  The  typical 
native  American  who  eventually 
becomes  the  owner  of  his  own  busi- 
ness goes  through  a  three-stage  pro- 
cess. In  the  first  stage,  he  hopes  to 
find  a  position  at  a  preferably  small 
but  rapidly  growing  firm.  In  the  sec- 
ond, he  becomes  severely  disap- 
pointed with  his  employer's  pace 
and  style.  Then,  and  only  then,  does 
he  actually  go  out  on  his  own. 

Many  of  the  immigrants  I  have 
studied  are  spared  the  pain  and  dis- 
enchantment of  having  to  pass 
through  stages  one  and  two.  They 
aren't  full  of  high  hopes  about  cor- 
porate beneficence  and  wisdom  to 
begin  with.  Even  if  they  put  in  a  few 
years  at  a  large  firm,  they  think  of  it 
primarily  in  technical  terms  ("extra 
training  and  preparation"). 

Another  advantage:  Thinking  in- 
ternationally comes  naturally  to 
them.  Globalization  has  arrived, 
not  just  in  manufacturing  but  also 
in  everything  from  advertising  to 
financial  services.  No  group  still  in 
its  20s  and  30s  is  as  aware  of  that 
development  as  recent  immigrants 
from  Asia.  As  the  engineer  from  In- 
dia said:  "I'll  be  leaving  this  compa- 
ny and  starting  an  export-import 
firm  within  a  year.  That's  where  the 
real  future  lies." 

Does  this  mean  these  immigrants 
are  so  bound  to  their  native  land 
that  they  prefer  to  buy  things  from 
their  country  of  birth  rather  than 
goods  and  services  produced  here? 
Hardly.  Instead,  their  view  is  truly 
global:  Manufacture  something  in 
one  country,  any  country,  sell  it  in 
another,  any  other,  including  the 
U.S.,  of  course. 

The  psychiatrist  in  the  joke  I 
cited  above  was  worried  about  him- 
self. He  wanted  a  colleague,  an  out- 
side expert,  to  tell  him  he  was  okay. 
That's  also  my  advice  to  today's 
young:  If  you're  feeling  glum  about 
your  prospects,  look  to  the  immi- 
grants of  your  own  age.  Try  to  adopt 
some  of  their  perspective  and  realis- 
tic ambitions.  Otherwise,  they  will 
push  ahead  steadily  while  you  make 
future  hardship  a  self-fulfilling 
prophesy.  ■ 
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Commodities 


MONEY  &  INVESTMENTS 


The  CRB's futures  price  index  is  one  of  the 
most  widely  watched  inflation/ deflation 
indicators.  Now  you  can  even  trade  it. 

A  GLIMPSE  TODAY 
OF  TOMORROW 


By  Stanley  W.  Angrist 


Almost  every  serious  student  of  the 
market  has  at  least  one  indicator 
that  he  or  she  follows  as  a  clue  to 
when  inflation  is  going  to  start  its 
next  run.  Some  look  at  the  price  of 
gold,  some  follow  long-term  inter- 
est rates,  while  others  look  at  stock 
prices.  Of  course,  there  is  no  perfect 
indicator  of  inflation,  but  there  is 
now  a  futures  contract  that  histori- 
cally has  a  high  correlation  with 
broad  price  movements. 

The  New  York  Futures  Exchange, 
a  wholly  owned  subsidiary  of  the 
New  York  Stock  Exchange,  has  de- 
veloped a  futures  contract  based  on 
the  Commodity  Research  Bureau 
(CRB)  index,  which  reflects  prices 
in  27  commodity  futures  markets. 
The  CRB  futures  price  index  has 
been  calculated  for  over  30  years 
and  includes  commodity  contracts 
for  grains,  livestock,  metals,  oil- 
seeds, energy  and  others.  It  includes 
no  financial  commodities,  stock  in- 
dexes, bonds  or  the  like. 

Each  commodity  in  the  index  is 
traded  on  a  futures  exchange,  thus 
allowing  the  index  itself  to  be  recal- 
culated every  60  seconds.  The  con- 
tracts in  the  index  represent  approx- 
imately 90%  of  the  trading  volume 


Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets 


in  the  nonfinancial  futures  market 
of  the  U.S.  and  Canada. 

Ray  Dalio,  president  of  Bridgewa- 
ter  Associates,  an  economic  con- 
sulting firm,  has  prepared  a  detailed 
study  of  the  CRB  index.  He  points 
out  that  because  it  is  a  basket  of  27 
commodities,  the  CRB  index  re- 
flects changes  in  commodity  prices 
in  general,  as  well  as  shifts  in  the 
economic  and  market  environment. 

In  his  paper  (available  from 
NYFE,  20  Broad  Street,  New  York, 
N.Y.  10005),  Dalio  isolates  some 
specific  correlations  that  commod- 
ity traders  should  be  interested  in. 

 Out  of  step  

The  CRB  index  usually  moves  in  the 
opposite  direction  from  stock  prices 
and  often  gives  advanced  warning  of 
stock  market  movements.  And  since 
I  believe  that  the  market  is  in  for  a 
period  of  struggle,  shorting  the 
NYSE,  while  going  long  the  CRB 
index  could  prove  profitable. 

March  CRB  index 

226% 


March  NYSE  index 


15  29  12  26  10  24  7  21  S  19 
Aug.  I  Sept.  |   Oct.    I  Nov.     I  Dec. 


Source:  Commodity  Research  Bureau 


For  example,  the  CRB  index  leads 
bond  yields,  on  average,  by  8 
months;  the  CPI  by  6  months;  while 
it  lags  the  price  of  gold  by  4  months. 

The  nature  of  the  index'  makeup 
means  that  it  tends  to  smooth  price 
changes— it  moves  much  less  errati- 
cally than  its  individual  compo- 
nents. That  also  means  it  lends  it- 
self to  trend-following  trading.  For 
example,  Dalio  computed  a  40- 
week  moving  average  of  the  CRB 
index,  then  each  tunc  the  index 
closed  above  its  40-week  average,  a 
long  position  was  taken;  a  close  un- 
der its  40-week  average  called  for  a 
short  position  to  be  instituted.  This 
technique  produced  attractive  prof- 
its without  too  many  whipsaws. 

The  CRB  index  offers  numerous 
spreading  opportunities.  Spreads 
have  been  analyzed  between  the  in- 
dex and  the  NYSE  index,  Treasury 
bond  futures,  wheat  and  crude  oil. 
In  addition  to  using  the  index  as  an 
inflation  or  deflation  hedge  or  as 
one-leg  of  a  spreading  relationship, 
the  index  can  be  used  as  a  proxy  for 
one  or  more  of  its  components. 

Suppose  the  day  after  the  Cherno- 
byl accident  wheat  moved  limit  up 
in  anticipation  of  increased  pur- 
chases of  U.S.  grain,  and  you  were 
unable  to  take  a  long  position  in  the 
wheat  market.  It  still  would  have 
been  possible  to  capture  a  profit,  as 
there  is  no  daily  limit  on  the  CRB 
index  and  it  trades  for  more  than  an 
hour  after  the  wheat  pit  is  closed.  In 
fact,  the  CRB  index  moved  up  about 
10  full  points  in  the  ten  days  follow- 
ing the  Chernobyl  accident,  for  a 
$5,000  per  contract  move.  The  up- 
move  in  the  index  was  fueled,  in 
addition  to  strengthening  grain 
prices,  by  a  rally  in  gold  and  silver. 

If  you  believe,  as  I  do,  that  the 
stock  market  is  in  for  a  period  of 
struggle,  a  relatively  low-risk  spread 
that  might  prove  profitable  would 
be  to  go  long  the  CRB  index,  while 
shorting  the  NYSE  index,  with  the 
CRB  index  carrying  at  least  a  70- 
point  premium  to  the  NYSE  index, 
basis  the  March  contracts.  Because 
the  two  indexes  generally  move  in 
opposite  directions,  any  sharp  sell- 
off  in  the  NYSE  should  be  accompa- 
nied by  a  rise  in  the  CRB.  The  mar- 
gin on  this  trade  is  about  $5,500, 
while  the  round-turn  commission 
should  be  no  more  than  $50  at  a 
discounter.  I  would  be  willing  to 
accept  a  $2,500  profit,  and  a  risk  of 
no  more  than  $1,500.  Keep  in  mind 
that  each  full  point  move  of  the 
spread  is  worth  $500.  ■ 


ORBES,  JANUARY  26,  1987 


109 


Streetwalker 


The  credibility  gap  widens 

Ivan  Boesky  notwithstanding,  peo- 
ple made  billions  last  year  buying 
stocks  after  raiders  bid  for  the  compa- 
ny and  before  the  selling  price  closed 
up  to  the  bid.  Making  money  this  way 
is  a  matter  of  credibility:  Does  the 
raider  have  it?  That  is,  do  you  believe 
he  has  the  financial  strength  and  in- 
tegrity to  follow  through  on  a  bid  and 
make  money  for  everyone?  Or  is  he 
just  out  for  a  quick  greenmail  buck? 

This  credibility  is  important  to  the 
raider,  too.  If  he  has  it,  arbitragers  will 
jump  in  and  garner  stock  for  him.  If  he 
lacks  it,  the  arbs  will  sit  on  their 
hands — as  they  will  with  the  Belz- 
bergs,  who  haven't  been  taken  seri- 
ously by  knowing  pros  for  a  long  time. 

Who  else  among  the  well-known 
takeover  artists  has  lost  it?  All  of 
them,  more  or  less,  but  some  have 
lost  much  more  than  others. 

Take  Irwin  (The  Liquidator)  Jacobs. 
His  capture  of  AMF  has  long  since 
been  obscured  by  such  debacles  as 
plays  for  Enron,  the  natural  gas  pipe- 
line, and  Tidewater,  the  offshore  oil 
service  company  whose  share  price 
has  collapsed.  Recently  Jacobs  filed  a 
13-D  for  Borg-Warner,  and  has  even 
increased  his  holding,  prompting  one 
big  trader  to  say:  "He  must  be  bagged 
in  the  stock.  He  hasn't  found  anybody 
to  take  him  out  at  his  price,  so  he's 
going  public."  Count  Irwin  out  as  a 
serious  player,  and  no  tears. 

Sanford  Sigoloff,  chairman  of 
Wickes?  He  may  have  sold  himself  to 
the  media  as  a  great  turnaround  artist, 
and  he  has  long  enjoyed  access  to  the 
Drexel  Burnham  money  machine,  but 
his  name  is  now  mud  in  takeover  cir- 
cles. Typical  Wall  Street  comment: 
"Not  only  did  he  walk  away  from  two 
unfriendly  deals — National  Gypsum 
and  Owens-Corning — he  even  backed 
out  of  Lear  Siegler,  where  he  was  the 
white  knight!" 

A  few  raiders  still  get  respect,  but 
only  tentatively.  Sam  Heyman  of 
GAF  played  Union  Carbide  to  near 
perfection  and  made  money  for  arbs 
and  ordinary  shareholders  alike,  even 
though  he  didn't  win  the  company. 
Now  he  has  13-D  filings  in  CBI  Indus- 
tries and  Borg-Warner  If  he  walks 
away  from  both  of  these,  he'll  be  off 
the  arbs  list,  too.  In  this  business,  it 
doesn't  matter  how  many  times 
you've  won.  It's  always:  What  have 
you  done  for  us  lately? 

Ditto  Carl  Icahn.  If  he  takes  green- 
mail  or  runs  away  from  USX,  he  will 


lose  what  respect  he  still  retains. 

Jimmy  Goldsmith  and  Ron  Perel- 
man  are  still  taken  seriously,  but  no- 
body is  about  to  follow  either  of  them 
blindly  these  days.  Perelman  settled 
for  greenmail  with  CPC  Internation- 
al, Transworld  and  Gillette.  Gold- 
smith did  the  same  to  Goodyear. 

Put  it  this  way:  The  takeover  game 
isn't  entirely  over,  but  there's  no 
more  easy  money  in  it. — Thomas  Jaffe 


Powerhouse  potential 

Shares  in  May  Department  Stores 
traded  at  around  34  after  its  $2.4 
billion  acquisition  of  Associated  Dry 
Goods  became  official  Oct.  4.  Recent- 
ly the  stock  was  above  37  on  heavy 
volume.  Why  the  enthusiasm?  Bulls 
think  May  will  turn  around  laggard 


Caldor  discount  store 


May  can  do. 


Dry  Goods.  Together  they  will  ac- 
count for  some  $10  billion  of  sales  in 
1987.  If  May  succeeds,  says  Stuart 
Robbins  of  Donaldson,  Lufkin  &  Jen- 
rette,  the  leverage  will  be  terrific. 

May  continues  strong  in  some 
tough  markets — St.  Louis,  Cleveland, 
Pittsburgh  and  Hartford,  for  example. 
Dry  Goods'  markets,  meanwhile,  are 
growing  twice  as  fast  as  May's.  Says 
Robbins:  "Combine  the  strength  of 
the  May  franchise  with  the  growth 
possibilities  available  at  Dry  Goods, 
and  you  have  a  real  powerhouse." 

May  is  shutting  Dry  Goods'  head- 
quarters, a  $20  million  savings.  Strug- 
gling Caldor,  a  discounter  in  the 
Northeast,  has  a  new  boss.  Also  to 
come  are  greater  efficiencies  at  Lord 
&  Taylor,  the  flagship  of  Dry  Goods. 
Over  time  the  consolidation  and  cost- 
cutting  will  add  more  than  $100  mil- 


lion to  operating  profits. 

Robbins  expects  May  to  earn  $2.40 
a  share  for  the  fiscal  year  ending  Jan. 
31,  then  improve  35%,  to  $3.25  a 
share  in  the  coming  year.  If  so,  the  156 
million  shares  sell  at  a  reasonable 
11.5  times  expected  earnings.  This 
could  be  a  long-term  winner. — T.J. 


Preemptive  strike 

New  rules  allow  Japanese  institu- 
tions to  invest  up  to  30%  of  their 
total  assets  overseas.  They  now  have 
about  10%  invested  there.  No  sur- 
prise, then,  that  international  fund 
managers  are  trying  to  figure  out 
where  the  Japanese  will  show 
up  .  .  .  and  get  there  first,  before  the 
flood  of  Japanese  funds  drives  up 
prices.  Raising  the  limit  to  30%  po- 
tentially could  free  an  additional  $150 
billion  for  investment  abroad. 

We  already  know  more  Japanese  in- 
vestors are  turning  to  U.S.  equities 
(Forbes,  Jan.  12).  Who's  next?  Mi- 
chael Sofaer,  London  money  manager 
for  Hong  Kong-based  Arral  Associates 
Ltd.,  thinks  it  will  be  the  laggard  West 
German  bourse,  up  only  5.3%  (in  DM 
terms)  in  1986,  as  measured  by  Mor- 
gan Stanley  Capital  International  Per- 
spective's West  German  stock  index 
The  dollar's  decline  has  cost  Japanese 
money  managers  billions  over  the 
past  few  years,  and  the  economists 
Sofaer  talks  to  think  the  mark  is  a 
better  risk.  Since  the  dollar  began 
dropping  in  the  fall  of  1985,  the  mark 
has  shown  strength  roughly  compara- 
ble to  the  currently  all-powerful  yen. 

It  wouldn't  take  much  to  move  the 
German  market,  with  its  $200  billion 
capitalization.  Sofaer  expects  the  Jap- 
anese to  buy  blue  chips  like  Deutsche 
Bank,  Siemens,  retailer  Kaufhof, 
Daimler-Benz  and  Hoechst. — T.J. 


Shares  and  spares 

Stephen  Wemress  of  Los  Angeles' 
L.H.  Friend  &  Co.  is  doing  wheel- 
ies  over  $390  million  (estimated  sales) 
TBC  Corp.,  a  distributor  of  auto  re- 
placement parts.  TBC,  based  in  Mem- 
phis, sells  everything  from  tires  and 
spares  to  batteries,  and  markets  na- 
tionwide under  its  own  brands — 
Grand  Prix  and  Cordovan,  among 
them — through  over  160  regional 
warehouses  and  20,000  independent 
tire  dealers  and  automotive  stores. 
The  market  for  replacement  auto 
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ATTENTION 

Fidelity 
Investors 

WHICH  FUNDS  SHOULD  YOU  BUY  NOW! 


With  over  70  Fidelity  Funds  to  choose  from,  how  do 
you  decide  which  ones  are  right  for  you?  When  to  buy? 
Sell?  Switch? 

Totally  independent  and  objective,  MFIA's  monthly 
Insight  reports  help  you  spot  the  best  opportunities 
and  stay  up-to-date  on  performance,  new  funds,  man- 
agement changes  and  more. 

Plus-MFIA's  1987  Guide  to  the  Fidelity  Funds- 
Magellan,  Overseas,  Select  and  dozens  more.  Facts, 
history  and  analysis  on  all  Fidelity  funds  available. 
A  $24.95  value,  free  to  new  members. 


Don't  miss  this  great  bonus  offer 
Monthly  Insight  reports,  IRA  Review 
and  special  reports  throughout  the 
year.  Join  now  and  receive  the  1987 
Fidelity  Fund  Guide,  a  $24.95  value 
absolutely  free. 


BONUS 


Visa  and  MasterCard  orders  Call  Toll  Free  24  Hours 
1-800-343-4300  Ext.  331 

or  complete  coupon  and  mail  with  payment  to: 

■Yes 
■  D 

!n 


UTUAL 
UND 

INVESTORS 
SSOCIATON  INC 


P.O.  Box  385, 
Needham,  MA  02192 


r 

■□ 

|Card#  

^Signature 
iName  

I  Address  _ 
lcity/State . 


I  want  to  take  advantage  of  the  special  bonus  offer  and  join  the  Mutual  Fund  Investors  Association. 
6-month  introductory  membership,  with  free  bonus  Guide— $49  ($59  foreign).  forc 
One  year  membership,  with  free  bonus  Guide— only  $95  ($115  foreign). 

Skip  the  membership,  but  send  the  1987 MF1A  Fidelity  Fund  Guide— $24.95  (plus  $2.00  shipping 
and  handling).  Mass.  residents  add  5%  sales  tax. 

Payment  enclosed     D  VISA     d  MasterCard 


.  Exp.  date . 


.Zip. 


■  MONEY  BACK  GUARANTEE:  If  not  completely  satisfied  you  may  cancel  at  any  time  and  receive  a  refund  on  all  unmailed 
™  reports.  Membership  fees  may  be  tax-deductible.  Your  1987  Guide  will  be  mailed  in  Jan. /Feb.  1987. 


)arts  has  suffered  over  the  last  three 
rears  because  of  depressed  new  car 
;ales  in  the  early  1980s.  But  with  new 
:ar  sales  strong  since  1983,  Weinress 
ooks  for  replacement  parts  volume  to 
)ick  up  through  the  rest  of  the  decade. 

In  1985  weak  demand  for  tires  plus 
i  $6.1  million  charge  for  doubtful  ac- 
:ounts  clobbered  earnings — down 
T2%,  to  41  cents  a  share.  But  for  the 
rear  just  ended,  Weinress  thinks  TBC 
it  least  equaled  the  record  SI.  12  a 
ihare  it  earned  in  1984.  In  1987  he 
:xpects  $1.40  to  $1.50.  Meanwhile, 
rBC  is  buying  back  12%  of  its  shares, 
vhich  will  reduce  the  common  out- 
tanding  to  around  4.7  million  shares. 
Insiders  own  close  to  half.)  Recent 
>rice  o-t-c:  125/s,  or  a  P/E  of  8.5  times 
:xpected  earnings.  With  the  market 
:apitalizing  TBC  at  around  15  cents 
>er  sales-dollar,  Streetwalker  can  see 
vhy  both  Weinress  and  the  company 
hink  the  stock  is  cheap. — T.J. 


\  pure  play 

HI  ant  to  play  the  lottery  without 
W  waiting  in  line?  Bet  on  GTech 
Zorp.,  says  Sharon  Siegfriedt  of  Bos- 
on's New  England  Equity  Research, 
'rovidence-based  GTech  supplies 
:omputerized  on-line  networks — 
:quipment,  software,  service — to  18 
otteries  worldwide.  That's  nearly 
i0%  of  the  overall  market's  installed 
>ase.  Recently  $130  million  (estimat- 
:d  sales)  GTech  won  the  contract  to 
iut  in  the  lottery  system  for  the  Cata- 
onia  region  of  Spain,  as  well  as  for  the 
laracas  area  of  Venezuela.  Competi- 
ion  is  stiff,  including  divisions  of 
Control  Data,  General  Instrument 
nd  Bally,  and  independent  Syntech 
nternational.  But  GTech  has  won  10 
if  the  last  15  contracts  it  bid  for. 

How  big  is  the  market?  Siegfriedt 
stimates  the  U.S.  gross  alone  from 
otteries  last  year  was  some  $13  bil- 
ion,  vs.  $10.2  billion  in  1985. 

She  expects  GTech  to  earn  80  cents 
ter  share  for  the  fiscal  year  ending 
:eb.  28.  In  fiscal  1988  she  thinks  earn- 
ngs  will  nearly  double,  to  $1.50,  on 
ales  of  $175  million.  One  caveat:  Ser- 
ice  contracts  require  a  sizable  up- 
ront  expense  to  install  a  system.  Ini- 
ially  that  often  hurts  profits,  but 
mce  a  system  is  running,  this 
mooths  out.  Recent  o-t-c  price:  22V2. 
iiegfriedt  admits  the  15  P/E  isn't  a 
targain,  but  she  notes  GTech  is  the 
inly  pure  play  in  a  growth  industry. 

The  Basses,  who  put  up  half  of 
iTech's  initial  capital,  own  nearly 
\0%  of  the  9.4  million  shares.  The 
hree  founders  own  under  20%. — T.J. 


Get  Lost! 


IN  PARADISE 

An  island  paradise  that  offers 
x~Y  you  total  relaxation  plus  the 
thrill  of  discovery.  Stroll 
pristine  beaches.  Go  fishing  for 
the  big  ones.  Sun  yourself  by  our 
pool  or  scuba  in  waters  renowned 
for  the  splendor  of  their  tropical 
fish.  On  Forbes  Magazine's 
Laucala  Island,  all  the  choices 
are  yours. 

BUT  JUST  FOR  A  FEW  . . . 
Forbes  loves  its  private  Fiji 
island,  and  we  think  you  will,  too. 
So  we've  put  out  the  welcome 
mat,  but  only  for  a  few  at  a  time. 
We'll  take  up  to  8  guests,  for  7 
nights  and  8  days.  Cost  is  $1,950 


per  person,  which  includes  4 
days  of  tropical  fishing  plus  all 
meals,  lodging  and  a  round-trip 
flight  between  Laucala  and  Nadi 
International  Airport  (on  the 
main  island).  It's  the  "in"  place  to 
go,  away  from  the  cold,  the  traf- 
fic, the  noise,  the  hassle.  Service 
with  a  smile  and  no  tipping. 
For  information  please  write: 
Fiji  Manager,  Forbes  Magazine, 
60  Fifth  Ave.,  New  York,  NY  1 00 1 1 
or  call  212/620-2461. 
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Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


ABA  Journal   9 

Adams  &  Peck  74 

Addison  Wesley  91 

Adler  86 

Adler  &  Shaykin   86 

ADT  86 

Ahmanson  (H.F.)   86 

Alcoa  70 

Aldnch,  Eastman  &  Waltch   64 

Alfa  Owner  79 

Alfa  Romeo   79 

Fred  Alger    105 

Altos  Computer  Systems  96 

American  Express   54 

Amencan  Express  (Shearson 

Lehman  Brothers)   85,  86 

Amencan  Trucking  Associations   9 

AMF    110 

Amoskeag  Mills    115 

Anheuser-Busch   62 

Apple  Computer  50 

Architectural  Digest   79 

Argyll  Group    18 

Arral  Associates    110 

AST  Research   96 

Avery  International  61 

Bally  Ill 

Baltimore  City  Housing   103 

Bancroft  Convertible  Fund   99 

Chuck  Barris  Productions   70 

Beatnce  (Danskinl   :  77 

Bell  Atlantic   98 

Berkline   77 

D.H.  Blair  86 

Bloom  Agency   79 

BMW   79 

Boeing   32 

Boise  Cascade    104 

Bolar  Pharmaceutical    72 

Bombay  Palace   6,  74 

The  Bond  Buyer   103 

Borg- Warner   110 

Boston  Consulting  Group  62 

Boston  Red  Sox  54 

Braddock  Communications   12 

Brentwood  Associates  50 

Bndgewater  Associates    109 

Bristol-Myers  72,  104 

British  Printing  Communication   91 

British  Steel    18 

Butte  Gas  &  Oil   86 


Cadbury  Schweppes   86 

Caldor    110 

Stephen  J  Cannell  Productions   92 

Cannon  Group  86 

Car  and  Drii  'er   79 

Carnival  Cruise  Lines   62 

Carteret  Savings   8 

CBD  Enterprises 

(Days  Inns  of  America)   78 

CBI  Industries   1 10 

CBS   54 

Cell  Systems   81 

Century  Mineral    86 

Chantiers  de  l'Atlantique   62 

Chemical  New  York   8,  104 

Chicago  Milwaukee   86 

Chili's   74 

Chiyoda  Life   9 

Christie's   84 

Chrysler   61 

Coca-Cola   86 

Collins  &  Aikman    77 

Comdisco  Disaster  Recovery  Services  80 

Conoco  56 

Continental  Insurance    104 

Control  Data    1 1 1 

Convergent  Technologies   50 

Coopers  &  Lybrand   80 

Cousins  Soap   91 

CPC  International    110 

Cunard  Lines   62 

Daimler-Benz    110 

Daisy  Systems   86 

Data  General   86 

Dawson  International    91 

De  Tomaso  Industries  IMaserati)    70 

Dean  Witter  Reynolds   85 

Delaware  North    91 

Delaware  State  Housing  Authority    103 

Denny's   78 

Deutsche  Bank    110 

Walt  Disney  62 

Distillers    18 

Donaldson,  Lufkin  &.  (enrette    110 

Dow  Chemical    104 

Dow  Jones  8 

Dow  [ones  (Wall  Street  Journal)  91 

Drexel  Burnham  Lambert           54,  80,  86,  110 

Dreyfus   54 

Dun  &  Bradstreet   8 

Duquesne  Light   90 


Eastern  Gas  56 

Eastman  Kodak    104 

Enron    1101 

Equitable  Bancorporation    103 

Exxon   50 

Fairchild  Industries   86 1 

Fanuc    10 

Farmer  Brothers  98 1 

Federal  Co  37 

Fidelity  Management   54 1 

Financial  News  Network   86 

First  Asset  Management   104 
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First  (ersey  Securities   105 

Fisher  Body    115 

Ford  Motor   104  | 
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Forstmann  Little    50,  86 

Fox  Network   92 

L.H.  Friend   1 10 

GAF   104,  110 

Gannett  (I  SA  Today)  91 
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Genentech   98 

General  Dynamics    32,  96,  105 

General  Electric    104 
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General  Instrument   •.   Ill 

General  Mills  (Red  Lobster)    78 

General  Motors    10,  61,  104 

Gentlemen's  Quarterly    79 

Giant  Group    70 

Gillette    110 

Gold  Kist   37 

Goldman,  Sachs    86 

Goodyear    1 10 

Gourmet  Magazine   79 

Gotaas  Larsen  Shipping    86 

Greyhound  62 

Greylock  Management   80 

GTech    Ill 

Guilford  Mills    77 

Hick  &  Haas  86 

Hoechst   110 

Holiday   78 

Honda  Motor  [Acura]    79 

Hudson  Foods   37 

E.F.  Hutton    104 

Hyatt   64 
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You'll  find  us  right  in  the  heart  of  America  the  beautiful 
nestled  in  the  rolling  hills  of  magnificent  Missouri 


Forbes  Magazine,  through  its  af- 
filiate, Sangre  de  Cristo  Ranches, 
Inc.,  presents  Forbes  Lake  of 
the  Ozarks.  Over  12,000  acres  of 
playland  that  stretches  along  the 
fabulous  Lake  of  the  Ozarks. 

The  90-mile-long  lake  boasts 
over  1,200  miles  of  shoreline,  chock- 
full  of  fish,  fun  and  a  once-in-a- 
lifetime  recreational  opportunity  for 
you  and  your  family. 

It's  still  one  of  the  country's  best 
kept  vacation  secrets.  For  genera- 
tions, Missourians  and  tuned-in 
Midwesterners  have  come  here  to 
watch  their  young  people  catch 
their  first  largemouth  bass,  learn  to 
sail,  water-ski  and  spend  glorious 
summers  in  and  around  that  special 
world  of  boats.  At  Forbes  Lake  of 
the  Ozarks,  we  preserve  this  way  of 


'Prices  subject  to  change  without  notice 


life.  A  great  place  for  vacations  and 
also  for  year-round  retirement  living. 

If  you  love  to  spend  your  life  by 
the  water,  you  owe  it  to  yourself  and 
those  closest  to  you  to  come  share 
this  secret.  Get  away  from  the  rat 
race.  Go  back  to  the  country.  To 
clean  air.  To  quiet  days  and  family 
fun.  It's  time  to  come  home  to  your 
own  special  place.  To  Forbes  Lake  of 
the  Ozarks. 

For  as  little  $60  a  month,  choice 
land  near  the  lake  can  be  yours. 
Prices  start  at  $6,000*  for  our 
minimum  one  acre  lots,  with  in- 
terest at  9%.  It's  an  opportunity 
you  won't  want  to  miss.  Just  call 
or  write  for  complete  details  with 
no  obligation.  Better  yet,  come 
see  us.  We'd  love  to  call  you 
neighbor. 


Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 

Name  


Address 


City/State/Zip 
I  Telephone 


Obtain  the  Prope  1 

Housing  Opportunity.  A  statement  and  offering  statement  has  been 
offer  'or  sale  or  lease  by  the  Secretary  o'  State  or  that  the  Secretar 
request,  from  Sanqre  de  Cristo  Ranches  nc  NYA86  153 


or  phone  816/438-2801 

ing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any.  of  this  property  Equal  Credit  an 
ihe  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale  or  lease  c 
nas  in  any  way  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  offering  statement  is  available,  upo 


Flashbacks 


The  more  things  change. .  .  ." 
Items  from  past  issues  of  Forbes 


txty  years  ago  in  Forbes 

rom  the  issue  of  February  1,  1927) 


•ank  Melville  Jr.  of  Melville  Shoe  and 
10m  McAn  is  said  to  have  been  the  first 
>er  of  plate  glass  in  shop  windows 


Will  automobile  department  stores 
i  established  by  and  by?  Will  it  be 
3ssible  for  you  and  me  to  walk  into 
1  establishment  selling,  not  one  line 
:  cars,  but  every  line  of  cars?  The 
resent-day  department  store  strives 
)  handle  all  classes  of  merchandise 
ir  which  there  is  demand.  Why  not  a 
Lotor  department  store  likewise  sup- 
ying  every  class  of  product  for 
hich  there  is  demand?" 


ifty  years  ago 

rom  the  issue  of  February  1,  1937) 

Will  1937  be  the  year  when  the 
hild-Labor  Amendment  to  the  Fed- 
al  Consititution  is  finally  ratified? 
ackers  of  the  amendment  have 
apes  that  it  will.  In  mid-fanuary, 
entucky  became  the  25th  state  to 
istify  it;  President  Roosevelt  wrote 
tters  urging  ratification  to  the  gov- 
nors  of  the  19  states  whose  legisla- 
tes meet  this  year;  and  ex-President 
oover  publicly  endorsed  his  stand." 

Last  summer,  citizens  of  Manches- 
:r,  N.H.  were  plunged  in  gloom  when 
court  order  went  out  to  dissolve 
moskeag  Mills,  operator  of  the 
orld's  largest  cotton-textile  mill, 
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Edited  by  Dero  A.  Saunders 

and  the  city's  mainstay  industry. 

"Today  Manchester  gloats  over  a 
remarkable  comeback.  Her  mer- 
chants are  grinning  over  the  final  re- 
ports of  1936  trade,  which  show  a 
20%  rise  over  1935,  and  the  greatest 
holiday  sales  in  the  city's  history.  A 
dozen  new  companies,  employing 
5,000  people  to  make  shoes,  yarn, 
clothing  and  other  goods,  have  been 
brought  to  Manchester." 

"The  sit-down  strike,  labor's  newest 
weapon,  will  be  its  biggest  gun  in 
1937.  And,  from  striking  labor's  point 
of  view,  justifiably  so.  For  in  its  short 
life,  the  sit-down  has  proved  to  be 
more  than  a  match  for  employers.  .  .  . 
Sit-downs  work  best  in  plants  like 
that  of  Fisher  Body  in  Cleveland — 
unfenced,  facing  on  a  street,  with  win- 
dows which  can  be  reached  from  the 
ground.  Through  these  windows  is 
passed  the  food  which  strike  sympa- 
thizers bring." 


Sit-down  strike  in  progress  at  Fisher 
Body's  Cleveland  plant  in  the  mid-1950s 


Twenty -five  years  ago 

(From  the  issue  of  February  1,  1962) 

"America's  major  NATO  allies  are 

quite  thoroughly  disillusioned  with 
the  United  Nations.  President  Kenne- 
dy's plan  to  strengthen  greatly  the 
UN's  powers,  particularly  the  politi- 
cal and  military,  is  meeting  quiet  but 
grimly  determined  opposition  from 
our  best  and  strongest  friends  abroad. 
Our  own  Congress  may  well  not  go  all 
the  way  with  the  President's  request 
that  we  underwrite  the  major  part  of 
the  proposed  UN  bond  issue." 


David  Sarnoff  ran  RCA  1930  to  1969 


"On  Feburary  27  David  Sarnoff  will 

celebrate  his  71st  birthday.  At  an  age 
when  most  men  have  long  since  re- 
tired, Sarnoff  will  go  on  setting  records 
for  corporate  longevity.  The  year  1962 
will  be  his  32nd  as  chief  executive 
officer  of  the  Radio  Corp.  of  America, 
an  executive  suite  tenure  unequaled 
today  among  theU.S.'largest30  public- 
ly held  $1  billion  corporations." 


Ten  years  ago 

(From  the  issue  of  February  1, 1977) 

"Draw  from  it  what  moral  you  will,  but 
virtually  every  European  stock  market 
was  outperformed  in  1 976  by  the  major 
markets  of  the  Far  East  and  North 
America.  In  fact,  except  for  the  Nether- 
lands and  Switzerland,  which  showed 
stock  market  index  advances  of  less 
than  1  % ,  prices  on  every  major  Europe- 
an stock  market  declined." 

"The  limousine  drivers  know  who  is 
currently  making  it  big.  'They'll  tell 
you  who  rides  the  limousines  out  of 
the  local  saloons  down  on  Wall 
Street,'  says  John  Eckstein,  a  trader  in 
U.S.  Government  securities  who  runs 
his  own  firm.  'At  one  time,  it  was  the 
equity  boys;  next  it  was  the  fund  man- 
agers; next  it  was  the  over-the- 
counter  stock  traders;  then  the  REIT 
boys.  And  this  year's  big  shots?  The 
government  bond  people.'  " 

"In  an  era  when  the  mom-and-pop 
store  has  been  vanishing  in  most  busi- 
nesses, independent  supermarkets 
have  more  than  held  their  own 
against  chain  competition.  Since  1970 
they  have  been  gaining  sales  at  an 
annual  rate  of  13%;  the  chains  have 
been  gaining  just  9% ....  There  are 
now  143,000  independents  (as  against 
23,080  chain  supermarkets)  and  they 
did  $70  billion  last  year  (vs.  $67  bil- 
lion for  the  chains)." 
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A  good  memory  is  generally 
joined  to  a  weak  judgment. 
Michel  de  Montaigne 


Vanity  plays  lurid  tricks 
with  our  memory. 
Joseph  Conrad 


The  memory  strengthens  as 
you  lay  burdens  upon  it, 
and  becomes  trustworthy 
as  you  trust  it. 
Thomas  De  Quincey 


God  gave  us  our  memories 
so  that  we  might  have 
roses  in  December. 
James  M.  Barrie 


If  you  have  to  keep 
reminding  yourself  of  a 
thing,  perhaps  it  isn't  so. 
Christopher  Morley 


What  I  have  learned  I  no 
longer  know.  The  little  that 
I  still  know,  I  have  guessed. 
Nicolas  Chamfort 


A  learned  fool  is  one  who 
has  read  everything,  and 
simply  remembered  it. 
Josh  Billings 


Some  people  do  not  become 
thinkers  simply  because  their 
memories  are  too  good. 
Friedrich  Nietzsche 


Some  memories  are  like  friends 
in  common;  they  can  effect 
reconciliations. 
Marcel  Proust 


Why  can  we  remember  the 
tiniest  detail  that  has 
happened  to  us,  and  not 
remember  how  many  times 
we  have  told  it  to 
the  same  persons? 
La  Rochffoucauld 


Thoughts 

on  the  Business  of  Life 


No  human  being  was  ever  born 
with  a  good  memory  Every  strong 
memory  had  to  be  developed.  It  is 
the  result  of  painstaking  effort 
Memory  can  be  likened  to  a  mansion 
house.  Yon  can  furnish  it  wisely  and 
beautifully.  SO  that  it  becomes  a 
perpetual  source  of  pleasure  to  yon. 
Or,  you  can  stock  it  with  n  orth/ess, 
ugh  .  injurious  things  which  cannot 
yield  you  satisfaction  or  profit 
of  any  nature  whatsoever: 
B.C.  Forbes 


The  best  qualification 
of  a  prophet  is  to 
have  a  good  memory. 
Lord  Halifax 


Memory  is  the  mother 
of  all  wisdom. 

Aeschylus 


Memory  is  a  crazy  woman 
that  hoards  colored  rags 
and  throws  away  food. 
Austin  O'malley 


The  fox  condemns  the  trap, 
not  himself. 
William  Blake 


Creditors  have  better 
memories  than  debtors. 
Ben  Franklin 


More  than  6,000  "Thoughts,"'  indexed  by 
author  and  subiect,  are  available  in  a  two- 
volume  boxed  set  at  S31.95  (S18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  S18.50.  Send  check  and 
order  to:  Forbes  Inc. ,  60  Fifth  Ave. ,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


What  is  the  Ninth  Symphony 
compared  to  a  pop  tune 
played  by  a  hurdy-gurdy 
and  memory? 
Karl  Kraus 


You  can  close  your  eyes  to 
reality  but  not  to  memories. 
Stanislaus  Lec 


Our  memories  are  card  indexes 
consulted,  and  then  put  back 
in  disorder  by  authorities 
whom  we  do  not  control. 
Cyril  Connolly 


Talking  about  things  that 
are  understandable  only 
weighs  down  the  mind  and 
falsifies  the  memory. 
Alfred  Jarry 


Memory  is  a  great  betrayer. 
Anai's  Nin 


A  Text ... 

A  wise  man  is  strong:  yea, 
a  man  of  knowledge 
increased!  strength. 
Proverbs  24:5 


Sent  in  by  Melissa  Mooney,  Milwaukee, 
Wis.  What's  your  favorite  text'  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Of  all  the  faculties  of  the  mind, 
memory  is  the  first  that  flourishes, 
and  the  first  that  dies. 
Charles  Caleb  Colton 


The  present  contains  nothing  more 
than  the  past,  and  what  is  found  in 
the  effect  was  already  in  the  cause. 
Henri  Bergson 


There  must  be  at  least  500  million 
rats  in  the  United  States;  of 
course,  I  am  speaking  only 
from  memory. 
Bill  Nye 
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Does  your  cash  flow  at 
his  pace? 


If  so,  we  may  be  able  to  help. 

We  supply  high  performance  document  control  systems  designed 
expressly  to  boost  earnings  by  speeding  up  cash  flows. 

And  we  work  closely  with  our  customers  to  tailor  our  systems  to  their 
particular  situations  -  current  and  prospective. 

And  we'd  like  to  work  that  way  with  you.  So. . . 

Call  1-800-CASH  FLW,  and  well  send  two  specialists  to  analyze  your 
cash  flow  situation  -  on  us. 

They  'II  spend  a  day  with  your  people,  and  then  they  'II  tell  you  how 
much  a  Bell  &  Howell  system  can  contribute  to  your  bottom  line. 

It  may  be  a  little.  It  may  be  a  lot.  Either  way  you  II  know  more  than 
you  do  now. 

And  we'll  know  whether  it  makes  sense  to  try  to  sell  you  one  of  our 
systems. 

PS.  If  you  live  in  Illinois,  call  (312)  676-  7900  collect. 


Call  1-800-CASH  FLW 


eriot,  Scotlan 

a  run  on  the  bank  isn't  a  sign 
of  financial  instability,  it's  just  the  way 
things  always  have  been  and  still  are, 
every  Thursday  from  3:30  to  4:30. 
The  only  time  the  bank  is  open. 
The  good  things  in  life  stay  that  way. 

ite  Label® 
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The  Royal  Bank  of  Scotland 
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84  Toughening  up  on  trade 





The  editorial  index  of  companies  referred  to  in 
this  issue  is  on  pages  156  and  157. 


COVER  STORT 

84   "No  More  Mr.  Nice  Guy" 

For  going  on  40  years,  the  U.S.  has  sacrificed  national 
economic  interests  to  the  bigger  cause  of  keeping  the  Free 
World  prosperous.  Simple  arithmetic  says  the  party's  over. 

COMPANIES 

34   Meret  Inc. 

How  to  revive  some  of  America's  more  moldering  shop- 
ping centers?  Easy,  off  with  their  heads! 

40   Paccar  Inc. 

The  legendary  truckmaker  is  having  to  shift  gears  on  a 
very  steep  hill. 

46   TRW  Inc. 

The  company  says  its  21%  return  on  equity  is  here  to  stay. 
The  stock  market  says,  Show  me. 

52    The  National  Housing  Partnership 

What  does  Warren  Buffett  see  in  this  do-good  housing 
operation? 

56   Hal  Roach  Studios 

Rising  from  the  grave,  venerable  Hal  Roach  Studios  is 
striving  to  become  a  major  entertainment  company. 

62   Interstate  Bakeries 

Sales  were  stale,  so  the  country's  third-largest  bakery  tried 
acquisitions  and  smarter  marketing,  and  put  the  yeast 
back  into  profits. 


* 


■ 

*  * 


32  Boesky's  action     36  Minor  club,  major  profit 


88 


The  Up  &  Comers: 
Everest  &  Jennings  International 

Here  was  a  company  that  seemed  to  have  every- 
thing: market  dominance,  high  profitability.  And 
suddenly  everything  started  going  wrong. 

94   The  Up  &  Comers: 

New  England  Critical  Care 

Pat  Smith  was  torn  between  an  interest  in  medicine  and  an 
urge  for  a  business  career.  He  put  the  two  together  with 
happy  results. 

98    The  Up  &  Comers:  Welbilt  Corp. 

Henry  Hirsch  founded  a  hot  little  stove  business,  but  the 
company  was  losing  steam.  Lucky  that  he  had  a  smart  son. 

104  Mitsubishi  Motors  Corp. 

With  troubles  mounting  for  the  Japanese  auto  industry, 
Mitsubishi  has  no  choice  but  to  expand. 

TAXING  MATTERS 

54    Hitch  22 

Congress  is  giving  tax  breaks  to  draw  capital  into  low- 
income  housing,  but  it  doesn't  want  people  with  capital  to 
have  any  tax  breaks. 

NUMBERS  GAME 

68    Invisible  Debt 

From  the  murky  depths  of  subsidiaries  it  rises.  Terrifying 
and  huge,  it  stalks  corporate  balance  sheets. 

70   Now  You  See  It . . . 

Don't  invest  without  checking  cash  flow.  Fine.  But  what's 
cash  flow? 


DEPARTMENTS 


COLUMNISTS 


6  Side  Lines 

8  Follow-Through 

10  Trends 

14  Readers  Say 

17  Fact  and  Comment 

22  Other  Comments 

25  Fact  and  Comment  II 

159  Flashbacks 

160  Thoughts 


MONET  &  INVESTMENTS 


143  Ben  Weberman 

144  Susan  Lee 
146  Ann  C.  Brown 
148  Kenneth  L.  Fisher 
150  Srully  Blotnick 
152  Stanley  W.  Angrist 


27  What's  Ahead  For 
Business 

28  The  Forbes  Index 
125    The  Forbes /Wilshire 

5000  Review 
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62  Interstate's  Hatch  104  Mitsubishi's  Tate  108  Why  is  this  man  worth  $10  billion? 


INTERNATIONAL 

76   As  I  See  It:  The  Japanese  Strategy 
For  Computer  Supremacy 

Can  high  technology  bail  out  our  balance  of  payments?  We 
already  run  a  high-tech  deficit,  and  the  situation  will  get 
worse,  says  an  MIT  computer  expert. 

78   We've  Met  The  Enemy,  And  They  Are  Us? 

[f  Congress  slaps  duties  on  imports,  who  gets  hurt?  Among 
others,  IBM,  GE,  GM  and  Caterpillar. 


ON  THE  DOCKET 

72   Lights,  Camera,  Action! 

[f  your  will  is  at  all  out  of  the  ordinary,  you  should  do  more 
than  just  sign  it. 


INVESTING 

32   A  Piece  Of  The  Action 

Why  did  Ivan  Boesky  sell  Drexel  Burnham  a  very  special 
piece  of  the  equity  in  his  arbitrage  fund? 

36   Take  That,  Peter  Ueberroth 

Want  to  own  a  baseball  team  that  makes  money?  Try  the 
minors,  where  franchise  values  are  rising  faster  than 
Dwight  Gooden's  fastball. 

60   The  Promoter  Who  Never  Quits 

Tax  reform  has  all  but  killed  shelters,  but  one  operator 
from  that  bygone  era  is  still  very  much  alive. 

100  As  I  See  It:  Here's  A  Happy  Thought 

Does  a  depression  lie  ahead?  Ahead,  hell,  it's  already  here, 
says  Raymond  Dalio. 


128  The  Funds:  Keep  It  Simple 

Confused  by  the  seemingly  endless  proliferation  of  funds? 
Forget  the  frills  and  stick  to  basics. 

154  Streetwalker 

Oil  stocks;  McDermott  International;  King  World  Produc- 
tions; North  European  Oil  Royalty  Trust;  NUI  Corp. 


MARKETING 

108  Here's  One  Tough  Cowboy 

What's  a  good  product  image  worth?  Philip  Morris'  Marl- 
boro Man  could  be  worth  as  much  as  $10  billion.  Also:  The 
battle  of  the  brands. 


SCIENCE  &  TECHNOLOGY 

112  "Easier  Than  Selling  Soap" 

Infertility  is  rising,  and  adoption  is  more  difficult.  Result? 
A  new  kind  of  baby  boom. 


PERSONAL  AFFAIRS 

116  Safer  Driving 

Automakers  are  selling  safety  with  increasing  success. 
Here's  a  rundown  on  what  they  have  to  offer. 

117  Brace  Yourself 

Men  are  displaying  their  suspenders  these  days.  Some  tips 
if  you  want  to  join  in. 


CAREERS 

118  Pink-Slip  Time 

Facing  the  ax?  Outplacement  firms  insist  there  are  still 
plenty  of  jobs  out  there.  But  it  takes  hustle  to  get  them. 


FACES  BEHIND  THE  FIGURES 

122  Gene  Klein,  Author 

122  Ben  Lambert,  Eastdil  Realty 

122  Albert  Sieg,  Kodak  Japan 

123  Jeffrey  Zuckerman,  Federal  Trade  Commission 
123  Russell  Palmer,  Wharton  School 
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There  is 
one  pacific 

Pacific  Financial  Companies.  The  financial  institution  diverse 
-  enough  to  handle  your  needs  in  Personal  Financial  Services, 
Employee  Benefits  and  Investment  Management 

Pacific  Financial  Companies  is  one  of  America's  50  largest  invest- 
ment institutions  with  over  $18  billion  of  assets  under  manage- 
ment. And  more  than  $30  billion  of  life  insurance  in  force. 

Consistent  performance  positions  us  among  the  pre-eminent 
bond  managers  of  our  time.  Surpassing  the  Shearson/ 
Lehman/Government  Corporate  Index  eight  out  o£u>e 
last  ten  years.  We  have  earned  A.  M.  Best's  superior  A+  rating. 
And  are  Standard St  Poor's  AAA  lated^Wv* 

Pacific  Financial  Companies.  Securing  the^present. 
Assuring  the  future.  Make  it  work  for  you. 


^*  .  » *  ■  ■ .  ^*  •  t 


Pacific  Financial  Companies 

THE  POWER  OF  THE  PACIFIC 

Newport  Beach,  California  92660  1-800-432-3197  Inside  California 
1-800-854-9347  Outside  California  i 
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Enough! 

The  dollar  weakens,  the  trade  deficit  sets  a  record  and  Washing- 
ton is  full  of  talk  about  protectionism.  Brazil  floods  the  U.S. 
with  shoes  and  trucks  and  steel  but  tells  the  U.S.  to  keep  U.S.- 
made  minicomputers  at  home.  There  are  two  approaches  possi- 
ble for  dealing  with  our  trade  imbalance.  One  is  the  where-are- 
you-Smoot-Hawley-now-that-we-need-you  attitude.  That 
means  building  tariff  and  quota  walls  around  inefficient  indus- 
tries. The  other  is  for  the  U.S.  to  use  its  economic  clout  to  end 
the  double  standard  that  limits  U.S.  exports.  That  means  telling 
our  foreign  friends  and  nonfriends  alike  that  if  they  want  to  sell 
here  they  better  let  our  companies  sell  there — and  backing 
words  with  action.  Our  article  on  the  trade  imbalance,  "No 
more  Mr.  Nice  Guy,"  by  Howard  Banks,  begins  on  page  84. 

Mutual  fund  update 

This  issue  we  do  a  six-month  update  of  our  authoritative  mutu- 
al fund  rankings.  We  deal  with  proliferation  of  gimmicky  funds 
that  claim  to  have  found  the  secret  of  maximizing  profit  while 
minimizing  risk.  What  should  the  sensible  investor  make  of 
such  claims?  Distrust  the  lot  of  them.  Page  128. 


The  Marlboro  Man 

Philip  Morris'  best  as- 
set doesn't  appear  on 
its  balance  sheet.  Yet, 
Forbes  figures,  that 
single  asset  is  worth  as 
much  as  $10  billion. 
What  is  it?  A  simple 
product  image,  the 
Marlboro  cowboy.  As- 
sociate Editor  Jeffrey 
Trachtenberg  analyzes 
the  appeal  of  this  sim- 
ple but  compelling 
product  image  and  ex- 
plains why — in  spite  of 
all  the  talk  about  mar- 
ket fragmentation — 
the  most  truly  valuable 
brands  have  a  universal 
appeal.  Story  starts  on 
page  108. 


'       TW  mter  etcarett* 
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Guilty  conscience? 

Boy,  did  we  ever  draw  blood.  Our  Dec.  29  cover  story,  "Are  we 
spending  too  much  on  education?"  simply  suggested  that 
spending  more  money  wasn't  necessarily  the  best  way  to  deal 
with  the  decline  in  educational  standards,  but  from  some  of  the 
furious  reactions  you  would  have  thought  we  were  defending 
ignorance  and  illiteracy.  I  mean  some  of  those  educational  types 
really  got  nasty  in  criticizing  our  article.  One  college  president 
went  so  far  as  to  make  ethnic  slurs  against  the  writer.  Can  it  be 
that  a  certain  kind  of  educator  has  a  guilty  conscience  about  the 
quality  of  the  product  his  kind  is  delivering? 


Ly Editor 
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TRUMP  PLAZA  OF  THE  PALM  BEACHES 


where  Palm  Beach  comes  to  life* 


The  Trump  concept  of  residential  living  is  now  yours  in  Palm  Beach.  Here 
are  spectacular  waterside  condominiums  with  breathtaking  views  of  Lake 
Worth  and  the  ocean,  wrap-around  terraces,  gracious  layouts  and 
incomparable  services.  With  two  glorious  outdoor  pools,  one  for  morning 
sun,  one  for  afternoon,  located  in  lush,  landscaped  sun  gardens.  A  private 
spa  offers  the  opportunity  for  fitness  and  pampering.  Here  is  the  Trump 
excitement  joined  to  the  celebrated  Palm  Beach  grand  style. 

TRUMP  PLAZA  OFTHE  PALM  BEACHES,  525  South  Flagler  Drive,  West  Palm  Beach,  Florida  33401 
800-833-0258  (in  Florida  call  305-655-2555) 


This  advertisement  is  not  an  ottering  No  offering  can  be  made  until  an  offering  plan  is  tiled  with  the  Deportment  of  Law  of  the  State  of  New  York  This  advertisement  is  made  pursuantto  Cooperative  Policy  Statement  No  I  issued  Dy  the  New  York  State  Attorney  General 


Follow-Through 


Edited  by  John  A.  Conway 


The  Polaroid 
promise 

Apr.  28,  1986 


A year  ago  Polaroid's  executives 
hailed  the  Spectra,  their  new  in- 
stant camera,  as  the  "third  coming" 
and  planned  to  spend  $40  million  on 
advertising  in  1986  alone  to  tell  the 
world  about  it. 

Nonetheless,  Business  Week  and  oth- 
er publications  had  virtually  written 
it  off.  Forbes  was  more  circumspect, 
noting  that  even  if  Spectra  did  prove  a 
dud,  as  so  many  feared,  Polaroid's  four 
years  of  research  into  everything  from 
microelectronics  to  high-density  in- 
formation storage  and  photochemis- 
try still  made  the  Cambridge,  Mass. 
company  look  like  a  pretty  safe,  if  not 
spectacular,  investment. 

Since  then  the  Spectra  has  been 
anything  but  a  dud.  Whether  enticed 
by  rectangular  pop-out  photos  or  truer 
colors,  consumers  are  buying  hun- 
dreds of  thousands  of  the  $139  cam- 
eras through  15,000  outlets,  about 
one-third  of  them  camera  stores.  "We 
wanted  to  make  this  the  most  suc- 
cessful launching  the  company  has 
ever  had,  and  we're  meeting  90%  of 
what  we  had  planned  for,"  says  Polar- 
oid's consumer  group  vice  president, 
William  O'Neill. 

There  are  still  a  few  flaws  in  the 
picture.  Demand  for  the  laser-process 
reprints  Polaroid  promised  has  outrun 
the  company's  capacity  to  deliver 
them.  And  Spectra's  consumers  are 
complaining  that  they  cannot  buy  the 
special  film  in  supermarkets  and  dis- 
count stores. 

Investors  have  less  to  cheer  about 
than  Polaroid's  management.  The 
stock  recently  traded  at  72,  not  much 
higher  than  ten  months  ago.  But  that 
does  not  take  into  account  the  com- 
pany's patent  infringement  case 
against  Kodak.  Polaroid  has  won  the 
case,  but  the  parties  are  still  haggling 
over  a  settlement,  which  could  be 
anywhere  from  $500  million  to  $1 
billion.  In  other  words,  Polaroid's 
promise  is  still  future  tense. 


The  still 
booming 
bond  funds 

Mar.  24,  1986 


The  little 
motor  that 
couldn't 

Mar.  30,  1981 


A year  ago  Forbes  blasted  what  it 
called  "wretched  excesses"  in  the 
mutual  bond  fund  industry.  Investors 
had  stampeded  into  these  funds,  ig- 
noring misleading  promotions  by 
some,  concealed  fees  by  others.  Only 
1  of  the  13  biggest  funds,  for  instance, 
defined  yield  in  a  way  Forbes  consid- 
ered proper — interest  divided  by  offer- 
ing price,  including  sales  commis- 
sions, or  current  interest  income  after 
expenses,  divided  by  net  asset  value 
per  share.  "One  day — no,  we  don't 
know  when,"  Forbes  warned,  buyers 
would  be  handed  a  nasty  shock. 

So  far  investors  have  ignored  the 
warnings.  Bond  fund  sales  in  1986  (net 
of  redemptions)  were  $107  billion — 
up  62%  from  1985.  Both  the  Invest- 
ment Company  Institute,  the  indus- 
try's Washington-based  trade  associa- 
tion, and  the  Securities  &  Exchange 
Commission  want  regulation  of  the 
funds'  advertising  practices.  But  there 
is  still  no  agreement  on  what  kind  of 
regulation,  and  for  which  funds. 

For  its  part  the  SEC  wants  to  im- 
pose standard  advertising  rules  on 
bond  and  equity  funds  alike.  Without 
them,  the  agency  says,  it  has  no  way 
to  evaluate  the  funds'  competing 
claims.  In  addition  to  advertising  a 
standardized  30-day  yield,  the  SEC 
would  require  the  bond  funds  to  give 
quotes  for  "total  return"  over  each  of 
the  previous  five  years.  Equity  funds 
would  be  permitted  to  advertise  only 
total  return,  but  would  also  need  to 
include  the  historical  numbers. 

The  ICI  objects  to  the  standardized 
historical  formulas  and  to  such  strict 
regulation  of  equity  funds,  when  the 
problem  arose  over  bond  funds.  The 
SEC  has  already  received  more  than 
40  comment  letters  on  the  proposed 
rules — many  of  them  opposed — but  it 
will  be  three  to  six  months  before  a 
final  rule  is  made. 

So  the  day  of  the  "nasty  shock" 
Forbes  predicted  has  yet  to  dawn. 


Eight  years  ago  Exxon  lit  up  a  zil- 
lion-volt publicity  campaign  to 
announce  the  purchase  of  Ohio's  Reli- 
ance Electric  Co.  for  $1.2  billion. 
Forbes  reported  that  the  investment 
was  "alive  but  not  well"  and  an  ex- 
ceedingly bad  idea  all  around,  but 
went  on  to  say  that  Exxon  was  proba- 
bly now  in  the  electric  business  to 
stay.  In  fact,  though  the  Reliance  in- 
vestment never  brought  Exxon  any- 
thing but  woe,  Forbes'  prophecy 
turned  out  to  be  wrong. 

Last  month  Exxon  announced  that 
after  years  of  disappointing  returns, 
it  would  sell  Reliance  to  a  group 
including  some  of  that  firm's  own 
managers  in  a  $1.35  billion  leveraged 
buyout — an  aftertax  gain  of  $275 
million,  when  depreciation  and  other 
accounting  principles  are  taken  into 
consideration. 

Reliance  caught  Exxon's  eye  as  a 
potential  manufacturer  of  an  "alter- 
nating current  synthesizer,"  a  device 
that  Exxon  scientists  were  working 
on  to  let  electric  motors  use  current 
only  when  needed;  by  1990,  the  big  oil 
company  trumpeted,  Reliance  motors 
with  Exxon  synthesizers  could  be  sav- 
ing the  U.S.  perhaps  as  much  as  a 
million  barrels  of  oil  a  day. 

But  the  excitement  began  to  fade 
almost  before  the  press  releases  ar- 
rived. Exxon's  synthesizer  was  no 
more  than  a  "breadboard"  test  model, 
while  other  companies  like  General 
Electric  and  Borg-Warner  (and  even 
Reliance  itself)  had  much  smaller, 
working  models  ready  or  already  on 
the  market.  A  few  days  after  the 
Forbes  article  hit  the  stands,  Exxon 
announced  its  synthesizer  was  too  ex- 
pensive and  unreliable  to  pursue  fur- 
ther and  that  Reliance  was  working 
on  a  substitute.  A  few  months  later 
Reliance  said  it  was  dropping  this  al- 
ternative contraption  as  well.  And 
now,  of  course,  Exxon  has  dropped 
Reliance,  too. 
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Introducing  the  only  $5,500*  car  en-  -    tage  of  customer  satisfaction.  Not  to 


gineered  like  a  Subaru,  the  Subaru  Justy. 

It's  reliable,  durable  and  built  to  last. 

What's  more,  the  Justy  offers  a  range 
of  standards  including  front  wheel  drive, 
a  surprisingly  roomy  interior  and  a  heri- 


Suggested  retail  price  Dealers  actual  price  may 
vary  Price  does  not  include  dealer  prep,  inland 
transportation,  taxes,  license,  and  title  fees 
Use  Est  Mpg  for  comparisons  Your  actual  mile- 
age will  probably  be  less 


tion  a  9  valve,  3  cylinder  engine  that's  as 
powerful  as  it  is  economical  (38  mpg  city, 
41  hwy).** 

Of  course,  we  wouldn't  be  doing  the 
Justy  justice  if  we  left  out  another  reason 


A 


to  buy  one:  the  car  is  truly  fun  to  drive. 

So  think  about  it.  Why  spend  your 
disposable  income  on  a  disposable  car 
when  you  can  put  your  money  into  a 
much  more  lasting  investment,  the  new 
Subaru  Justy. 


Inexpensive.  And  built  to  stay  that  way. 


Trends 


Edited  by  John  A.  Conway 


¥  Milkl/Girdudon  An  Kcv* 


Hands  across  the  water? 

With  Japanese  banks  now  moving 
strongly  into  American  and  Eu- 
ropean financial  markets,  the  Federal 
Reserve  Board  and  London's  bank  au- 
thorities have  finally  begun  to  defend 
their  turf.  Last  month's  proposed  ac- 
cord between  the  Fed  and  the  Bank  of 
England  to  set  increased  minimum 
capital  requirements  for  banks  of  the 
two  nations  referred  to  ideals  like 
transatlantic  cooperation,  but  the  real 
target  was  Japan.  The  thought  is  that 
Japanese  banks  doing  business  in  the 
U.S.  and  Britain  will  be  asked  to  raise 
their  own  capital  levels  before  long. 
Why?  British  and  U.S.  banks  now  op- 
erate with  capital  requirements  equal 
to  about  6%  of  assets,  while  Japanese 
banks  need  closer  to  2%.  Lower  capi- 
tal means  lower  costs  and  allows  Japa- 
nese banks  to  offer  cut-rate  loans  and 
letters  of  credit  worldwide.  Besides 
doing  booming  business  in  New  York 
and  California,  Japanese  banks  are 
backing  municipal  bonds  in  Alabama 
and  lending  to  medium-size  compa- 
nies in  the  Midwest.  The  results  are 
plain.  The  Japanese  now  hold  about 
10%  of  the  U.S.  banking  market  and 
25%  of  Britain's.  Says  Brent  Erensel, 
senior  banking  analyst  at  Dean  Witter 
Reynolds:  "This  is  really  an  effort  to 
prevent  the  Japanese  from  dumping 
their  financial  services  the  way  they 
have  been  doing  with  chips  and  other 
products." 


A  buzzword  for  1987 

Competitiveness  seems  destined  to 
become  the  buzzword  of  the  year 
in  Washington.  The  President  gave 
the  term  big  play  in  his  budget  mes- 
sage, and  the  idea  now  boasts  its  own 
155-member  caucus  in  Congress. 
John  Young,  the  Hewlett-Packard 
chief  executive  who  headed  a  Presi- 
dential commission  on  the  subject 
last  year,  calls  the  country's  falloff  in 
international  competitive  ability 
"more  like  dying  from  a  thousand 
cuts  than  being  executed."  Congres- 
sional leaders  are  calling  the  trade 
protection  bill  passed  by  the  last 
House  and  reintroduced  this  year  "a 
bill  to  enhance  the  competitiveness  of 
American  industry."  But  being  for 
competition  is  like  rooting  for  moth- 
erhood: No  one  is  going  to  object  until 


Francois  Mil/et's  The  Gleaners 

Now  it  takes  two  hands  on  the  plow. 


you  get  down  to  specifics.  "After  that 
is  where  agreement  ends,"  says  Har- 
vard professor  Robert  Reich,  who  sees 
enormous  bipartisan  support  to  im- 
prove American  competition.  Reich 
should  know.  The  buzzword  phrase  of 
the  early  1980s,  "reindustrialization," 
began  with  his  call  for  a  national  "in- 
dustrial policy."  Heard  anyone  call  for 
that  lately? 


The  former's  wife 

The  traditional  role  of  the  farmer's 
wife  used  to  be  tending  the  kids, 
the  kitchen  and  the  egg  money.  The 
depressed  farm  economy  has  changed 
all  that.  Now  women  spend  more 
time  working  the  farm  than  their  hus- 
bands do,  according  to  Dr.  Christina 
Gladwin,  a  small-farm  management 


specialist  at  the  University  of  Florida. 
After  personal  interviews  with  50 
farm  women  in  two  Florida  counties, 
she  found  that  the  typical  wife  put  in 
a  77-hour  week,  compared  with  62 
hours  for  her  husband  (who  was  either 
working  at  an  off-the-land  job  or  look- 
ing for  one).  Modern  conveniences 
have  cut  the  farm  wife's  household 
chores  to  26  hours  a  week,  but  she 
now  spends  another  22  hours  farming, 
17  working  at  her  own  off-farm  job 
and  12  in  her  garden. 


E 


The  noble  gesture 

conomic   sanctions   have  been 
used  as  a  tool  of  U.S.  foreign  poli- 
cy against  more  than  50  countries  in 
the  last  20  years,  but  how  effective  are 
they?  Once,  maybe  quite  effective, 

Chuck  Nacke/Svgma 


An  antiapartheid  demonstration 

What  happens  when  the  shouting  dies? 
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Anything 
but  insurance 
is  against 
policy. 


At  a  time  when  insurance  compa- 
nies seem  to  have  a  finger  in  every  pie, 
we're  still  single-mindedly  pursuing  the 
business  of  insuring  you. 

Is  it  conservatism?  Old  school  men- 
tality? No.  It's  simply  refusing  to  allow  our 
customers  to  suffer  the  loss  of  the  atten- 
tion we've  given  them  for  over  144  years. 

It's  reflected  in  the  fact  that  we  have 
the  time  and  resources  to  segment  our 
policyholders  by  industry  So  a  printer's 
premium  isn't  raised  because  there's  an 
explosion  in  the  plastics  factory  And  the 
plastics  manufacturer  doesn't  have  to  pay 
more  if  there's  a  fire  in  the  print  shop. 

Moreover,  our  insistence  on 
remaining  a  mutual  insurance  company 
means  we  can  give  priority  to  your  long- 
term  needs.  And  to  the  potential  for  divi- 


dends. Our  solid  financial  state  has  made 
dividends  a  reality  for  various  groups  every 
year  since  1855. 

Technologically,  we  are  among  the 
leaders  in  our  field.  Our  information  sys- 
tem can  reap  an  uncommon  depth  and 
breadth  of  information.  Because  of  this 
heightened  understanding  of  what  makes 
one  customer  different  from  another,  we 
can  custom  tailor  policies— whether  your 
needs  are  commercial,  marine  or  personal. 

As  far  as  we're  concerned,  the 
advantages  to  you  are  just  too  valuable  to 
risk.  So  we'll  continue  to  give  the  business 
of  insurance  our  undivided  attention. 


Only  insurance. 
That's  your  assurance. 

*  ©1986  The  Atlantic  Mutual  Companies 


A  departure  from 
ordinary  travel. 

Hartours'  free  vacation  brochure 
will  show  you  how  special  your  next 
vacation  could  be.  We  otter  custom 
itineraries.  Chauffeured  cars.  And 
experienced,  knowledgeable  guides. 

See  your  travel  agent.  Or  contact 
Hartours,  20  Park  Plaza,  Boston,  MA 
02116, 1-800-821-0800. 


Forbes  Subscriber  Service 

60  Fifth  Avenue 
New  York,  NY  10011 

Call:  1-800-772-9200  Ext.  338 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailmg 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
the  subscription  you  prefer.  □  1  year 
$45  □  3  years  $90  (the  equivalent  of 
one  year  free).  Canadian  orders,  1  year 
$79C,  3  years  $176C.  Orders  for  other 
countries  add  $35  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Subscriber  number 


Name       (please  print) 


New  Address 
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State 


Zip 


Date  of  address  change 
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but  certainly  no  longer.  That  accord- 
ing to  Gary  Hufbauer  and  Jeffrey 
Schott  of  Stanford  University's  Insti- 
tute for  International  Economics. 
They  analyzed  the  history  of  boycotts 
between  1914  and  1984  and  conclud- 
ed that  the  rate  of  even  partial  suc- 
cesses fell  from  75%  before  1973  to 
28%  since.  One  reason  is  what  politi- 
cal science  professor  Judith  Goldstein 
calls  our  "porous"  economy.  Says  she, 
"There  are  consulting  firms  in  Wash- 
ington whose  business  is  to  figure  out 
how  to  package  goods  in  order  to  get 
them  past  the  regulations  against 
trade  with  the  Soviet  Union."  So  why 
does  the  U.S.  government  continue  to 
use  sanctions?  According  to  Gold- 
stein, basically  to  show  disapproval  of 
another  country's  conduct,  or  perhaps 
simply  to  meet  political  pressures  at 
home,  where  they  do  work. 


Shop  for  a  doc 

Comparison  shopping  for  doctors 
has  come  to  Maryland,  and  other 
states  may  not  be  far  behind.  The 
Maryland  attorney  general's  office  has 
just  published  a  list  giving  the  fees  of 
4,225  doctors,  by  name,  in  16  special- 
ties. The  information  is  based  on 
charges  to  Medicare  patients  during 
1985,  the  most  recent  figures  com- 
piled. The  fees  listed  are  revealing. 
Ear,  nose  and  throat  doctors  in  west- 
ern Maryland  charge  anywhere  from 
$34  to  $85  to  treat  a  nose  bleed;  pa- 
tients in  Baltimore  County  pay  be- 
tween $300  and  $2,500  to  have  a  cata- 
ract removed;  urologists  in  Prince 
George's  and  Montgomery  counties 
charge  $1,237  to  $2,500  for  a  resection 
of  the  prostate  (President  Reagan's  re- 
cent operation).  Consumer  response, 


the  attorney  general's  office  says,  has 
been  "overwhelming,"  and  ten  states 
have  called  to  ask  about  producing 
their  own  guides. 


Profit  from  misery 

Is  there  no  end  to  the  businesses 
Americans  will  take  public?  Con- 
sider Fort  Worth,  Tex. -based  Cash 
America  Investments,  Inc.,  which 
owns  and  operates  35  pawnshops 
across  Texas,  27  of  which  it  acquired 
in  1985  and  1986.  The  company's  av- 
erage loan  of  $54,  at  interest  rates  of 
210%  a  year,  or  17.5%  per  month,  is 
secured  by  such  collateral  as  jewelry 
and  guns.  If  the  loans  are  not  repaid, 
the  company  tries  to  sell  the  "col- 
lateral." The  company  has  filed  a  pre- 
liminary prospectus — the  first  U.S. 
pawnshop  ever  to  do  so — to  sell  1.2 
million  shares,  at  upwards  of  41  times 
earnings,  in  a  new  over-the-counter 
offering. 

Proposed  ticker  symbol:  PAWN. 


Fat  and  fit 

Despite  their  bulging  bellies, 
Americans  spent  $1.4  billion  in 
1986  on  fitness  equipment — tread- 
mills, barbells,  stationary  bikes, 
etc. — an  increase  of  more  than  90% 
since  1982.  And  that  outlay  is  expect- 
ed to  climb  to  $2.1  billion  a  year  by 
1991,  says  a  new  study  from 
Find/SVP,  the  New  York  City-based 
market  researchers.  "About  a  third  of 
the  population  participates  in  some 
form  of  fitness  activity  regularly," 
says  Peter  Allen,  Find's  manager  of 
market  reports.  But  U.S.  manufactur- 
ers cannot  afford  to  relax.  As  with 


RenimeesltT'ln 


The  muscle-building  scene 

The  more  you  do,  the  more  you  need.. 
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other  domestic  markets,  imports  are 
rising.  Americans  bought  $168  mil- 
lion worth  of  imported  exercise  and 
recreation  gear  in  1985,  more  than 
four  times  what  they  spent  on  foreign 
sporting  goods  in  1982. 


Where  love  has  gone 

Wall  Street's  love  affair  with  re- 
tailing stocks  adds  up  to  heavier 
pressure  to  cut  costs  and  sell  more 
goods.  That  spells  trouble  for  such 
traditional  department  store  wares  as 
furniture  and  china,  which  move 
slowly  even  in  the  best  of  times.  Sev- 
eral chains,  including  Federated  De- 
partment Stores  (Filene's,  Abraham  & 
Straus  and  Bloomingdale's)  and  Allied 
Stores  (Maas  Brothers,  The  Bon  and 
Jordan  Marsh),  have  been  cutting 
back  on  space  for  slow-moving  lines, 
sometimes  spinning  them  off  into 
separate  stores.  Filene's  is  eliminat- 
ing its  china,  glassware  and  giftware 
departments.  A&S  has  been  cutting 
back  square  footage  devoted  to  fur- 
nishings. According  to  Joseph  Cari- 
deo,  a  retail  specialist  for  New  York's 
Thorndike,  Deland  Associates,  the 
recruitment  firm,  the  industry  now 
can  expect  a  30%  nationwide  reduc- 
tion in  department  store  space  devot- 
ed to  home  furnishings  and  house- 
wares by  1990.  That  space,  he  says, 
will  be  used  for  apparel  and  other 
fast-selling  goods. 


The  vanishing 
vacation 

The  sagging  dollar  probably  will 
dictate  fewer  foreign  vacations 
this  year.  What's  more,  a  survey  of 
1,500  U.S.  households  by  Audits  & 
Surveys,  the  New  York  City  market 
and  opinion  researchers,  suggests  that 
the  traditional  two-week  domestic 
holiday  is  also  changing,  giving  way 
to  shorter,  more  frequent  and  less  ex- 
pensive trips.  Two-thirds  of  all  fam- 
ilies had  taken  pleasure  trips  in  the 
last  year,  but  73%  of  the  trips  lasted 
less  than  three  days,  the  study  says. 
The  average  family  took  4.7  holidays 
last  year,  and  only  one  lasted  more 
than  four  days.  Americans  already 
spend  an  estimated  $18  billion  a  year 
on  weekend  travel,  and  $6  billion  of  it 
goes  to  the  hotel  industry,  according 
to  Smith  Travel  Research,  a  Lancas- 
ter, Pa.  consulting  firm.  Chains  like 
Marriott,  Holiday  Inns  and  Hilton,  it 
adds,  can  expect  to  see  weekend 
spending  at  their  hotels  grow  over  the 
next  year  by  at  least  8%. 
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Strong  Total  Return  Fund 

Investment  Returns* 

1982  +31.2% 

1983  +41.5% 

1984  +10.5% 

1985  +25.4% 

1986  +20.0% 


MANY 
HAPPY- 
RETURNS 


Our  shareholders  have  enjoyed  favorable  investment 
returns  every  single  year  since  the  Strong  Total  Return 
Fund  began.  So  favorable,  in  fact,  that  this  Fund  was  ranked 
in  the  top  3%  of  all  funds  over  this  five-year  period.**  Could 
your  IRA  benefit  from  returns  such  as  these?  Call  today,  and 
well  be  happy  to  tell  you  more  about  the  Strong 
Total  Return  Fund. 


CALL  1 800  368-3863 

ANYTIME.  ANY  DAY. 


□YES,  send  me  a  FREE  prospectus  with  complete  information  on  charges,  expenses, 
and  the  1%  sales  charge  (no  redemption  fee).  Low  $250  minimum  initial  investment  1  will 
read  the  prospectus  carefully  before  I  invest  or  send  money.  I  realize  past  performance  is 
no  guarantee  of  future  success,  and  my  performance  will  fluctuate.  I  am  also  interested  in: 
□  IRAs   □  Pension  or  Profit  Sharing  Plans  (including  Keogh) 


I 
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WA  STRONG  TOTAL  RETURN  FUND 

815  East  Mason  Street,  Milwaukee,  WI 53202  min'm^^J 

'Includes  changes  in  share  price  and  reinvestment  of  all  dividends  and  capital  gains  distributions.    **Out  of  all 
504  mutual  funds  available  for  the  period  from  the  Fund's  inception  on  12/31/81  through  12/31/86.  (Source: 
Lipper  Analytical  Services.  Upper  rankings  do  not  reflect  sales  charges,  which  vary  among  mutual  funds.) 


CRICKETEER  SUITS  AND  SPORTCOATS 

GOOD  CORPORATE  MATERIAL 

For  the  store  nearest  you.  please  call  1-800752-5207  Cricketeer,  1290  Ave  of  the  Americas,  NY,  NY  10104 
A  Phillips  Van  Hcusen  Company 
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Readers  Say 
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PAPER  FOR 
MILLIONS  OF 

Mead's  complete  line  of  bond  and  copier 
Business  papers  is  among  the  most  popular  today. 
A  great  way  to  start  your  business  day. 


(Tfeod 

Business  Papers 

Mead  Paper/Courthouse  P/aza/Dcyton,  Ohio  45463 
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'Subject  To  Conditions  And  Availability 
Mini-Suites  and  Villas  SI  1 7.00  -  S765.00 

Night-lighted  tennis 
Nautilus  gym.  spa 
,®  Daily  maid  service 

ppivAte  villas 

ATlO  COURt  ClUB 


ami 


444  Avenida  Caballeros.  Palm  Springs.  CA  92262 

m— — «■  Call  for  Reservations 
L.A.  (213)  275-7962       outside  California 
(619)  323-1773  -  (800)  854-1 298 


Some  things  never  change 

Sir:  Your  remarkably  prescient  fore- 
cast of  1951  (Fact  and  Comment,  Jan. 
12)  reminded  me  of  the  following 
item,  which  appeared  in  the  Industrial 
Lenders  News  of  June  1920: 

"We  are  living  in  an  age  of  extrava- 
gance led  by  the  government  itself. 
No  age  or  civilization  has  ever  wit- 
nessed such  unbridled  waste,  extrava- 
gance and  prodigality  both  in  govern- 
mental affairs  and  in  the  business  and 
private  life  of  the  people." 
— George  M.  Williams 
Summit.  N.J. 


Hidden  deficits 

Sir:  Your  endorsement  of  a  federal 
capital  budget  (Fact  and  Comment  II. 
Dec.  15.  1986)  is  a  mistake.  Capitaliz- 
ing noncurrent  assets  is  only  half  of  a 
loaf;  accrual  basis  accounting  requires 
accrual  of  long-term  liabilities  as 
well.  Including  unbooked  liabilities, 
such  as  Social  Security  and  govern- 
ment pensions,  shows  annual  deficits 
far  larger  than  those  reported. 
— Ketxt  Davis 
Ixikeivood,  Colo. 


Unmobilized  asset 

Sir:  As  much  as  I  appreciate  the  acco- 
lade (Fact  and  Comment,  Jan.  12),  I  am 
profoundly  grateful  not  to  have  been 
"mobilized." 

— Henry  A.  Kissinger 
Neiv  York.  NY. 


We'll  see 

Sir:  Re  your  comment  "most  busi- 
nesses will  gain  [from  the  new  tax 
law]"  (Fact  and  Comment  II.  Jan.  12). 
C'mon!  Business  will  be  paying  $120 
billion  more  in  taxes  over  the  next 
five  years. 

I'll  bet  you  my  next  year's  subscrip- 
tion to  Forbes  (already  paid  for  under 
1986  tax  rules)  that  you're  wrong. 
—John  D.  Harris 
President, 
Harris  Leasing 
Dayton,  Ohio 


Saving  his  job 

Sir:  Several  years  ago  you  ran  an  arti- 
cle lauding  Mr.  Mockler  for  his  astute 


management  of  the  Gillette  Co.  (Feb. 
16,  1981).  Would  you  comment  fur- 
ther on  his  high  moral  purpose  in  buy- 
ing off  Revlon  and  thus  depleting  his 
company's  assets,  depriving  his  share- 
holders of  many  millions  in  profits 
and  insuring  his  own  job  and  perks? 
— Bruce  W.  Manternach 
Hartford,  Conn. 


Nicked  by  greenmail 


Not  guilty 

Sir:  Contrary  to  your  article  "Incom- 
petence, Inc."  (Dec.  1,  1986),  my  cli- 
ent, William  Norton,  has  never  been 
charged  with,  indicted  for,  pleaded 
guilty  to  or  been  convicted  of  viola- 
tions of  securities  and  tax  laws. 
— Franklin  Velie, 
Neit  York,  NY. 


Beauty  contest 

Sir:  Fact  and  Comment  (Dec.  15, 1986) 
makes  the  query,  "Wouldn't  it  be 
great  if  some  national  brand  .  .  .  got  us 
all  involved  in  balloting  for  the  year's 
most  beautiful  Miss?"  Personally,  I 
would  rather  select  the  year's  most 
gorgeous  Mister. 
— Kristi  Feltz 
Iowa  City  Iowa 

Sir:  Are  you  trying  to  set  the  women's 
movement  back  again?  A  bit  more 
reassuring  might  have  at  least  been  a 
Ms.  Rheingold.  I  would  recommend  a 
Most  Handsome  Mr.  contest.  Let's  at 
least  give  equal  chance  to  both  sexes. 
— Carol  Hauser 
Brooklym,  NY. 

Sir:  Oh,  how  I  remember  Miss  Rhein- 
gold of  yesteryear.  As  a  young  popular 
waiter  with  a  sexy  European  accent,  I 
had  the  pleasure  and  displeasure  to  be 


a  personal  steward  for  Howard 
Hughes.  The  debonair  Mr.  Hughes 
was  a  sponsor  of  the  Miss  Rheingold 
Contest  and  also,  as  owner  of  RKO 
Studios,  a  maker  of  stars.  Night  after 
night  he  would  call  me  to  serve  cham- 
pagne and  caviar  at  one  or  another 
beauty's  bedroom. 
— Ed  Collins 
Honolulu,  Hawaii 


We  hare  others 

Sir:  The  single  premium  deferred 
annuities  critiqued  in  your  Dec.  1, 
1986  article  are  more  likely  to  be 
birds  in  the  hand  than  "Snakes  in  the 
grass."  The  Kemper  product  you  criti- 
cized trades  a  higher  interest  rate  for 
the  requirement  that  the  ultimate 
payout  be  taken  in  scheduled  pay- 
ments if  you  wish  to  avoid  a  6% 
surrender  charge — a  good  deal  for 
many  of  our  customers  who  want  an 
income  they  cannot  outlive.  If  you 
want  a  lump  sum  payout,  we  have 
other  products  in  our  portfolio. 

While  true  that  rates  for  our  higher- 
yielding  annuities  can  be  changed 
yearly,  we  have  products  with  some- 
what lower  rates  that  are  set  for  as 
long  as  four  years. 
—James  A  Bickler 
Vice  President,  Marketing, 
Federal  Kemper  Life  Assurance 
Long  Grove,  III. 


Rightful  owner 

Sir:  Forbes  states  that  Chevron  sold 
its  60%  interest  in  Gulf  Canada  to 
Montreal's  Bronfman  family  (Jan.  12). 
Chevron  sold  its  interest  to  Olympia 
&  York. 

— Ronald  M.  Freeman 
Managing  Director, 
Salomon  Brothers  Inc. 
New  York,  NY. 


Not  in  bookstore 

Sir:  Thank  you  for  the  wonderful  re- 
view of  The  Art  of  Graphology  by  Marie 
Bernard  (Fact  and  Comment,  Nov.  17, 
1986).  However,  we  are  a  small  schol- 
arly press,  and  we  do  not  distribute 
through  bookstores. 

The  book  is  available  directly  from 
The  Whitston  Publishing  Co.,  P.O. 
Box  958,  Troy,  N.Y.  12181,  at  $35 
per  copy. 
—Jean  Goode 
President, 

The  Whitston  Publishing  Co.  Inc. 
Troy,  N.Y. 
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icture  it. 

Your  boss  has  just 
ordered  Chivas. 

Two  colleagues  have 
just  ordered  Dewars. 

And  you  say, 
"Famous  Grouse,  please! 

"Famous  what2. "  say  all  three. 
"Grouse/ say  you /'The  Famous  J 
Grouse." 

And  with  a  wee 
dram  of  luck,  the  boss 
may  ask  for  a  taste. 

You  can  prod  him,  of  course, 
by  explaining  that  Scotland  knows 
no  finer  Scotch . . .  that,  indeed,  it 
ranks  first  in  that  land  of  experts. 
Admit  casually  that  it  costs  a 
bit  more  than  Dewar's,  "but  a 
tad  less  than  yours,  sir!' 

As  always,  the  taste  will 
be  the  clincner.  "Aha/  he  will 
say,  "I  like  our  Scotch/ 
Whereupon,  you  have  hop- 
scotched  your  competition. 

THE  FAMOUS  GROUSF 

Scotland  sends  its  best. 


Remember  special  occasions  by  sending  a  gift  of  The  Famous  Grouse  anywhere  in  the 
continental  U.S.  where  allowed  by  state  law.  Call  toll-free  1-800-238-4373.  The  Famous  Grouse,® 
Blended  Scotch  Whisky,  86  Proof,  ©  1986,  Imported  by  Heublein,  Inc.,  Hartford,  CT. 
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The  power  that  drove  Peugeot  to  two  consecutive  World  Rally  Championships 
is  something  you  can  feel  the  minute  you  slip  behind  the  wheel  of  a  150  hp 
505  intercooled  Turbo.  If  you  think  the  French  are  merely  leaders  in  fashion, 

you  should  test  drive  one. 
It'll  knock  your  socks  off. 


NOTHING  ELSE  FEELS  LIKE  FT 


'?  1987  Peugeot  Motors  of  America.  Inc. 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


EVERYONE'S  BOWLED  OVER  BY  THE  MARKET'S  VAST  RISE 

When  you  think  about  it,  though,  the  real  surprise  is  that  the 
market  took  so  long  to  get  where  it  should  have  been  long  ago. 

ECONOMISTS,  EDUCATORS,  OTHER  PROFUNDITS  WRONG  AGAIN 


Most  every  piece  of  economic  Big  Think  you  read  or  hear 
these  days  is  big  with  heavy  analysis,  heavy  conclusions 
about  America's  withering  heavy  industries. 

There's  just  one  wee  fly  in  their  oink-ment. 

In  the  past  25  years,  as  a  percent  of  GNP,  heavy  indus- 
try— our  manufacture  of  durable  goods — hasn't  declined. 

In  1960  heavy  industry  was  13.7%  of  our  total  GNP — 

TOO  MUCH  TO  EAT  IS 

Because  they  produce  far,  far  too  much  food,  the  major 
economies  of  the  Free  World  are  suffering  serious  econom- 
ic malnutrition.  Too  much  money  subsidizing  too  great 
farm  surpluses,  compounding  trade  and  budget  deficits 
that  could  lead  to  bankruptcy. 

The  12-member  European  Common  Market  has  multi- 
millions  of  tons  of  stored  grain,  milk,  butter,  beef,  wine, 
etc.  It  is  committed  to  $20  billion  more  in  agricultural 
commitments  than  it  has  funds  to  pay. 

Japan  handed  its  farmers  $10.5  billion  last  year. 

The  U.S.?  Taxpayers  are  spending  $70  million  a  day  on 
farm  subsidies — about  a  $700  payment  from  every  unf arm- 
ing family  in  America. 


$101  billion  out  of  $737.2  billion.  In  1985  heavy  industry 
was  13.4%  of  our  GNP— $481.5  billion  out  of  $3,585.2 
billion. 

All  those  figures  are  based  on  constant  1972  dollars. 
Amazing,  isn't  it,  how  so  many  can  build  so  much  on 
false  premises. 

As  the  young  would  say,  "It's  heavy,  man." 

BUSTING  THE  WEST 

From  Argentina  to  Australia  to  Thailand  and  multiple 
nations  in  between,  food  exports  are  prime  budget  pillars. 
In  most  every  big-food-surplus  country,  the  percentage  of 
farmers  is  minor.  France  is  one  of  the  largest,  yet  only  8% 
of  its  population  is  farmers;  in  West  Germany  and  Great 
Britain  it's  much  less;  and  in  the  U.S.  it's  only  2.4%.  But 
their  political  clout  is  mighty  major. 

What  an  irony  that  the  economies  of  the  Free  World  may 
choke  to  death  on  too  much  to  eat,  too  much  government 
agricultural  red  tape  and  rigmarole. 

Meantime  Communism  is  crippled  not  only  by  that 
system's  brutality,  but  also  its  inability  to  motivate,  to 
produce. 


TV'S  CAMERAMEN  ARE  THE  TRUE  SUPERSTARS 


in  many  of  the  sports  events  covered  by  the  networks. 
That  thought  occurred  time  and  again  while  watching 
Penn  State  breathtakingly  take  the  national  collegiate 
football  championship  from  Miami. 

On  one  disputed  call — disputed,  too,  by  the  television 
announcers — we  saw  instant  replays  from  different  an- 
gles two  or  three  times.  It  was  enough  to  make  you 


marvel  at  the  rarity  of  wrong  calls  by  on-the-spot 
referees. 

Some  of  the  close-up,  level-to-the-ground  camera  shots 
put  viewers  smack  up  against  the  smack-ups  that  bring  the 
ball  carriers  so  bruisingly  to  a  halt. 

First-rate  cameramen  make  first-rate  sports  events  first- 
rate  viewing. 
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LET  S  GIVE  THE  GATE 

to  "-gating"  every  crisis,  scandal  or  event  that  comes  along. 
I'll  wager  more  things  have  been  termed  "-gate"  than  there  are  gates. 
Let's  close  it — now  and  for  ever  more. 


MAKING  A  POINT  ABOUT  BIRTH  IN  ADVERTISING 

can  be  warmly  inspiring,  as  in  the 
case  of  this  captivating  Kodacolor 
film  depiction.  It  makes  you  want  to 
rush  right  out  and  get  a  camera  to 
capture  similar  moments  so  mean- 
ingful to  you  and  yours. 

On  the  other  hand,  did  you  ever 
see  anything  related  to  birth  more 
appalling  than  this  bewombed  gradu- 
ate? The  headline  reads,  "How  to 
prepare  for  the  second  biggest  shock 
of  your  life."  The  first  has  to  be  this 
advertisement. 


H(  )\v  t(  >  prepare  ft  >r  the  sea  »nd 
biggest  shock  of  your  life. 


Iixsi 


AS  FRIENDS  WERE  SALUTING  ABE  ROSENTHAL 


on  completing  his  many  years  as  reigning  editorial  pillar  of 
the  New  York  Times  and  beginning  his  life  as  a  Times  colum- 
nist, one  witty  and  wise  man  present  asked,  "After  all, 
what  is  the  difference  between  a  pillar  and  a  column?" 


Not  bad,  eh? 

When  a  second  Abe  toaster  rose  to  make  his,  he  ob- 
served, "The  first  toast  invariably  has  a  domino  effect." 
Ain't  that  the  truth. 


RESTAURANTS— GO,  CONSIDER,  STOP 


•  Cent*  Anni— 50  Carmine  St.  (Tel:  989-9494).  For  the 
very  good  reason  that  it  is  very,  very  good,  tables  in  this 
attractive,  friendly,  somewhat  small  restaurant  are  in 
great  demand.  The  pastas  are  superior,  and  traditional 
veal,  chicken  and  fish  dishes  are  all  sauced  with  extra  zest. 

The  Greenhouse — restaurant  and  wine  bar,  The 
Vista  International  Hotel,  3  World  Trade  Center  (Tel:  938- 
9100).  The  Twin  Towers'  Windows  on  the  World  is  famed 
for  its  spectacular  view.  But  on  the  ground  floor  of  the 
Vista  Hotel — part  of  the  complex — is  The  Greenhouse, 
which  also  has  a  wondrous  view  looking  up  at  the  Towers 
through  its  glass-paned  top  and  sides.  What's  served  is 
O.K.,  but,  unfortunately,  nothing  comparable  to  its  splen- 
dored  setting. 

Sarabeth's  Kitchen — 423  Amsterdam  Ave.  near 
80th  St.  (Tel:  496-6280).  In  an  area  where  varied  restau- 
rants are  sprouting  like  weeds,  here's  a  lovely  bloom  that 
has  blossomed  from  beginnings  with  an  orange-apricot 
marmalade  recipe  to  mighty  fine  bakery  to  tearoom  to 
full-scale  restaurant.  Fresh  combinations,  mostly  suc- 
cessful. Treat  yourself. 

Chapiteau— 105  West  13th  St.  (Tel:  929-8833).  The 
different  decor  of  this  spacious  place  looks  like  the  work  of 
a  couple  of  famed  O.K.  Harris  Gallery's  outstanding  archi- 
tectural artists.  The  food's  the  work  of  those  who  gave 
New  York  Demarchelier  and  Jean  Lafitte,  and  it's  "mod- 


ern" French.  As  more  demanding  advertising  agency  and 
service  types  move  south  from  Midtown's  ape-high  rents, 
more  soundly  good  restaurants  are  joining  this  area's  di- 
versely flashy  places. 

MTC  (Montien  Thai  Cuisine)  — 73 1  Broadway  near 
8th  St.  (Tel:  475-6814).  We  happened  in  here  for  a  quick 
meal  between  the  time  of  picking  up  Off-Broadway  theater 
tickets  and  the  beginning  of  the  show.  An  unprepossessing 
exterior  doubled  the  surprise  of  discovering  this  really 
Thai  cuisine.  Those  into  that  won't  be  disappointed. 

•  Between  the  Bread— 145  West  55th  St.  (Tel:  581- 
1189) — is  decorlessly  clean  with  cheerful,  swift  service  of 
tasteful  platters  featuring  either  sandwiches  or  salads  or 
straightforward  entrees.  As  their  omnipresent  ads  say, 
they  are  convenient  to  everything. 

•  Marylou's— 21  West  9th  St.  (Tel:  533-0012).  A  lively, 
flavorful,  happy  place  to  enjoy  good  seafood  in  a  great  port 
city  that  has  very  few  such 

Union  Square  Cafe— 21  East  16th  St.  (Tel:  243- 
4020).  In  an  area  now  spackled  with  loft-y  restaurants 
more  decor-ful  than  delicious,  here  is  a  totally  unpreten- 
tious, delightful  winner.  A  very  young  chef  of  La  Cote 
Basque  background  produces  innovative,  very  tasty  com- 
binations. A  great  place  for  a  different  luncheon  ambience 
as  well  as  for  dinner.  Word  of  mouth  had  filled  this  cafe 
even  before  critics'  enthusiasm.  Call,  go  and  you'll  agree. 
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SCOTS  ALL  OVER  THE  WORLD  CEL 

because  this  bard,  one  of  the  world's  greatest,  epitomized 
all  that  those  of  Scottish  blood  most  cherish. 

As  a  son  of  a  Scottish  highlander  who  never  lost  his  burr 
even  after  50  years  in  America,  I  don't  need  much  excuse 
to  brag  a  bit  about  the  contribution  of  Scots  to  the  whole 
wide  world.  Robbie  Burns'  birthday  (Jan.  25,  1759)  is  a 
great  time  to  do  just  that — and  here's  a  delightful  wee 
piece  that  fills  the  bill — 

"An  Englishman  enjoys  his  breakfast  of  toast  and  mar- 
malade, invented  by  Mrs.  Keillor  of  Dundee,  Scotland, 
reaches  for  his  raincoat,  patented  by  Charles  Macintosh 
from  Glasgow,  Scotland,  to  dash  to  the  station  on  his 
bicycle,  invented  by  Kirkpatrick  MacMillan,  blacksmith  of 
Dumfries,  Scotland,  whose  tyres,  invented  by  John  Boyd 
Dunlop  of  Dreghorn,  Scotland,  run  on  a  tartnac  road  by 
John  MacAdam  of  Ayr,  Scotland.  The  journey  by  train, 
whose  steam  engine  was  invented  by  James  Watt  of  Green- 
ock, Scotland,  takes  him  to  work  at  the  Bank  of  England, 
founded  by  William  Paterson  of  Dumfries,  Scotland.  While 
opening  his  mail  with  adhesive  stamps,  invented  by  James 
Chalmers  of  Dundee,  Scotland,  he  puffs  on  a  cigarette,  first 
manufactured  by  Robert  Gloag  of  Perth,  Scotland. 

"He  later  rings  his  wife  on  a  telephone,  invented  by 

FINE  FOOD,  FINE  WINE,  FINE  CIGARS 

are  a  traditional  trinity. 


!  BR ATE  ROBBIE  BURNS'  BIRTHDAY 

Alexander  Graham  Bell,  born  in  Edinburgh,  Scotland.  She 
tells  him  dinner  will  be  his  favourite  traditional  roast  beef, 
from  Aberdeen  Angus  raised  in  Aberdeenshire,  Scotland. 
He  arrives  home  to  find  his  daughter  watching  on  television, 
invented  by  John  Logie  Baird  of  Helensburgh,  Scotland,  a 
programme  on  the  US.  Navy,  founded  by  John  Paul  Jones  of 
Kirkbean,  Scotland,  and  his  son  reading  Treasure  Island,  by 
Robert  Louis  Stevenson  of  Edinburgh,  Scotland,  and  on 
lifting  the  Bible  he  finds  the  first  name  mentioned  is  again  a 
Scot — King  James  VI,  who  authorised  its  translation. 

"The  Englishman  is  unable  to  turn  from  the  ingenuity  of 
the  Scots.  He  could  turn  to  whisky,  but  Scotland  supplies 
the  best,  or  to  end  it  all  he  might  put  his  head  in  a  gas 
oven — coal-gas  was  discovered  by  William  Murdoch  of 
Ayr,  Scotland.  He  could  shoot  himself,  but  his  breech- 
loading  rifle  was  invented  by  Captain  Pat  Ferguson  of 
Pitfours,  Scotland.  If  unsuccessful  he  could  be  injected 
with  penicillin,  discovered  by  Alexander  Fleming  of  Darvel, 
Scotland,  or  given  an  anaesthetic,  discovered  by  Sir  James 
Young  Simpson  of  Bathgate,  Scotland.  His  last  hope  a 
transfusion  of  Scots  Blood,  then  he  could  ask,  'Wha's  like 
us?  Damn  few  and  they're  a'  deid.'  " 

And,  I  might  suggest,  that's  just  a  sampling. 

A  RESTAURANT  ALWAYS  SEEMS 

better  when  the  rolls  and  bread  are  warm. 


A  Day  In  The  Life  Of  America — (Collins  Publishers, 
$49.95).  This  is  the  bestseller  in  this  extraordinary  series 
that  has  so  far  excitingly  captured  life  and  lives  in  Austra- 
lia, Canada,  Hawaii  and  Japan.  As  good  as  it  is,  overall  it 
doesn't  quite  scale  the  extraordinary  heights  the  others  do. 


Excerpt:  We  want  to  do  this  book  because  we  sense  that 
something  is  changing  in  America.  You  can  hear  it  in  the 
songs  on  the  radio.  You  can  see  it  printed  on  t-shirts.  For  the 
first  time  in  many  years  there  seems  to  be  a  real  pride  in 
being  American.  Many  have  set  out  to  produce  books 
about  America,  but  they  have  usually  concentrated  on 
American  scenery.  We  have  a  unique  opportunity  to  dis- 
cover the  real  day-to-day  life  of  the  American  people.  We 
will  ask  [the  photographers]  to  apply  [their]  skills  to  one  of 
the  toughest  jobs  in  photojournalism:  to  make  extraordi- 
nary photographs  of  ordinary,  everyday  events. 


After  the  War  Was  Over — 

(Harcourt  Brace  Jovanovich, 
$39.95)— is  168  pictures  shot 
by  the  outstanding  photogra- 
phers who  formed  Magnum, 
Paris'  famed  picture  agency. 
The  gamut,  taken  throughout 
Europe,  is  wide,  but  it  gives  no 
more  than  an  inkling  of  what 
followed  WWII. 
Beauty  and  the  Beast  contest,  Paris 


•  I  Love-Hate  New  York — by  Bernie  Karlin  (M.  Evans  & 
Co.,  Inc.,  $3.95).  With  nary  a  word  in  30  cartooned 
contrasts,  illustrator  Bernie  Karlin  devastatingly  depicts 
the  bright  and  dark  sides  of  far-famed  New  York  scenes. 


to 


FORBES,  FEBRUARY  9,  1987 


19 


Presentin 
computers  that  i 

thei 


IBM  presents  mid-range 
computers  that  offer  a  difference 
Choice. 

In  the  IBM  System/3X 
family  and  the  new  IBM  9370 
Information  System  youll 
find  an  array  of  solutions 
that  allow  you  to  choose 
a  total  system  to  fit  your 
business.  Rather  than 
tailoring  your  business  to  fit 
a  computer  system. 

Wh 


Here. 


fit  in? 


ere  do  these  systems 


to  install.  Giving  you  a  five-fold  power  range  in  the  9370 
and  a  hundred-fold  span  of  computing  power  within  the 
370  family  from  the  entry-level  9370  to  IBM's  biggest 
mainframe. 


Mainframe  Territory 

If  you've  already  invested  in  IBM  mainframe  technology, 
the  new  9370  Information  System  is  a  great  way  to  enhance 
that  investment 

The  9370s  put  IBM's  powerful  370  mainframe  archi- 
tecture into  a  small,  affordable  package.  Because  they  share  a 
common  architecture  and  offer  a  choice  of  four 
operating  systems,  9370s  allow  you  to 
choose  from  virtually  all  of  the 
thousands  of  application  programs 
available  for  IBM  mainframes.  Yet 
because  they  don't  have  to  live  in 
computer  rooms,  9370s  can  run  these 
programs  from  wherever  you  need  them 
to  be. 

Because  of  the  familiar  architecture, 
personnel  trained  in  IBM  mainframe  use 
will  be  at  home  with  9370s.  With  new  pre- 
packaged software,  novices  will  soon  feel  at 
home  as  well.  And  9370s  will  likewise  be  at 
home  in  many  roles:  as  host  systems,  departmental  systems  or 
remote  extensions  of  existing  mainframes. 

As  your  needs  grow,  9370s  can  grow  with  them — with 
larger  processors  and  more  storage  that's  affordable  and  easy 


Svstem/3X 


Here. 


Rugged  Individualism 

Where  you  need  a  standalone  combination 
power  and  simplicity — in  departments,  in  dealers 
in  distributorships  or  in  small  businesses — the  IB 
System/3X  family  fits  right  in 

System/36  is  IBM's  simplest  and  least  expem 
entry  point  into  mid-range 

computing.  In  addition  to  I  I  ^k~W*£2 

being  IBM's  most  user-friendly        _|_  If.  "1  \_ 
mid- range  system, 
System /36  also  offers 
a  broad  spectrum  of  appli- 
cation software  from  specific 
industry  solutions  to  office 
applications  that 
suit  any  business. 

For  growth,  the 
System/38  provides 
a  built-in  relational 
data  base  (allowing 
you  access  to  data  on 
your  own  terms)  as 
well  as  a  toolbox  of 
programming  aids 

to  help  you,  in  a  remarkably  short  time,  custom-design 
applications  that  fit  the  job  at  hand. 

The  System/3X  family  members  function  equally  we 


le  mid-range 
i  where  you  need 
lost: 


Here. 


largest  computers  in 
ness  or  as  depart- 
J  computers  in  large 
inies.  And  to  provide 
ith  the  communi- 
s  and  growth  options 
(usiness  needs,  the 
n/3X  family  was 
Jy  enhanced  to  pro- 
ven smoother  peer- 
x  communications, 
r  host  and  PC  con- 
ity,  and  stronger  networking 
BM  370  mainframes  and  PCs. 
^nd  if  you  need  more  power, 
in  expand  the  System/36  and  System/38  independent- 
tou  can  link  them  in  a  network  where  they  can  share 
lation  and  resources. 

System  of  Choice 

3ne  choice  you  won't  have  to  make  with  IBM  is  where 
1  advanced  technology,  abundant  connectivity  options 
urnerous  business  solutions. 

Because  they're  in  all  our  mid-range  computers,  across 
>ard. 

3oth  the  9370  and  System/3X  families  use  IBM's  one- 
n-bit  memory  chips  and  denser  logic  to  achieve  — « 
ligh  power  and  speed.  And  two  new 
-access  storage  devices  give  '  ' 

170  and 


System/3X  increased  capacity  with  unusual  economy. 

All  this  technology  is  fascinating  in  its  own  right 
But  it  just  gives  you  more  in  terms  of  real  mid-range 
computing  options:  growth  upward  to  mainframes,  high- 
ways between  mainframes  and  PCs  or  other  work- 
stations— or  flexible  connections  with  networks  and 
enhancements  either  from  IBM  or  other  manufacturers. 

And  integrated  office  -w- 
solutions  to  meet  your  needs  I — I  g^w%g^ 
are  available  on  both  systems.      JL  Av^JL  v^t 
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Where  You  Work 

Perhaps  the  best  fit  of  all  is  the  way 
IBM's  mid-range  computers  fit  into 
your  working  environment  The  9370s 
are  very  neighborly.  With  set-up  times 
of  under  five  hours  and  rack-mounted 
components  that  can  be  installed  like 
stereo  equipment  System/3X  family 
members  are  simple  to  operate  and  fit 
in  easily,  too. 

All  are  extremely  quiet,  need  no 
special  air  conditioning  and  operate 
on  standard  110  or  220  VAC  wall 
current 

A  Fitting  Conclusion 

The  reason  IBM 
mid-range  systems  fit 

in  so  well  is  based  on  a  simple  piece  of  logic: 
they're  built  to  fit  your  business,  rather 
than  vice  versa. 

To  find  out  more  about  which  IBM  mid- 
range  system  is  the  perfect  fit  for  your  company, 
call  your  IBM  marketing  representative  soon. 
You  11  learn  about  the  kinds  of  choices  you  now 
have  in  a  mid-range  computer,  and  how  you 
can  start  making  them. 

As  it's  only  fitting  you  should. 
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9370  Information  System 


The  IBM  Mid  Range. 
The  System  of  Choice. 


Other  Comments 

Often  comments  by  others. stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


Conservative  Talk 

To  the  question,  How  conservative 
are  you?,  the  American  people  have 
given  the  answer  that  they  talk  a  very 
much  more  conservative  game  than 
they  are  prepared  to  see  played.  They 
have  a  voracious  appetite  for  govern- 
ment. They  just  have  a  negligible 
willingness  to  pay  for  it. 

— George  Will,  Esquire 

No  Sale 

Why  is  it  when  you  and  I  have  a 
"collector's  item"  nobody  ever  tries 
to  collect  it? 

— Liz  Smith,  Daily  News 

Free  Farming 

One  Texas  farm,  owned  by  the  In- 
ternational Paper  Co.  and  the  crown 
prince  of  Liechtenstein,  [last]  year 
pocketed  $2.2  million  in  subsidies 
from  the  taxpayers.  The  J.G.  Boswell 
Co.  in  California's  San  Joaquin  Valley 
collected  $20  million. 

The  modest  family  farms  of  myth 
and  movie  are  long  gone.  In  their 
place  have  arisen  rural  homes,  whose 
occupants  may  do  a  little  farming  on 
the  side  but  who  earn  their  living  in 
town.  Then  there  are  some  large,  fam- 
ily-run farms  that  require  more  than 
$1  million  in  land  and  machinery  to 
operate  with  reasonable  efficiency. 

The  new  Reagan  Administration 


budget  will  once  again  contain  pro- 
posals to  -undo  the  Federal  Govern- 
ment's involvement  in  farm  produc- 
tion. Some  day  Congress  will  also  ac- 
knowledge the  obvious:  Farming  has 
become  a  business  like  any  other,  and 
what  works  for  most  businesses  in 
America — competition,  with  mini- 
mal government  interference — will 
work  for  farming,  too. 

— New  York  Times  editorial 

Sad  Truth 

To  [Magnum  photographer  Erich] 
Lessing,  the  failure  of  the  Hungarian 
revolution  was  also  the  failure  of 
photojournalism.  "I  had  thought  [said 
Lessing]  that  by  taking  pictures  we 
were  showing  what  the  world  is  like, 
that  you  can  at  least  in  a  small  way 
influence  behavior  and  the  course  of 
politics.  But  every  journalist  in  a 
shorter  or  longer  time  knows  this  is 
not  true — the  most  horrible  war  pic- 
tures will  never  end  wars." 

— After  the  War  Was  Over, 
by  Magnum  photographers 

Recall  Is  Rubbish 

Between  1936  and  1945  an  inge- 
nious anthropologist  called  Tom  Har- 
rison set  up  a  network  of  observers  to 
record  the  views  of  the  Briton-in-the- 
street  on  a  wide  range  of  issues.  The 
fruit  of  his  labors,  the  Mass  Observa- 


tion Archive,  contains  many  first- 
hand accounts  of  incidents  that  oc- 
curred during  the  wartime  blitz, 
which  were  written  immediately  af- 
ter the  event  and  can  therefore  reason- 
ably be  accepted  as  accurate.  Some  30 
years  later,  a  number  of  the  surviving 
"mass  observers"  were  asked  to  re- 
vive their  memories.  In  every  case, 
the  relationship  between  the  original 
and  the  revised  version  was  so  remote 
as  to  be  almost  coincidental.  Yet,  but 
for  the  original  written  evidence, 
their  oral  testimony  would  have  been 
accepted  as  eminently  reliable. 

Philip  Ziegler, 
New  York  Times  Book  Review 


If  the  Soviets  were  able 
to  enlarge  their  military 
capabilities  without  greatly 
enlarging  their  defense 
budget,  why  can't  we?" 
— Representative  David  R.  Obey  (D-Wis.) 


The  Better  Sex 

Auld    Nature    swears,    the  lovely 
dears 

Her  noblest  work  she  classes,  O: 
Her  prentice  han'  she  try'd  on  man, 
An'  then  she  made  the  lasses,  O. 

— Robert  Burns, 
Green  Grow  the  Rashes,  O 

Staff  Mission 

"I  want  to  rebuild  the  NSC  policy- 
formulation  machinery,"  said  Frank 
Carlucci  in  an  interview.  Covert  op- 
erations like  the  one  in  Iran,  he 
notes,  "are  at  times  desirable,"  but 
"all  the  procedures  need  to  be 
followed."  Unlike  his  predecessors, 
however,  he  does  not  feel  that  covert 
actions  should  be  run  from  the 
White  House.  "There  is  an  appropri- 
ate place  in  the  Government  desig- 
nated to  run  such  operations,"  he 
says,  referring  to  the  CIA.  "The  NSC 
is  a  staff  operation." 

— Amy  Wilentz,'  Time 

Skin  Deep 

Thomas  Hart  Benton  didn't  paint 
the  beauty  of  something,  he  painted 
the  beauty  that  was  underneath. 

Our  governor  had  a  very  beautiful 
wife  who  once  asked  Tom  to  do  her 
portrait.  He  said  no.  When  she  asked 
why,  he  said,  "Your  beauty  is  only 
skin  deep.  You  wouldn't  like  it  if  I 
painted  you."  I  guess  she  was  in- 
censed. But  that  was  Tom. 

— Ann  Constable,  Art  &)  Antiques 


"  The  food  is  very  good  but  I've  found  the  celebrities 
tend  to  be  somewhat  disappointing. " 
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When  it  comes  to  innovation 
in  freight  transportation, 
everybody  Mows  our  lead. 


000  ten 

15-8239 

t: 

The  CF  Company's  reputation  as  a  leader 
is  based  on  the  simple  fact  that  we've  opened  up  a  lot  of 
new  highways  in  the  world  of  freight  transportation. 

It  all  started  years  ago  when  Consolidated 
Freightways,  our  long-haul  motor  freight  division 
became  the  first  truly  nationwide  trucking  company. 

Later,  we  were  the  first  to  create  a  comprehensive 
freight  transportation  network  that  included  Canada, 
Alaska,  Hawaii,  Mexico,  Puerto  Rico  and  the  Caribbean. 
Closer  to  home  we  pioneered  the  use  of  doubles. 
We  were  also  the  first  to  pre-assign  pro  numbers  to 
simplify  tracing.  While  today,  our  computer  center 
in  Portland  is  the  most  extensive  in  the  industry.  As  you 
can  see,  the  CF  Company  is  a  hard  act  to  follow. 
But  our  competitors  will  just  have  to  get  used  to  it. 


COnSOLIDRTED 
FREIGHTUJAYS,  IflC. 


The 
Companq 


Miles  aheaD 


.  Look  who 
gives  you  more 

.of  the  world, 
from  more  of 


Northwest  flies  to  over  200  cities  spread  across  three  continents  and 
19  countries. 

And  we  do  it  so  well  that  we  expect  travelers  to  choose  us  33  million 
times  this  year.  People  choose  us  not  only  for  comfort  and  convenience, 
but  for  our  WorldPerkssm  frequent  flyer  program,  which  offers  the  fastest  free 
trip  in  the  sky 

No  matter  where  you  are,  if  you  want  to  be  somewhere  else,  you're 
looking  at  the  best  way  to  get  there.  Call  your  travel  agent  or  Northwest 
at  (800)  225-2525  for  U.  S.  reservations,  or  (800)  447-4747  for  international 
reservations.  ~r  t  , 


C  1986  Northwest  Airlines,  Inc. 


®  NORTHWEST 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WITH  NATIONAL  ELECTIONS  OUT  OF  THE  WAT 


West  Germany  must  start  behaving  responsibly  like  the 
major  economic  power  that  it  is. 

For  the  past  two  years,  the  Bundesbank  has  pursued  a 
damagingly  tight  monetary  policy,  putting  the  West  Ger- 
man economy  through  a  deflation  that  has  caused  unnec- 
essary unemployment.  If  it  had  not  been  for  the  booming 
U.S.,  West  Germany  would  be  in  a  recession. 

In  Germany  today,  prices  are  actually  falling.  For  the 
Bundesbank  to  be  worried  about  inflation  under  these 
circumstances  is  similar  to  an  anorexic  worrying  about 
overeating.  Germany's  too-tightfistedness  is  a  drag  on  the 
rest  of  Europe.  Europe's  sluggishness  in  turn  exacerbates 
our  trade  deficit.  It  also  inflames  the  Third  World  debt 
crisis — -imports  from  developing  countries  to  Europe  have 
fallen  by  more  than  $40  billion  in  recent  years. 


The  U.S.  put  pressure  on  Germany  several  months  ago 
to  stimulate  its  stagnant  economy.  To  counter  opposition 
charges  that  the  Kohl  government  was  too  close  to  Wash- 
ington, Bonn  felt  obliged  to  do  the  opposite.  The  increased 
tightening  precipitated  January's  dollar  crisis.  The  mark  is 
much  too  strong. 

Japan's  behavior  is  better,  but  not  much.  Tokyo,  too,  has 
had  an  overly  stringent  monetary  policy  and  a  tax  code  that's 
in  need  of  reform.  Nakasone's  proposed  tax  changes  are 
disappointing.  The  Japanese  are  also  inflaming  protection- 
ists by  not  allowing  U.S.  construction  firms  to  bid  on  their 
new  $8  billion  airport,  even  though  Japanese  firms  are  now 
aggressively  going  after  building  work  here  in  the  States. 

The  U.S.  alone  can't  stimulate  the  rest  of  the  world. 
Germany  and  Japan  must  do  their  share. 


WE'RE  COMPETITIVE 


Contrary  to  everyone's  impression,  the  U.S.  is  no  97-lb. 
weakling  in  world  markets. 

The  trade  deficit  is  primarily  the  result  of  our  growing 
while  the  rest  of  the  world  stagnates. 

In  dollar  terms,  our  exports  are  no  worse  today  than  they 


were  several  years  ago.  But  our  customers  can't  buy  more 
if  they  don't  have  more  money  or  credit.  Imports  have 
risen  because  the  American  economy  has  expanded.  As  a 
proportion  of  GNP,  imports  today  are  slightly  lower  than 
they  were  six  years  ago. 


WE  NEED  MORE  PEOPLE 

Last  year  Congress  passed  a  bill  dealing  with  the  especially  their  children,  assimilate  into  American  society, 
problem  of  illegal  aliens.  Now  is  the  time  to  raise  the       Immigrants  also  enrich  our  way  of  life,  which  is  much 


level  of  legal  immigration. 

Immigrants  contribute  significant- 
ly to  our  economy  and  to  our  culture. 
There  is  a  myth  that  they  take  jobs 
from  native  Americans.  Evidence 
from  numerous  studies  shows  that 
they  put  far  more  into  the  economy 
than  they  consume.  Look  at,  say,  the 
Los  Angeles  area,  which  has  been  a 
magnet  for  immigration  for  years. 


Still  an  asset 

The  region  has  been  booming.  A  significant  portion  of 
Silicon  Valley  is  also  made  up  of  the  foreign-born.  Califor- 
nia's economy  as  a  whole,  in  fact,  is  vibrant,  creating 
hundreds  of  thousands  of  new  jobs  each  year. 
History  shows,  too,  that  most  of  these  entrants,  and 


more  diverse  and  dynamic  than  what  one  finds  in  Europe 
or  Japan.  An  everyday  example  is  the 
extraordinary  variety  of  cuisine  one 
finds  here. 

During  the  1980s,  we  have  been 
admitting  about  500,000  to  600,000 
immigrants  a  year.  With  the  flow  of 
illegal  aliens  now  supposedly  being 
stemmed,  we  can  easily  absorb  three 
times  that  number. 
We  have  a  moral  obligation  as  well.  Last  year's  law  gives 
amnesty  to  millions  of  resident  illegals.  They  broke  the 
law  and  are  being  allowed  to  stay.  By  contrast,  hundreds  of 
thousands  of  other  foreigners  who  have  obeyed  the  law  are 


still  waiting  entry  into  this  country. 
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Entrepreneur: 

•  The  risk  taker.  The  innovator. 
The  person  driven  to  achieve. 


Where  are  the  entrepreneurs  in  business  today? 

One  place  is  Rockwell  International-a  $12  billion 
technology  leader  driven  by  120,000  employees, 
25,000  of  them  scientists,  engineers  and  technicians. 

Rockwell  managers  have  the  entrepreneurial  indepen- 
dence to  move  through  the  maze  of  business  challenges  to 
better  serve  the  needs  of  the  marketplace.  ■ 

This  entrepreneurial  spirit  is  clearly  an  attribute  that  sets  Jm  Dr>p|<\A/Pll 

Rockwell  apart.  It  has  helped  achieve  eleven  consecutive  years       H^l^^B  !  jj  i 

of  increased  earnings  and  three  consecutive  years  of  ^^^^^  Int©rn3tl0n3l 

shareholders'  equity  in  excess  of  20  percent. 

To  learn  more  about  how  the  entrepreneurial  where  science  gets  down  to  5usiness 

approach  stimulates  our  future  growth,  write: 

Rockwell  International,  Department  815R-128,  Aerospace  /  Electronics  /  Automotive 

Box  17510,  Pittsburgh,  PA  15235.  General  Industries /A-B  Industrial  Automation 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


STOP  PROCRASTINATING  ON  INTEREST  RATES 


The  case  for 
lower  rates  grows 
overwhelming 


Look,  please, 
at  the  real  world 


Why  the  Fed 
persists  in 
acting  cautiously 


Everything  points  in  the  same  direction.  The  Federal  Reserve 
should  promptly  cut  interest  rates. 

Wall  Street's  runup  of  the  stock  market  is  clearly  based  on  the 
expectation  of  lower  rates.  The  international  financial  markets  have 
been  leaning  on  the  dollar  at  least  in  part  for  the  same  reason. 

Not  getting  on  with  what's  needed  and  already  so  clearly  anticipated 
will  only  build  up  a  head  of  pressure  that  could  become  dangerous. 

We  are  at  one  of  those  rare  moments  in  economics  when  the  facts  and 
the  evidence  (both  anecdotal  and  from  national  statistics)  support  the 
case  that  the  Fed  should  act  now. 

Take  inventories,  as  a  case  in  point.  They  are  at  one  of  the  lowest 
levels  ever  (at  around  1.33  months  of  sales  for  manufacturing,  accord- 
ing to  the  St.  Louis  Federal  Reserve).  And  for  good  reason. 

The  "corrected"  cost  of  carrying  inventories,  adjusted  for  both  infla- 
tion and  tax,  is  now  close  to  the  5.1%  peak  in  the  second  quarter  of 
1982,  says  William  Melton,  vice  president  and  senior  economist  with 
Minneapolis-based  IDS  Financial  Services  (a  subsidiary  of  American 
Express). 

This  cost  has  been  a  drag  on  corporate  earnings  in  1986,  which  is  why 
managements  have  aggressively  squeezed  stocks. 

Now  take  ordinary  people's  savings.  There  has  been  a  flood  of  money 
not  only  into  mutual  funds  but  also  into  NOW  accounts  and  even 
ordinary  deposit  accounts.  Reason:  The  thrifts  are  paying  5l/2%,  more 
than  time  accounts  in  T  bills  or  CDs,  says  Melton.  He  is,  incidentally, 
an  unusual  economist,  since  he  also  invests  the  $2  billion  or  so  cash 
assets  in  IDS'  23  mutual  funds. 

Barring  an  unusual  rush  of  realism,  it  will  not  be  until  after  the 
next  meeting  of  the  Fed's  open  market  committee,  on  Feb.  10  and  11, 
that  the  discount  rate  will  be  cut  from  the  present  5 1/2% . 

For  now,  the  Fed  is  watching  to  see  what  happens  to  oil  prices  (and 
hence  inflation),  to  consumer  spending  following  lower  tax  withhold- 
ings, to  economic  statistics  (the  numbers  for  industrial  output,  nota- 
bly, have  been  better  than  many  anticipated)  and  to  the  dollar. 
The  Fed  fears  that  an  aggressive  cut  might  cause  the  dollar  to  collapse. 
But  since  all  of  the  major  industrial  economies  are  only  limping  along, 
that  seems  remote. 

So  how  about  a  little  compromise?  Why  not  cut  in  lA%  steps — a  little 
and  (it  is  to  be  hoped)  often — and  at  the  same  time  make  it  clear  that  if 
things  start  to  move  too  rapidly  for  comfort,  on  inflation,  on  the  dollar, 
then  putting  rates  back  up  by  a  quarter  point  would  not  signify  that  the 
Fed  believed  the  end  of  the  world  was  nigh? 

But,  commonsense  though  this  sounds,  it's  not  likely  to  happen  any 
time  soon.  As  one  Fed  governor  says,  such  openness  would  reverse 
donkey's  years  of  Fed  behavior. 
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The  Forbes  Index 


Forbes  Index 

12-month  closeup 
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Tax  spending.  The  Forbes  Index  posted  a  1  %  gain  during 
the  latest  reporting  period  and  currently  stands  5.3% 
higher  than  one  year  ago.  Boosting  the  Index  were  retail 
sales,  which  shot  up  4.4%  in  December  as  consumers 
continued  their  assault  on  big-ticket  items.  Also  pushing 
up  the  Index  was  consumer  installment  credit,  which 
increased  0.7%  in  November,  to  $596  billion,  or  roughly 


20%  of  one  year's  disposable  personal  income. 

Consumer  spending  notwithstanding,  the  economy  re- 
mains sluggish.  New  unemployment  claims,  for  example, 
increased  2.3%  from  November  to  December,  the  sharp- 
est month-to-month  jump  since  last  February.  Despite  a 
weakening  dollar,  the  Federal  Reserve  may  cut  interest 
rates  again  in  order  to  stimulate  the  economy. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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America  turns 
to  golcL 


The  fall  of  1986  marked  an 
istoric  moment  in  American  his- 
)ry.  The  United  States  Mint  struck 
le  American  Eagles  and  America  turned  to 
3ld.  American  Gold  Coins. 

The  demand  for  American  Eagles  has  been  tremen- 
ous,  reflecting  the  strong  desire  among  worldwide  inves- 
ts to  own  gold.  Gold,  made  even  more  precious  because  it 
nbodies  the  full  strength,  stability  and  dependability  of 
le  US.  Government. 

Made  from  gold  bullion  bars,  the  American  Eagle  One 
)unce  Gold  Coin  contains  one  ounce  of  pure  gold. 
d  accommodate  investors'  individual  re- 
uirements,  American  Eagle  Gold  Coins 
:e  also  available  in  V2,  V4,  and  V10 
unce  sizes. 

American  Eagles  are  legal  tender  and 


their  weight,  content  and  purity 


are  backed  by  the  United  States 
Treasury,  thereby  giving  American 
Eagles  unquestioned  authenticity  worldwide. 
For  investors  interested  in  adding  silver  to  their 
portfolios,  there  is  an  American  Eagle  Silver  Bullion  One 
Ounce  Coin.  All  American  Eagles  are  available  at  coin  and 
precious  metals  dealers,  and  participating  banks  and  bro- 
kers. Because  of  the  demand,  there  may  be  a  temporary 
delay  in  some  areas  but  the  Mint's  production  facilities  are 
working  diligently  to  insure  unlimited  supplies  are  soon 
available  on  a  continuing  basis.  The  cost  of  American 
Eagles  is  based  on  the  daily  price  of  gold  or  silver,  plus 
a  premium,  and  will  fluctuate  accordingly. 

Beautiful,  valuable,  desirable.  The 
American  Eagles.  Gold  made  more  precious 
because  it's  American. 


AMERICAN  EAGLE  GOLD  &  SILVER  BULLION  COINS 
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You  may  not  think  of  Jeep  when 
you  hear  the  words  "luxury 
cars."  But  if  you  want  every- 
thing those  words  imply,  virtu- 
ally anywhere  you  might  want 
to  go,  you'll  want  to  become 
familiar  with  Wagoneer  Limited 
and  Jeep  Grand  Wagoneer. 

Each  of  these  vehicles  is  a 
true  luxury  car,  in  every  sense 
of  the  word.  But  each  one's 
also  a  Jeep.  A  hill-climbing, 


stump-pulling,  bear-down  and 
get-it-done  Jeep.  That  means 
these  versatile  vehicles  are 
going  to  get  you  places,  and 
do  things  other  luxury  cars 
wouldn't  even  attempt. 

While  both  Grand  Wagoneer 
and  Wagoneer  Limited  share  a 
Jeep  heritage  and  a  feeling  of 
lavish  comfort,  each  has  its 
own  personalitv.  To  be  specific: 
GRAND  WAGONEER 
Enter  Grand  Wagoneer  through 


any  of  its  four  doors  and  yc  \ 
find  plush  surroundings  for 
to  six  adults.  Genuine  leatl  i 
upholster}-,  air  conditioning 
premium  sound  system  ant 
power  everything. . .  all  star 
Also  standard  is  a  powerfu 
5.9L  V8,  and  a  4-wheel  dri 
system  that's  as  easy  as  a  f 
of  a  switch.  All  this,  in  a  v 
that  can  tow  up  to  an  imp 
sive  5,000  pounds. 


» 

{ 


}ONEER  LIMITED 

t  let  its  slightly  smaller  size 
/ou.  The  4-door  Wagoneer 
ted  still  has  more  room 
any  other  domestic  4- 
il  drive  vehicle  in  its  class 
lough  for  five  adults  and 
:y  of  cargo.  Go  with  the 
optional  173-horsepower 
itre  Power-Tech  Six  engine, 
/ou'll  see  that  Wagoneer 
ted  beats  its  competition  at 
>ower  game  too.  To  take 


advantage  of  all  that  power, 
every  Wagoneer  comes 
standard  with  an  all-new 
4-speed  automatic  overdrive 
transmission. 

If  your  travels  take  you 
places  that  are  well  off  the 
beaten  path,  get  to  know  these 
truly  unique  vehicles.  Because 
whether  you're  taking  a  trip  to 
the  mountains  or  a  trip  to  the 
market,  they'll  not  only  get  you 
there,  they'll  do  it  with  style. 


I 


Grand  Wagoneer 


i—±  186.4"- 

Wagoneer  Ltd.  /. 
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How  did  Drexel  Burnham  Lambert  come  to  have  a  very  special 
investment  in  Ivan  Boesky's  billion-dollar  arbitrage  fund?  Be- 
cause some  investors  were  more  equal  than  others. 


An  extra  slice  of  the  pie 


By  Allan  Sloan 

T|he  whole  story  is  not  out  yet 
on  Ivan  Boesky's  tale  of  greed 
and  incompetence.  Forbes  has 
learned  of  a  hidden  arrangement  be- 
tween Boesky  and  the  investment 
firm  of  Drexel  Burnham  Lambert, 
whereby  Boesky  granted  Drexel  a  very 
special  share  of  the  profits  of  his  bil- 
lion-dollar arbitrage  fund. 

This  piece  of  Boesky's  fund,  which 
Drexel  appropriately  calls  a  "special 
interest,"  was  initially  purchased  by 
partnerships  composed  of  Drexel  Se- 
nior Executive  Vice  President  Mi- 
chael Milken  and  his  associates,  ac- 
cording to  information  confirmed  by  a 
Drexel  spokesman  in  New  York. 
(Milken,  speaking  through  a  spokes- 
man in  Beverly  Hills,  where  he's 
based,  claims  never  to  have  owned  the 
special  piece  of  Boesky's  fund.) 

At  any  rate,  Drexel's  New  York 
spokesman  says  Drexel  bought  the 
special  interest  from  Milken  and  his 
associates  at  cost  soon  after  Boesky's 
fund  began  operating  last  spring.  It 
was  the  firm's  contention  that  the 
profit  opportunity  belonged  to  Drexel 
Burnham,  not  to  Michael  Milken. 

And  what  an  opportunity  it  seemed 
to  be.  In  return  for  a  $5  million  invest- 


ment, which  amounted  to  about  1.5% 
of  the  equity  raised  by  Boesky's  fund, 
the  special  interest  holders  received 
6%  of  the  profits  available  after  debt- 
holders  got  their  interest.  If  the  fund 
exceeded  certain  profit  levels,  the  spe- 
cial interest  could  get  much  more 
than  6%. 

What's  more,  the  special  interest 
holders  were  twice  privileged:  They 
didn't  have  to  pay  Boesky's  manage- 
ment fee — 40%  of  the  profits. 

This  special  piece  of  the  pie  was  not 
the  only  reward  Drexel  got  for  raising 
money — $660  million  of  it — for  Boe- 
sky's arbitrage  partnership.  Drexel 
also  got  $25  million  in  fees  and  $1.6 
million  of  partnership  interests. 

Here  was  the  nation's  leading  take- 
over investment  house  involved  in  a 
web  of  relationships  with  the  nation's 
leading  takeover  arbitrager.  The  po- 
tential for  conflict  of  interest  was  ob- 
viously tremendous — but  then  again, 
so  were  the  potential  returns.  Here's 
how  handsomely  the  deal  might  have 
paid  off  for  Drexel: 

Say  that  the  Boesky  partnership 
earned  30%  (a  reasonable  figure  for  an 
arbitrage  partnership)  on  its  $350  mil- 
lion of  equity  capital  after  paying  the 
debtholders  13%  annual  interest  and 
deducting  operating  expenses.  Some 


32%  of  the  $105  million— $33.6  mil- 
lion—would go  into  a  pool,  to  in- 
crease the  interest  paid  to  bondhold- 
ers. Of  the  $71.4  million  balance, 
Boesky  would  get  $28.6  million.  The 
equity  investors  would  get  $38.6  mil- 
lion. And  the  special  interest  holder, 
Drexel,  would  get  $4.3  million.  This 
meant  that  Drexel  would  earn  more 
than  85%  on  its  $5  million,  while  the 
other  equity  investors  earned  only 
11%  or  so  on  their  $345  million. 

In  addition  to  earning  a  higher  re- 
turn than  the  other  equity  holders, 
the  special  interest  carried  a  lower 
risk.  If  Boesky's  fund  liquidated,  the 
special  interest  would  remain  un- 
scathed unless  all  the  other  equity 
was  wiped  out. 

How  did  Boesky  come  to  make 
Drexel  a  partner  on  much  more  favor- 
able terms  than  were  granted  to  the 
other  partners?  Here's  what  seems  to 
have  happened: 

Drexel  agreed  to  raise  $3  of  debt  for 
every  dollar  of  equity  that  Boesky 
could  round  up.  Boesky  raised  $220 
million  of  equity,  so  Drexel  sold  $660 
million  of  bonds.  (The  equity  later 
increased  to  $350  million.)  Boesky 
agreed  to  pay  the  debtholders  a  fixed 
13%  interest  a  year,  with  up  to  anoth- 
er 16  points  depending  on  how  much 
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money  his  fund  earned. 

But  as  the  deal  neared  closing,  there 
were  worries  that  the  bonds'  high  po- 
tential return  might  cause  the  IRS  to 
consider  them  equity.  In  that  case, 
interest  on  the  bonds  wouldn't  be  tax- 
deductible  to  Boesky,  and  Drexel's  in- 
vestors might  have  had  to  carry  their 
Boesky  paper  as  an  equity  security 
rather  than  debt. 

To  solve  the  debt-or-equity  prob- 
lem, Drexel  split  the  debt  into  two 
parts:  a  $440  million  junior  piece  that 
had  the  13%-to-29%  range,  and  a  se- 
nior piece,  $220  million  worth.  The 
senior  bonds,  since  they  were  better 


protected  than  the  junior  bonds,  paid 
a  lower  rate:  13%  fixed  rate  and  a 
maximum  return  of  only  17%.  Since 
Boesky  had  already  agreed  to  pay  up  to 
29%  for  all  $660  million,  Drexel 
wasn't  about  to  give  him  the  money 
back.  Instead,  it  invented  the  advanta- 
geous special  interest  to  absorb  the 
difference. 

Drexel  says  it  was  prepared  to  offer 
pieces  of  the  special  interest  as  sweet- 
eners to  entice  investors  to  buy 
Boesky  bonds.  But  since  it  managed  to 
place  all  the  paper  without  resorting 
to  sweeteners,  Drexel — or  Milken,  de- 
pending on  whom  you  talk  to — 


bought  the  special  interest. 

At  least  two  of  the  biggest  buyers  of 
Boesky  bonds  now  say  that  Drexel  did 
not  tell  them  it  was  taking  this  spe- 
cial interest. 

As  things  turned  out,  the  whole 
thing  misfired.  The  special  interest, 
like  all  the  equity  money  invested  in 
Boesky's  fund,  has  turned  out  to  be  a 
loser.  If  the  fund  is  ultimately  em- 
broiled in  endless  lawsuits — a  distinct 
possibility — the  special  interest 
might  be  wiped  out. 

Even  when  you  try  your  best  to 
stack  the  deck,  you  still  might  not 
win  the  game.  ■ 


Gary  Haltgrcn 
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How  to  revive  some  of  Americas  more 
moldering  shopping  centers?  Easy,  says 
consultant  Meret  Inc. 


Off  with 
their  heads 


By  Steven  B.  Weiner 


SOMETHING  MIDDLE-AGED  has 
been  happening  to  most  of 
America's  3,000  big  shopping 
centers.  As  they  have  matured,  their 
growth,  as  measured  in  sales  per 
square  foot,  has  slowed.  Customers 
think  they  are  too  big,  too  disorga- 
nized and  too  bland.  The  unvarnished 


truth  is  that  "there  are  an  awful  lot  of 
shopping  centers  that  are  boring,  even 
new  ones,"  says  Steven  B.  Kaplan, 
vice  president  of  real  estate  for  The 
Gap,  the  San  Francisco-based  clothing 
emporium  for  young  adults. 

Lots  of  developers  have  done  the 
obvious  and  remodeled.  That  can 
help,  but  if  the  stores  stay  the  same, 
the  quick-fix  20%  kick  in  sales  that 


most  alterations  produce  lasts  about  a 
year  before  shoppers  wise  up  and  go 
elsewhere. 

So  how  to  fix  hardened  sales  arter- 
ies? Easy,  says  the  iconoclastic  crew 
of  consultants  and  designers  at  Co- 
lumbus, Ohio-based  Meret  Inc.  Off 
with  the  head — ax  the  big  stores  that 
most  malls  have  always  figured  are 
their  main  draws. 

It's  not  as  suicidal  as  it  sounds.  One 
Ohio  off-price  center  that  has  em- 
ployed Meret's  theories  has  produced 
sales  of  $230  a  square  foot,  or  about 
30%  more  than  the  average.  A  Cana- 
dian developer  expects  Meret's  five- 
year  repositioning  plan  for  a  Toronto 
mall  will  boost  sales  by  25%.  Sales  at 
two  new  Meret-designed  malls  in  Co- 
lumbus are  expected  to  average  20% 
higher  than  those  of  local  competi- 
tors. "Their  work  is  very  impressive," 
says  Leon  Nitsun,  architecture  direc- 
tor for  Melvin  Simon  &  Associates 
Inc.,  the  big  Indianapolis  developer. 

Such  accolades  and  results  are  earn- 
ing tiny  Meret  (fiscal  1986  revenue, 
$10.7  million)  and  its  radical  theories 
well-deserved  attention  in  the  indus- 
try. There  is  interest  on  Wall  Street  as 
well,  with  Meret's  over-the-counter 


Meret  Inc.  Chief  Executive  Officer  Michael  J.  Gade 

Designing  shopping  centers  so  you  don't  hike  miles  for  the  merchandise. 
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shares  trading  recently  at  its  52-week 
high  of  5%.  Because  of  its  growing 
reputation  as  one  of  the  sharpest  mall 
doctors,  the  company  has  won  14  or- 
ders in  the  last  three  months  to  repair 
hurt  shopping  centers. 

Most  developers,  who  naturally 
enough  view  shopping  centers  as  leas- 
able real  estate,  fill  their  malls  store 
by  store.  But  Meret  does  it  backward. 
It  imagines  malls  to  be  one  enormous 
store  that  should  be  stocked  accord- 
ing to  one  master  plan  that  keys  on 
what  customers  want.  To  find  what 
that  is,  Meret  does  some  of  the  indus- 
try's most  carefully  targeted  market 
research.  It  ends  with  precise  mea- 
sures of  the  area's  appetite  for  each  of 
two-dozen  kinds  of  goods  and  ser- 
vices, right  down  to  price  and  taste 
level.  Then  Meret  handpicks  the 
stores  it  wants  from  a  list  of  hundreds 
it  has  tracked  over  the  years.  The  pro- 
cess, says  Michael  f.  Gade,  Meret's 
precocious  35-year-old  chief  execu- 
tive officer,  "is  the  same  thing  a  good 
department  store  would  do." 

The  change  that  occurs  can  be  star- 
tling. At  Bramalea  City  Centre  near 
Toronto,  Meret  recommended  that  51 
of  about  200  tenants  be  eliminated 
over  five  years.  For  example,  it  urged 
that  a  lumber  wholesaler  be  replaced 
by  a  court  area  with  a  dozen  or  so  food 
retailers,  low-cost  apparel  be  replaced 
by  more  profitable  higher-priced 
goods  and  a  hardware  store  be  ousted 
in  favor  of  an  electronics  store.  "It 
will  more  than  double  returns  to  the 
developer,"  predicts  Kenneth  W.  Gal- 
loway, who  heads  the  architecture  di- 
vision of  Meret's  biggest  unit,  known 
as  Retail  Planning  Associates. 

The  Meret  scheme  will  also  im- 
prove returns  for  specialty  stores. 
While  specialty  stores  produce  60%  of 
most  mall's  sales,  they  pay  a  dispro- 
portionate 82%  of  the  rent.  That's 
justified  if  the  small  stores  reap  bene- 
fits like  higher  traffic  from  being  near 
the  big  department  stores  that  usually 
anchor  a  center.  But  increasingly, 
Meret  is  beginning  to  suspect  that  the 
big  anchors  are  not  the  draw  that  was 
assumed.  The  main  reason:  Depart- 
ment stores  are  looking  and  acting 
more  like  specialty  retailers  and  bou- 
tiques. "Everyone  always  believed 
there  was  a  need  for  department 
stores,  but  no  one  ever  tested  it,"  says 
David  C.  Beever,  who  runs  Meret's 
consulting  and  feasibility  group, 
known  as  Aspid  International. 

Now  Meret  is  trying  to  prove  its 
point  from  the  ground  up.  Two  Meret- 
designed  shopping  centers,  Cross- 
woods  and  the  Center  at  Mill  Run,  are 
being  put  together  in  Columbus.  Nei- 
ther has  a  department  store  anchor.  In 


their  place  the  two-story  malls  are 
anchored  with  compact  circular 
nodes,  or  "universes,"  for  fashion, 
lifestyle  and  leisure  and  entertain- 
ment goods.  "The  days  of  grandma 
having  to  walk  a  half  mile  for  shoes 
are  over,"  says  Beever. 

Big  malls  without  department 
stores  have  been  tried  before,  and 
most  of  them  haven't  worked.  What 
makes  Meret's  designs  any  more 
promising?  The  company  believes  its 
edge  is  its  tight  control  over  leasing 
and  the  mix  of  stores  allowed.  For 
example,  at  Mill  Run,  situated  in  posh 
northwestern  Columbus,  Meret  is  al- 
lowing 40,000  square  feet  of  mens- 
wear  space  spread  among  a  half-dozen 
stores.  Its  first  choice  was  conserva- 
tive Brooks  Brothers.  But  at  Cross- 
woods,  to  be  shopped  by  younger,  up- 
wardly mobile  families,  Meret's  first 
choice  was  a  store  like  Mark  Shale,  a 
Chicago  retailer  featuring  more  se- 
verely tailored  clothing. 

There's  some  skepticism  that  all  of 
Meret's  theories  will  work,  particu- 
larly its  plan  to  put  some  trendy 
stores  on  short  leases  so  they  can  be 
eliminated  when  their  appeal  wanes. 
"No  major  tenant  will  negotiate  a 
short-term  lease,"  says  Kaplan  of  The 


Gap.  But  so  far  the  two  Columbus 
projects  are  on  schedule,  each  about 
one-third  leased. 

Shopping  centers  are  not  Meret's 
only  game.  Gade  says  the  company 
expects  revenues  this  year  of  more 
than  $14  million,  up  30%  over  1986, 
and  is  shooting  for  $100  million  with- 
in five  years,  boosted  by  what  he  says 
is  a  unique  plan  to  help  European 
companies  expand  to  the  U.S.  In  re- 
turn for  a  hefty  equity  stake  and  fees 
of  up  to  5%  of  sales,  Meret  provides 
the  chairman  and  staff,  designs  and 
finds  sites  for  the  stores  and  does  the 
marketing.  Two  such  projects  are  un- 
der way,  Gade  says. 

Other  targets  in  Meret's  plan:  rede- 
signing banks  and  institutions  like 
the  Post  Office,  and  expanding  the 
company's  12-unit  giftware  chain  to 
30  stores  during  the  next  year.  The 
company  last  month  launched  a  joint 
venture  with  Ernst  &  Whinney,  the 
accounting  firm,  to  provide  strategic 
marketing  information  to  clients. 

Still,  a  goodly  portion  of  its  reputa- 
tion rests  on  those  risky  new  Colum- 
bus malls.  "No  guts,  no  glory,"  ob- 
serves Meret  President  Arthur 
Handshy.  True,  but  this  looks  to  be 
one  time  that  glory  is  well  in  hand.  ■ 


hv  Bruce  Zake 


Meret's  Kenneth  W.  Galloway  (left)  and  David  C.  Beever 

Testing  whether  malls  can  succeed  without  a  department  store. 
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Want  to  own  a  baseball  team  that  makes 
money?  Try  the  minor  leagues,  where 
franchise  values  are  rising  faster  than  a 
Dwight  Gooden  fastball. 


Take  that, 
Peter  Ueberroth 


By  Richard  Behar 


When  a  retired  construction 
executive  named  A.  Ray 
Smith  paid  $50,000  for  a  near- 
ly bankrupt  minor  league  baseball 
team  in  1961  and  eventually  moved  it 
to  Louisville  in  search  of  some  fans, 
more  than  a  few  Kentucky  business- 
men thought  he  was  nuts. 

Some  nut.  By  1983  the  Triple  A 
Louisville  Redbirds  were  not  only 
shamefully  profitable  but  had  broken 
the  minor  league  baseball  attendance 
record  with  a  paid  gate  of  over  1  mil- 
lion— more  even  than  several  major 
league  clubs  that  year  (Forbes,  Apr.  30, 
1984).  In  November  Smith  cashed 
out,  selling  the  Redbirds  to  a  group  of 
Louisville  businessmen  for  $5  mil- 
lion, by  far  the  most  ever  paid  for  a 
minor  league  baseball  team. 

Major  league  baseball  may  be  in 
financial  trouble,  with  some  20  out  of 
its  26  franchise  teams  reporting 
losses.  But  minor  league  ball?  Ah, 
that's  another  story.  By  a  venerable 
tradition  that  has  major  league  own- 
ers blushing  in  embarrassment — and 
a  growing  number  of  minor  league 
owners  chortling  all  the  way  to  the 
bank — minor  league  baseball  has  be- 
come a  license  to  print  money.  Why? 
Because  in  the  spirit  of  "player  devel- 
opment," major  league  clubs  for  years 
have  provided  80%  to  100%  subsidies 
for  the  salaries  of  the  players  on  their 
farm  teams,  yet  have  forgotten  to  in- 
sist on  sharing  in  any  revenues  the 
teams  might  earn. 

"We  have  so  many  problems  of  our 
own  to  solve  right  now  that  we've 
fallen  into  a  pattern  of  handling  the 
minors  this  way,"  explains  Robert 
Lurie,  owner  of  the  San  Francisco  Gi- 


ants. "One  day  we're  going  to  wake  up 
and  say,  'Hey,  you're  making  money 
and  we're  losing  it!'  " 

The  majors  do  have  their  share  of 
problems.  Last  year's  well-publicized 
scandals  with  drug  use  among  players 
are  certainly  one  major  worry,  but 
runaway  salaries,  which  have  only 
lately  begun  showing  signs  of  leveling 
off  at  an  average  of  over  $400,000,  are, 
economically  speaking,  a  far  bigger, 
concern 

Meanwhile,  with  major  league 
player  development  contracts  absorb- 
ing more  than  a  third  of  their  total 
operating  costs,  minor  league  teams 
are  selling  briskly — and  at  colossal 
markups  to  their  original  purchase 
price.  Says  Michael  Megna,  a  Milwau- 
kee-based appraiser  of  sports  fran- 
chises, "When  you  know  that  some- 
one else  is  footing  much  of  the  bill, 
the  risk  disappears.  Then  it  just 
comes  down  to  how  good  a  promoter 
you  are,  who  you're  affiliated  with, 
and  how  good  a  facility  you've  been 
able  to  lease." 

Take  the  case  of  Joseph  Buzas,  68, 
who  has  owned  and  operated  64  differ- 
ent minor  league  teams  during  his 
career.  In  1978  Buzas  paid  the  awe- 
some sum  of  $1  to  acquire  the  bank- 
rupt Reading  Phillies.  Last  year  Buzas 
resold  the  franchise  for  an  astounding 
$1  million.  Says  he,  "The  majors  are 
subsidizing  us  tremendously.  You 
have  to  be  real  stupid  if  you  can't 
make  money  in  this  environment." 

Even  among  Single  A  franchises, 
which  are  barely  up  from  Little 
League,  the  bull  is  kicking.  Two  years 
ago  an  Illinois  couple  and  a  Florida 
lawyer  paid  $20,000  to  the  Midwest 
League  for  the  right  to  set  up  an  ex- 
pansion club  in  South  Bend,  Ind.  The 


buyers  never  got  around  to  setting  up 
the  club,  but  late  last  year  they  resold 
the  franchise  rights  to  a  New  York 
literary  agent,  Jay  Acton,  and  his  part- 
ner for  about  $500,000.  Says  Acton  of 
his  investment,  "We  paid  a  lot  but  I'm 
100%  bullish.  Look  at  what  broadcast 
properties  are  trading  at." 

What  in  fact  are  the  minors?  You 
may  be  surprised  to  discover  that  mi- 
nor league  baseball  is  America's  larg- 
est and  most  elaborately  organized 
professional  sports  network,  with  17 
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The  Triple  A  Louisinlle  Redbirds,  which  sold  for  $5  million 

Baseball's  irony:  "Hey,  you're  making  money  and  we're  losing  it! 


leagues,  4,000  players  and  168  teams 
in  cities  ranging  from  potential  major 
league  expansion  sites  like  Buffalo 
and  Denver  to  whistle-stops  like  Pu- 
laski, Va. 

"This  is  probably  the  last  affordable 
sports  franchise,"  says  Robert  Rich 
Jr.,  owner  of  the  Triple  A  Buffalo  Bi- 
sons. "You  get  earnings  opportuni- 
ties, glamour,  romance  and  excite- 
ment— and  you  don't  have  to  be  a 
multimillionaire  to  buy  in." 

All  this  speculative  excitement  is 


coming  at  a  time  when  the  minors  are 
undergoing  a  surge  in  popularity  that 
they  have  not  enjoyed  since  the  late 
1940s,  when  more  than  40  million 
fans  routinely  turned  out  to  watch 
448  teams  play  ball.  Back  in  those 
days  nearly  half  of  the  teams  with  big- 
league  affiliations  v/ere  owned  by 
their  parents. 

Television  ended  all  that.  Atten- 
dance dropped  rapidly,  ballparks  fell 
into  decay,  and  the  farm  system  was 
severely  cut  back.  Big  league  owners 


literally  gave  away  many  of  their  farm 
clubs  to  anyone  who  would  take 
them — usually  local  businessmen  in 
need  of  tax  writeoffs,  who  agreed  to 
run  moneylosing  franchises  in  order 
to  keep  baseball  in  their  towns.  As  a 
result,  only  12  teams,  Class  A  and 
above,  today  are  owned  by  their  major 
league  parents. 

But  attendance  is  once  again  on  the 
rise,  up  65%  over  the  mid-197Cs.  Last 
year  more  than  15  million  fans  filed 
through  the  turnstiles  at  minor  league 
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Minor  league  millionaire  Joe  Buzas 

"You  have  to  be  real  stupid  if  you  can't  make  money  in  this  environment. 


Nubar  Alexanian 


ballparks — more  than  bought  tickets 
to  watch  professional  football,  bas- 
ketball or  hockey.  "Television  killed 
us,  and  now  television  is  bringing  us 
back,"  says  Buzas.  "Americans  are 
bored  with  the  tube.  They  want  to 
get  out  for  some  cheap,  local,  live 
entertainment." 

Unlike  the  majors,  where  big- 
league  salaries  have  pushed  even  a 
seat  in  the  bleachers  to  an  average 
price  of  nearly  $4,  the  minors  can 
provide  a  family  of  five  with  a  night  of 
hot"  dogs,  soda  and  baseball — and 
change  for  a  $20  bill.  And  the  games 
are  fun  to  watch.  Minor  league  ball- 
players may  lack  experience,  but  they 
are  generally  willing  to  die  to  stop  a 
grounder. 

Improved  marketing  is  also  helping 
fill  the  ballparks.  The  games  of  some 
40  or  so  minor  league  teams  are  now 
locally  televised,  and  nearly  13  mil- 
lion cable  viewers  can  catch  a  bush 
league  "game  of  the  week." 

In  the  old  days  most  franchise  oper- 
ators usually  waited  until  the  snow 
melted  before  they  started  peddling 
season  tickets.  These  days  most  oper- 
ators are  out  selling  aggressively  as 
early  as  the  end  of  the  previous  season 


in  September.  Concessions  can  also 
be  lucrative,  and  promotions  abound 
in  such  gimmicks  as  lucky  number 
giveaways,  free  caps  and  banners  and 
even  ostrich  races. 

"In  the  minors  you  try  to  stage  an 
event,  with  the  baseball  game  being 
just  a  part  of  that  event,"  explains 
Larry  Schmittou  of  Nashville,  who 
says  his  four  franchises  sport  profit 
margins  of  15%  to  20%.  "In  the  ma- 
jors fans  put  up  with  inconveniences 
like  the  hot  dog  being  cold,  the  beer 
being  hot  and  the  ticket  takers  being 
rude.  In  the  minors  that  will  turn  a 
customer  off  more  than  if  the  team 
loses." 

For  all  their  sudden  wealth,  most 
minor  league  owners  can  still  teach 
the  majors  plenty  about  pinching  pen- 
nies. "Some  minor  league  operators 
are  better  businessmen  than  their  ma- 
jor league  brethren,"  says  Dave  Ro- 
senfield,  general  manager  of  the  Tide- 
water Tides,  the  New  York  Mets'  Tri- 
ple A  farm  team,  which  has  been 
making  money  16  of  17  years  since 
1970.  "We  exist  with  virtually  no 
waste."  Major  league  players  fly  char- 
ter to  their  games,  for  example,  but 
Rosenfield  and  other  minor  league 


owners  routinely  buy  airline  tickets 
for  their  own  teams  a  year  in  advance 
to  take  advantage  of  supersaver  fare 
discounts. 

The  big  question  is,  of  course,  how 
long  before  embarrassed  major  league 
owners  start  insisting  on  a  share  of 
the  spoils  from  their  farm  teams?  One 
hint  at  an  answer  just  may  be  a  clause 
in  the  new  five-year  player  develop- 
ment contract  that  minor  league  own- 
ers signed  with  the  majors  last  winter. 
That  clause  obligates  minor  league 
operators  to  turn  over  their  balance 
statements  to  their  major  league  col- 
leagues if  requested  to. 

But  minor  league  owners  are  not 
likely  to  give  up  on  their  good  deal 
easily.  Says  Johnny  Johnson,  65,  who 
is  now  commissioner  of  minor  league 
baseball,  "Major  league  owners  are 
concerned  about  the  rising  value  of 
franchises,  which,  to  me,  is  none  of 
their  business.  My  answer  is  that  you 
fellows  bailed  out  long  ago  and  missed 
the  boat." 

In  short,  the  next  few  years  may 
turn  out  to  be  the  last  ones  before  the 
financial  merry-go-round  starts  to 
slow,  but  for  now,  at  least,  what  else 
is  there  to  say  but,  Play  ball!  ■ 
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TOYOTATOUCH 


Duality 

The  Cornerstone  Of  The  Toyota  Touch. 


a 


'uality.  A  word  talked  about 
everywhere.  But  at  Toyota 
we  produce  it  every  day  And 
the  Toyota  Touch  means 
you  can  expect  it.  Every  day. 
Your  satisfaction  is 
important  to  us.  If  you  have 
a  question  or  concern, 
we  want  to  know.  Talk  to  your 
Toyota  dealer,  or  call  our 
toll-free  number:  1-800-331-4331 
Quality.  Value.  Satisfaction. 
Every  mile  of  the  way. 
That's  the  Toyota  Touch. 


WHO  TOYOTA 

COULD  ASK  IUT,yMH 
FOR  ANYTHING 
MORE! 

Get  More  From  Life . . .  Buckle  Up! 


1987  Toyota  Motor  Sales.  U.S.A.,  Inc 


Paccar  Inc.  has  always  done  a  remarkable 
job  of  staying  ahead  in  the  truck  business. 
Now,  however,  it  has  to . . . 

Shift  gears  on 
a  steep  hill 


By  John  Heins 

IN  HEAVY-DUTY  TRUCKS,  BelleVUe, 
Wash.'s  Paccar  Inc.  is  a  legend. 
This  is  a  business  of  wild  ups  and 
downs.  Yet,  unlike  competitors  Na- 
vistar, Mack  Trucks  and  Freightliner, 
Paccar  has  never  had  a  net  loss.  Its  big 
Peterbilt  and  Kenworth  diesel  trucks 
are  considered  the  most  technologi- 


cally advanced  and  the  highest-quali- 
ty rigs  in  the  industry.  Paccar's  formu- 
la for  success:  Stick  to  what  you 
know,  avoid  debt  and  don't  compete 
on  price. 

But  the  formula  may  be  getting 
frayed.  In  its  first  shutdown  in  41 
years,  Paccar  last  year  permanently 
closed  two  of  its  six  truck  factories 
because  of  overcapacity.  Price-cutting 


by  competitors  has  forced  Paccar  to 
discount  many  models. 

Paccar  is  still  comfortably  in  the 
black,  but  its  margins  aren't  what 
they  used  to  be.  Wertheim  Schroder  &. 
Co.  analyst  Mitchell  Quain  estimates 
Paccar  earnings  were  around  $45  mil- 
lion last  year,  $2.40  a  share,  on  sales 
of  $1.8  billion.  But  just  two  years  ago 
the  company  earned  a  record  $125 
million  on  revenues  of  $2.2  billion. 
Chairman  Charles  Pigott,  the  57-year- 
old  grandson  of  the  company's 
founder,  told  shareholders  in  his  an- 
nual letter  last  year:  "The  days  of  con- 
stantly expanding  markets,  limited 
international  competition  and  big  in- 
creases in  annual  profits  are  gone." 
Competing  only  in  the  premium  end 
of  the  Class  8  truck  market — the  big- 
gest rigs — Paccar  had  little  trouble 
selling  top-of-the-line  Peterbilts  for 
up  to  $100,000.  But  competitors  are 
slashing  prices  on  even  premium 
models  to  grab  market  share.  Power- 
ful outfits  like  Sweden's  Volvo,  which 
merged  its  Volvo  White  big-truck 
business  with  General  Motors'  last 
December,  and  West  Germany's 
Daimler-Benz,  which  owns  Freight- 
liner,  have  been  most  aggressive. 

All  this  comes  at  a  time  when  de- 
mand for  Class  8  trucks  is  stagnating. 
From  a  peak  of  174,000  in  1979,  Class 
8  unit  sales  fell  last  year  to  just  under 
113,000,  and  the  outlook  is  for  little 
improvement  in  the  next  few  years. 
Deregulation  has  changed  trucking 
patterns,  with  the  emphasis  now  on 
"hub-and-spoke"  distribution  sys- 
tems that  utilize  smaller,  fuel-effi- 
cient trucks. 

The  long-haul  truck  business  has 
also  been  hurt  by  the  reemergence  of 
the  railroads  (Forbes,  June  30,  1986]. 
The  result:  Paccar's  share  of  the  weak 
Class  8  market,  second  only  to  Navi- 
star's  23%,  has  fallen  from  20.4%  in 
1983  to  18.1%. 

The  way  out  of  this  very  tight  box? 
Paccar  is  trying  to  diversify.  Later  this 
month  it  will  unveil  its  first  entry  in 
the  highly  competitive  medium-duty 
market — trucks  much  bigger  than 
pickups  but  not  as  large  as  the  Class 
8s.  These  new  Paccar  entries  are  made 
abroad — yet  another  example  of  how 
U.S.  companies  are  becoming  increas- 
ingly dependent  on  foreign  suppliers 
and  foreign  plants  (see p.  84).  They  are 
manufactured  by  Volkswagen  in  Bra- 
zil, the  first  product  Paccar  has  mar- 
keted that  is  made  by  someone  else. 

The  market  for  these  medium- 
duty — so-called  Class  7 — trucks  is 
growing  rapidly,  doubling  in  size  in 
the  last  five  years,  to  100,000  units. 
Paccar's  new  Brazilian-built  truck  has 
gotten  good  advance  reviews  for  its 


40 


FORBES,  FEBRUARY  9,  1987 


How  Bell  &  Howell  document  control  systems 
boost  cash  flows. . .  and  earnings. 

When  payables  teeter  while  receivables  totter,  cash  flows  red  and 
earnings  suffer.  You  know  that. 

But  did  you  know  that  Bell  &  Howell  offers  a  one-of-a-kind  document 
control  system  that  makes  that  impossible? 

Our  system  synchronizes  payables  and  receivables.  It  determines 
which  bills  to  pay  first  automatically,  so  your  money  spends  more  time 
working  for  you. 

And  your  cash  flows  smoother. 

And  your  earnings  get  bigger. 

What's  more,  we  'II  tailor  our  system  to  meet  your  particular  needs. 
And  we  'II  re-tailor  it  as  your  needs  change. 

The  bottom  line  is,  a  Bell  &  Howell  document  control  system  can 
make  a  real  contribution  to  your  bottom  line. 

So  let  us  design  one  for  you. 

The  process  starts  with  a  day-long  analysis  of  your  current  cash 
flow  situation  -  done  by  our  specialists  -  and  all  it  takes  to  make 
that  happen  is  a  call  to  I -800-0 ASH  FLW 

PS.  If  you  live  in  Illinois,  call  (312)  676-7900  collect. 


Fahrenheit 


Over  250  years  ago,  measuring  hot  and  cold  more 
precisely  was  the  beauty  of  Gabriel  D.  Fahrenheit's 
temperature  scale.  Today  ensuring  precise  heating  and 
cooling  at  the  Texas  Medical  Center  is  the  beauty  of 
Toshiba  digital  technology 

Toshiba's  control  systems,  like  the  Toshiba  Digital 
Instrumentation  Control  System  (TOSDIC),  process 
vital  information  so  it  can  be  controlled  from  a  single 
operator  console.  Maximizing  efficiency  and  flexibility. 
Minimizing  maintenance  and  cost. 

Digital  technology  enhances  every  product  we 
create.  From  medical  equipment  to  home  electronics, 
office  automation  to  heavy  electric  equipment. 

Over  100  years  of  technological  innovation  has 
made  Toshiba  the  ninth  largest  electric  and  electronics 
manufacturer  in  the  world.  Creating  products  that 
improve  the  quality  of  our  lives.  So  when  we  say  our 
digital  technology  is  helping  make  lives  more  comfort- 
able at  the  world's  largest  medical  complex  in  Texas, 
you  know  it  isn't  just  a  lot  of  hot  air. 

In  Touch  with  Tomorrow 

TOSHIBA 


Bookkeeper  on  vacation 
Quarterly  audit  deadline 
Need  programming  help 

Books  don't  balance 
Special  project  deadline 
Accounts  receivable  to  be  analyzed 
Data  entry  backlog 
Payroll  taxes  due 
Inventory 

to  be 
checked 


PREooURE? 


When  The  Pressure's  On 
Bring  In  The  Best. 

The  more  the  pressure  builds  up  in  your 
accounting,  bookkeeping  and  data  processing 
departments  the  more  you  may  need  profes- 
sional temporary  help.  Accountemps. 

Accountemps  professionals  are  slightly 
over-qualified:  As  a  result,  there's  almost  no 
break-in  time.  They'll  come  in,  get  off  to  a  fast 
start  and  complete  their  assignments  efficiently. 

Our  professionals  are  available  immediately— 
wherever  you  need  them— for  a  day,  a  week,  a 
month  or  longer.  One  specialist  or  an  entire  team. 

We're  the  largest  specialized  temporary  service 
of  its  kind  in  the  world  with  over  100  offices*  on 
three  continents. 

For  the  best  temporary  accountants,  bookkeepers 
and  data  processors— bring  in  Accountemps. 

accountemps. 

Rent  an  Expert* 


Jim  FdlAiudio  4 


©1986  rtobef  Halt  International  inc. 

*Mo"t  ottices  independently  nwned  and  operated 


Class  8  truck  (top),  Class  7  (bottom) 
Growth  is  in  Class  7, 
but  so  is  the  crowd. 

power,  fuel  efficiency  and  handling. 
But  Paccar  is  pretty  late  into  the  su- 
pertough  Class  7  market,  of  which 
Navistar,  GM  and  Ford  already  con- 
trol more  than  90%  of  the  business. 
Foreigners,  including  several  Japanese 
firms,  have  now  targeted  Class  7  and 
smaller  trucks. 

Armed  with  an  estimated  $300  mil- 
lion to  $350  million  in  cash  and  short- 
term  investments  and  a  balance  sheet 
almost  clean  of  debt,  Paccar  is  also  on 
the  prowl  for  acquisitions.  It  looked 
seriously  at  Textron's  Bell  Helicopter 
unit  in  1985,  but  talks  broke  down 
when  Army  allegations  of  overcharg- 
ing by  Bell  forced  Textron  to  take  it 
off  the  market.  Paccar  is  still  interest- 
ed in  Bell,  a  spokesman  says. 

Last  winter  Paccar  entered  negotia- 
tions with  Britain's  Rover  Group  to 
buy  the  company's  moneylosing  Ley- 
land  Truck  division,  a  big  military 
and  commercial  supplier.  Then,  in 
January,  Paccar  agreed  to  pay  $50  mil- 
lion for  Trico  Industries,  a  profitable 
$90  million  (estimated  1986  sales) 
Gardena,  Calif,  manufacturer  of  oil 
drilling  equipment. 

At  any  rate,  Paccar  management 
isn't  just  sitting  on  its  hands.  Unlike 
many  competitors,  Paccar  has  kept 
costs  well  under  control,  its  plants  are 
now  running  fairly  close  to  capacity, 
and  it  has  no  union  problems.  Some 
35%  to  40%  of  the  stock  is  closely 
held,  so  incursions  from  raiders  after 
Paccar's  cash  hoard  and  valuable  Ken- 
worth  and  Peterbilt  franchises  are  un- 
likely. But,  competition  being  what  it 
is,  the  company  is  going  to  need  all 
the  strength  it  can  muster.  ■ 
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WHAT  MAKES  THESE  CEOs 
MORE  IN  THE  KNOW 
THAN  OTHERS? 


enneth  H.  Olsen,  President,  CEO,  Digital  Equipment  Corporation 


Vernon  R.  Loucks,  Jr.,  President,  CEO,  Baxter  Travenol  Laboratories,  Inc. 


Jim  P  Monzi,  Chairman,  CEO,  Lotus  Development  Corporation 


obert  A.  Breakstone,  President,  CEO,  Health-Tex 


D.  Wayne  Calloway,  Chai 


CEO,  PepsiCo,  Inc. 


Sidney  W.  Swartz,  President,  CEO,  The  Timberland  Company 


NO  QUOTAS. 

NO  HIGH  LABOR  COSTS. 

NO  SHIPPING  DELAYS. 

NO  LANGUAGE  BARRIER. 

NO  HIGH  RENT. 

NO  IMPORT  DUTIES. 


Not  a  yes  man  in  the  bunch.  Yet  every  one  of  these  industry  leaders 
gave  the  nod  to  Puerto  Rico  for  expansion  of  their  production  facilities. 

And  not  just  for  all  the  wonderful  things  Puerto  Rico  doesn'f  offer.  In  a 
most  revealing  survey  of  executives  of  parent  firms  with  plants  in  Puerto 
Rico,  77%  attributed  their  company's  success  to  the  labor  force  and 
native  Puerto  Rican  management. 

This  is  not  to  say  that  substantial  federal  tax  credits,  local  tax 
incentives,  proximity  to  the  U.S.  market,  factory  space  starting  at 
$1 .25/sq.  ft./yr.,  and  government-subsidized  training  programs  didn't 
factor  in  their  decisions.  But  once  they  noted  the  direct  correlation 
between  impressive  quarterly  results  and  their  workers'  commitment  to 
excellence,  these  leaders  of  American  industry  all  had  basically  the  same 
thing  to  say:  "We  came  to  Puerto  Rico  for  the  taxes,  but  we  stayed  for  the 
people."  No  wonder  these  guys  are  smiling. 

For  more  of  what  these  and  hundreds  of  other  U.S.  and  international 
CEOs  know  about  Puerto  Rico  that  you  don't,  yet,  mail  in  the  coupon  or 
call  Maria  Lopez  in  New  York  at  212-245-1200,  Ext.  230.  No  obligation, 
of  course. 

I  1 

NAME  TITLE  


ADDRESS. 
CITY  


TELEPHONE  ( 


.PRODUCT  or  SERVICE. 


□  Current  expansion  project      □  Future  expansion  planning 

Moil  to:      COMMONWEALTH  OF  PUERTO  RICO  FOB-0209 
Economic  Development  Administration  Or  call  Maria  Lopez,  21 2-245- 1 200,  Ext  230 

1290  Avenue  of  the  Americas 
New  York,  N.Y.  10104-0092 

PUERTO  R/CO__ 

The  climate  is  right. 


TRW  says  its  21%  return  on  equity  is  here 
to  stay.  The  stock  market  says,  Show  me. 


Can  they 
keep  it  up? 


TRW  Chairman  Ruben  Mettler  at  company  headquarters 
"How  do  we  know  how  it's  going  to  come  out  all  right?' 


By  Jerry  Flint 


^^kuR  average  return  on  equity, 
Bin  the  ten  years  up  to  restruc- 
^^turing,  was  about  16%,"  says 
Ruben  Mettler,  TRW  Inc.'s  longtime 
chairman.  "In  nine  months  of  1986 
it's  20.9%,  and  we  think  we're  on  a 
new  plateau.  The  restructuring  is 
kind  of  working  out  about  the  way 
it  looked." 


Steven  Beglc: 


If  this  big  Cleveland-based  technol- 
ogy company  has  so  much  going  for  it, 
why  is  the  stock  selling  around  90 
after  the  January  market  surge,  which 
makes  for  a  below-the-market  P/E  of 
13?  Its  businesses,  advanced-technol- 
ogy systems  for  the  military  and 
space,  auto  parts  and  financial  ser- 
vices, are  strong,  and  profits  ran  over 
$200  million,  or  more  than  $7  a  share, 
last  year  on  about  $6  billion  in  sales. 


This  year  could  top  $8  a  share.  Con- 
sider that  in  1985,  net  from  continu- 
ing operations  was  only  $134  million, 
or  $3.79  a  share. 

"I  think  there  is  a  wait-and-see  atti- 
tude [on  Wall  Street],"  says  Mettler.  "I 
think  that  20.9%  return  is  sustain- 
able. But  there  are  some  people  who 
say,  'Well,  they've  been  through  all 
this  restructuring,  selling  and  this  and 
that.  How  do  we  know  how  it's  going 
to  come  out  all  right?'  " 

Cautious  types  figure  that  the  mili- 
tary/space business,  about  $3  billion 
in  sales,  could  slacken  with  a  hold- 
down  in  defense  orders.  But  Mettler 
predicts  that  business  probably  will 
grow  10%  a  year  anyway,  and  he  prob- 
ably is  right.  TRW  is  not  in  tanks  and 
ships — old-fashioned  hardware — but 
in  superchips  and  software,  spy  satel- 
lites, Star  Wars,  things  that  keep 
growing  and  running  up  the  bill. 

In  auto  parts,  where  TRW  gets  one- 
third  of  its  revenues,  an  industry  de- 
cline is  expected  this  year,  and  the 
Japanese  are  building  plants  here. 
TRW  is  pruning  back  some  of  its  auto 
parts  business,  but  it  appears  to  have 
some  hot  prospects. 

Steering  is  one  example.  TRW  is 
spending  $100  million  to  develop  an 
electronic  steering  system  to  replace 
today's  hydraulics  and  probably  has  a 
one-to-two-year  lead  over  competi- 
tors. Instead  of  selling  a  simple  hy- 
draulic steering  unit  for  $75  to  $80,  as 
it  now  does,  TRW  would  sell  an  elec- 
tronic plug-in  unit  system  for  maybe 
double  that  price.  This  is  just  what 
Detroit  is  looking  for  from  suppliers 
and  could  mean  orders  for  millions  of 
these  annually  in  the  early  1990s. 

TRW  also  is  big  in  auto  seat  belts. 
The  simplest  belt  sells  for  $20,  but  the 
fanciest  job,  with  inertial  reels  and 
tensioners,  goes  for  $75  to  $80.  An  air 
bag  system  will  be  $200.  The  high- 
priced  German  cars,  such  as  Mercedes 
and  BMW,  are  using  such  systems, 
and  the  U.S.  carmakers  are  playing 
catch-up.  Again,  this  means  more  dol- 
lars per  unit  sale. 

But  Mettler's  favorite  business 
seems  to  be  the  computer-based  infor- 
mation services,  which  brought  in 
$200  million  in  revenues  a  couple 
years  ago  and  is  running  at  a  $500- 
million-a-year  rate  now. 

"It  starts  by  being  the  most  profit- 
able business  we  have,"  Mettler  says 
of  information  services,  about  $30 
million  in  profit  last  year.  But  there's 
something  else.  "We've  been  strug- 
gling and  sweating  and  wrestling  for 
years  to  use  our  defense  and  space 
technology  in  commercial  markets. 
That's  a  tough  proposition  when  it 
comes  to  hardware.  There  are  some. 
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20  MINUTES 
EVERY  OTHER  DAY 
TO  TOTAL  FITNESS 


ONLY  THE  SCHWINN  AIR-DYNE 
EXERCISES  BOTH  UPPER  AND 
LOWER  BODY  SIMULTANEOUSLY 
OR  SEPARATELY 

Ordinary  stationary  bicycles 
can't  do  what  the  Schwinn  Air-Dyne 
does  so  well:  provide  upper  as  well  as 
lower  body  exercise.  You  can  use  the 
unique  moving  hand  levers  to  tone 
and  build  arm,  shoulder,  back  and 
stomach  muscles.  Use  just  the  pedals 
to  exercise  your  legs,  thighs  and  hips. 
Or  use  both  together  to  enjoy  the 
benefits  of  a  total  workout  un- 
matched for  efficiency. 


TOTAL  BODY  INVOLVEMENT 
ADDS  TO  CARDIOVASCULAR 
BENEFITS 

Research  proves  that  the 
cardiovascular  benefits  of 
exercise  are  enhanced 
when  the  entire  body  is 
involved.  The  Schwinn 
Air-Dyne  is  designed  to  provide 
total  body  exercise.  Even  a 
moderate  effort,  performed 
on  a  consistent  basis,  can 
help  you  achieve  the  sense 
of  well-being  associated 
with  cardiovascular 
fitness. 

MEASURE 
YOUR  WORKLOAD, 
MONITOR  YOUR 
PROGRESS 

Schwinn 's  Air- 
Dyne  is  a  precision 
ergometer.  A  built-in 
digital  timer  and 
workload  indicator 
enable  you  to  measure 
your  performance 
in  a  given  time. 
These  instruments 
can  help  you  avoid 
overexertion  at 
the  start,  and 
measure  your  im- 
provement on  a 
continuing  basis. 


THE  EFFICIENT  WAY  TO 
TOTAL  FITNESS 

Because  the  Schwinn 
*^  Air-Dyne  issoeffi- 
cient,  virtually 
j  anyone  can 
/  spare  the  time  it 
takes  to  achieve 
and  maintain 
total  fitness. 
Twenty  min- 
*  utes  of  actu- 
al workout 
time  even' 
other  day  is 
all  it  takes.  You  can 
work  out  as  much  as  you  like,  in 
the  convenience  of  your  own  home, 
whatever  the  weather. 

BACKED  BY  SCHWINN'S  "NO- 
TIME-LIMIT"  WARRANTY 

The  Air-Dyne  is  backed  by  the 
famous  Schwinn  "No-Time-Limit" 
warranty.  Details  available  at 
your  Schwinn  dealer. 

FULLY  ASSEMBLED, 
READY  TO  RIDE  AT 
YOUR  AUTHORIZED 
SCHWINN  FULL-SERVICE 
DEALER. 

CALL  TOLL-FREE 
1-800-228-2220 


SCHWINN  Air-Dyne 

The  ultimate  fitness  machine 


)  1987  Excelsior  Fitness  Equipment  Co    US  patent  4,188,030 


For  free  brochure,  write  Excelsior  Fitness  Equipment  Co. ,  615  Landwehr  Rd. .  Northbrook,  IL  50062  •  A  Schwinn  Company 


ruly  an  impressive  location 
for  Melbourne's 


finest  hotel. 


MELBOURNE 
I  REGENT® INTERNATIONAL  HOTEL 


AUCKLAND  BANGKOK  BEVERLY  HILLS  CHICAGO  [KiWELPORF  Fill  HONGKONG  KUALA  LUMPUR  MELBOURNE  NEW  YORK  OKINAWA.  SYDNEY 


Here,  you  will  find  a 
style  that  could  only 
be  called  Regent.  An 
elegance  that  is  never 
compromising.  And 
service  that  excels. 


the 


800-545-4000 


,.  a  <Thtc]eadin£Hotdsof<h<?Wortd' 


Consider  the  credentials 


The  PierpontTax  Exempt  Money  Mar- 
ket Fund  is  sponsored  by  Morgan  Stanley. 
Its  investment  adviser  is  Morgan  Guaranty. 

The  Fund  is  designed  for  individuals 
and  institutions  who  want  to  maintain  a 
position  in  high-quality,  highly  liquid  tax 
exempt  instruments.  It  seeks  to  maxi- 
mize current  tax  exempt  in- 
come. An  initial  investment  of  ..„D~AA,  C^AKII  cv 

MORGAN  STANLEY 

1251  Avenue  of  the  Americas,  New  York.  N.V.  10020 


$25,000  is  required,  and  a  balance  of 
$10,000  must  be  maintained. 

More  complete  information,  including 
charges  and  expenses,  is  contained  in  the 
prospectus,  which  you  should  read  care- 
fully before  you  invest.  For  a  copy,  please 
write  or  call  Matthew  Healey,  Morgan 
Stanley  &  Co.  Incorporated  at 
(212)398-2900. 


Microelectronics  is  an  example.  Our 
superchip  has  some  potential  applica- 
tions. But  by  and  large  it's  pretty 
tough.  Our  best  success  in  making 
that  transfer  has  been  in  computer- 
based  information  systems." 

He  mentions  TRW  accomplish- 
ments in  this  field.  "In  military  appli- 
cations, you've  got  a  space  capsule  up 
here,  and  it's  listening  to  all  the  con- 
versations it  can  hear  out  of  a  country 
that  will  remain  nameless.  The  prob- 
lem is  that  you  hear  everything.  So 
you  have  to  sort  out  what  you  want." 

To  give  an  idea  of  the  sorting  speed, 
the  system  could  run  a  computer 
search  of  a  month's  issues  of  the  Los 
Angeles  Times,  a  very  fat  paper,  in  a 
single  second.  Mettler  says  that  in 
commercial  use  it  might  put  together 
the  information — from  different  data- 


" We've  been  struggling 
and  sweating  and  wres- 
tling for  years  to  use  our 
defense  and  space  tech- 
nology in  commercial 
markets.  That's  a  tough 
proposition  when  it  comes 
to  hardware.  Our  best 
success  in  making  that 
transfer  has  been  in 
computer-based 
information  systems." 


bases — on  travel  habits,  buying  habits 
and  credit  ratings  to  sell  to  marketing 
companies.  Or  it  could  run  the  action 
on  the  commodity  markets  and  stock 
markets  against  news  events,  minute 
by  minute.  Selling  similar  real  estate 
information  already  is  a  $100  million 
business  for  TRW,  Mettler  says. 

"Database  management  is  one  of 
the  things  we're  as  good  at  as  anyone 
in  the  world.  We  think  we  see  a  mar- 
ket. But  people  have  been  known  to 
stub  their  toes." 

The  last  two  years'  restructuring 
got  rid  of  about  $800  million  a  year  in 
sales — chiefly  in  aircraft  parts  and 
cutting  tools — and  reduced  employ- 
ment from  93,000  to  about  80,000.  A 
22%  stock  buyback,  partially  fi- 
nanced with  the  proceeds  of  selling 
these  older  divisions,  was  to  boost  the 
share  price  and  fend  off  raiders. 

Now,  he  says,  the  company  can 
concentrate  on  building  value  for 
shareholders.  "What  do  we  mean  by 
shareholder  value?  Do  we  mean  to 
cash  out?"  he  says.  "Or  do  we  mean  a 
value  that  is  obtained  by  investing 
and  building  and  growing  over  a  peri- 
od of  time? 

"We're  in  a  marathon,  not  the  100- 
yard  dash.  We  try  to  manage  for  the 
shareholder  who  sticks  with  us."  ■ 
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Game  Called 
On  Account  Of  Insurance. 


The  kids  were  ready  to 
May  ball. 

But  the  municipality 
wasn't.  Neither  were  the  kids' 
volunteer  coaches. 

Because  the  opponent 
wasn't  another  team. 

It  was  fear.  Fear  of  costly 
awsuits  spawned  by  injuries. 

One  insurance-bare 
jpstate  New  York  town  even 
las  gone  so  far  as  to  tear  down 
i  memorial  recreational  facility 
:reated  for  picnics,  clambakes 
ind  Softball.  Elsewhere,  many 
public  and  private  play  areas 
lave  been  shut  down  to  avoid 
iability  claims. 

The  crisis  that  first  strip- 
ped America's  businesses  of  vital 
nsurance  protection  now  is 
plaguing  ordinary  citizens'  lives. 


Uneasy  team  coaches  of  youth- 
group  football,  baseball,  soccer, 
and  hockey,  for  instance,  recently 
banded  their  national  and  state 
organizations  together  to  urge 
legislation  protecting  volunteers 
from  the  "frivolous  lawsuits" 
of  parents. 

Perhaps  nothing  has  done 
more  to  provoke  these  reactions 
than  changing  interpretations 
of  joint  and  several  liability  and 
punitive  damages. 

It  has  become  routine 
to  name  multiple  defendants  in 
the  same  injury  suit  because  even 
a  defendant  only  one  percent 
at  fault  can  be  held  liable  for  100 
percent  of  the  damages. 

Municipalities  thus  are 
favorite  targets  as  "deep  pockets" 
to  pay  ever  larger  jury  awards. 


The  litigation  lottery 
taking  place  in  our  courts  must 
be  curbed.  "Deep  pockets"  are 
an  illusion.  The  taxpayer  is  at  the 
bottom  of  those  pockets. 

We  must  encourage  the 
lawmakers  now  seeking  ways  to 
restore  balance  to  our  civil  justice 
system.  No  one  objects  to  legiti- 
mate awards.  But  lottery-like 
rewards  have  become  an  unseen 
burden  on  everyone. 


JOHNSON 
JLOIGGINS 

Consulting  on  a  lot  more  than  insurance. 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES,  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


THE  ALL-NEW  C 
BEAUTY..  WITH  A  R 


ojors:  Best-built,  best-backed  American  cars  and  trucks.** 


&  outer  bddy  rust-tr«>ugh  See  NfTilted.  warranty  at  dealer  Restrictions  apply  "Based  on  survey  of  owner  problems  with  '86  cars  and  light  trucks 
<^-t>Mj«  in  to  America  and  SOW  Oct.-No*  '85  (5  month  avg.  usage)  and  on  a  warranty  comparison  of  competitively  priced  models.  BUCKLE  UP  FOR  SAFETY 


VSLER  LE  BARON. 
ON  FOR  DRIVING. 

Shaped  by  wind,  reason  and  a  uniaue  artistry,  the  design  of  the 
all-new  LeBaron  coupe  is  an  image  of  arresting  beauty. 

But  beneath  this  beauty  breathes  a  passion:  LeBaron  was  created 
to  drive.  And  drive  it  does! 

It  attacks  the  road  with  a  high  toraue,  2.5  fuel-injected  engine.  And 
Its  turbo  option  can  blur  the  surface  of  any  passing  lane 

Handling  is  eaually  impressive.  LeBarons  advanced  front-wheel 
drive  and  positive-response  suspension  will  calm  the  most  demanding 
roads.  Even  razor-sharp  turns  lose  their  menace. 

Luxurious  contoured  leather  seats  comfort  and  support.  Instrument 
readings  are  captured  in  a  glance.  Cpntrols...posrtioned  to  minimize 
distraction. 

And  because  Chrysler  knows  their  auality  can  stand  the  test  of 
time  and  travel,  LeBarons  auality  is  backed  for  5  years  or  50,000  miles,* 
whether  you  buy  or  lease. 

Its  power  will  move  you.  Its  beauty  will  stop  you. 
The  all-new  Chrysler  LeBaron.  At  your  Chrysler-Plymouth  dealer 


I  Chrysler  | 

Division  of  Chrysler  Motors 


CHRYSLER.  DRIVING  TO  BE  THE  BEST. 


So  what  does  investor  Warren  Buffett  see  in 
this  do-good  housing  operation? 


The  NHP  starts 
playing  for  profit 


By  Janet  Novack 


T|  he  National  Housing  Part- 
nership was  a  creature  of  the 
free-spending  1960s,  a  private 
business  created  by  Congress  to  build 
subsidized  housing  for  the  poor.  It  did 
just  that.  With  rent  and  mortgage  sub- 
sidies flowing  from  Washington  and 
tax-exempt  bonds  and  tax  shelters 
flowing  from  the  old  tax  law,  the  Part- 
nership became  the  nation's 
largest  owner  and  operator  of 
low-income  apartments. 
With  holdings  today  in  40 
states,  Washington,  D.C.  and 
Puerto  Rico,  it  controls  a  real 
estate  portfolio  worth  more 
than  $2.8  billion. 

Now,  however,  in  the 
same  sort  of  philosophical 
shift  that  has  turned  so  many 
hippies  of  the  Sixties  into 
money-chasers  in  the  Eight- 
ies, the  Partnership  has  be- 
come, in  many  respects,  just 
another  big-time  real  estate 
operator.  It  is  now  building 
luxury  apartments  and 
$250,000  homes  among  its  The  Hou 
for-profit  projects.  Adding 
What  a  turn  of  fate.  Creat-   


result  of  these  setbacks,  the  Housing 
Partnership's  syndication  sales,  $110 
million  in  fiscal  1986  ended  last  Feb- 
ruary, fell  to  $26  million  in  the  latest 
fiscal  year. 

Still,  the  corporation  has  no  inten- 
tion of  dying.  Today  its  home-build- 
ing subsidiary,  which  operates  pri- 
marily in  the  booming  Washington, 
D.C.  suburbs,  is  thriving.  Of  the  2,000 
to  2,500  apartment  units  it  plans  to 


ting  Partnership's  J.  Roderick  Heller  III 
to  the  housing  crisis? 


ed  in  1968  at  the  urging  of  a  federal 
commission  after  the  urban  riots,  it 
started  life  with  capital  of  $42  million 
from  public-spirited  companies  like 
LBM  and  Sears,  Roebuck  &  Co.  Over 
the  years  12,750  wealthy  individuals 
invested  $645  million  m  Partnership 
projects  for  the  tax  shelter  that  they 
offered. 

But  times  have  changed.  Since  1978 
federal  housing  assistance  has  been 
cut  75%.  Now  tax  reform  has  sapped 
the  appeal  of  the  tax-shelter  partner- 
ships and  limited  the  supply  of  the 
tax-exempt  bonds  that  kept  the  low- 
income  housing  business  alive.  As  a 


build  in  fiscal  year  1988,  none  will  be 
low-income.  Indeed,  the  Partnership 
sees  limited  appeal  in  a  new  low-in- 
come housing  tax  credit  (see  Taxing 
Matters,  p.  54)  and  has  as  of  yet  no 
specific  plans  to  use  it. 

Ironically,  NHP  may  even  exacer- 
bate, albeit  reluctantly,  what  its  chief 
executive  officer,  J.  Roderick  Heller 
III,  warns  is  a  "coming  crisis  in  low- 
income  housing."  Low-income  use  re- 
strictions on  about  half  of  the  62,000 
subsidized  rental  units  the  Housing 
Partnership  controls  (out  of  a  total 
portfolio  of  80,000  units)  will  expire 
by  1997.  Heller  says  that  without  new 


federal  subsidies,  he  will  have  no 
choice  as  a  fiduciary  but  to  try  to  rent 
(or  perhaps  sell  as  condos)  many  of 
them  to  wealthier  folks.  Even  if  new 
subsidies  are  available,  25%  of  the 
units  where  restrictions  expire  will  be 
converted  to  market  rates,  he  says. 

And  apparently  with  little  problem, 
since  these  are  not  your  graffiti- 
pocked  public  projects.  The  Partner- 
ship built  middle-class  housing  that 
the  poor  could  afford,  only  so  long  as 
federal  subsidies  were  available. 
These,  for  the  most  part,  are  livable, 
well-maintained  units,  many  in  sub- 
urban or  recently  gentrified  urban 
neighborhoods. 

All  of  which  seems  to  have  con- 
vinced investor  Warren  Buffett, 
among  others,  that  there  is  opportuni- 
ty here.  Buffett's  Berkshire  Hathaway 
invested  $24  million  for  50%  control 
of  NHP  Inc.,  which  now  owns  100% 
of  the  congressionally  chartered  Na- 
tional Corp.  for  Housing  Partnership, 
the  sole  general  partner  in  all  Nation- 
al Housing  Partnership  projects. 

What  attracted  the  wily  billionaire? 
Berkshire  Hathaway  Vice  Chairman 
Charles  Munger,  a  member  of  NHP's 
board,  calls  the  investment  "an  edu- 
cated risk,"  adding,  "We  hope  that  it 
BMi  BaienhiTK  wjjj  work  out  on  a  commer- 
cial investment  basis.  We 
like  the  fact  also  that  it  has 
this  keen  emphasis  on  doing 
socially  useful  work." 

No  doubt  Buffett  was  also 
encouraged  by  Heller's  esti- 
mate that  the  Housing  Part- 
nership's equity  share  in  its 
projects,  carried  on  the  books 
at  $21  million,  is  easily 
worth  twice  that.  Mean- 
while, Heller  is  already  out 
flushing  new  project  money 
from  institutions  and  from 
individuals  looking  for  in- 
come rather  than  tax  shel- 
ters. Heller  plans,  for  exam- 
ple, to  build  retirement  hous- 
ing, but  not  for  the  elderly 
poor.    Rents    on  proposed 


units  near  Boca  Raton  will  range  from 
$1,425  to  $1,750  a  month. 

Some  low-income  housing  advo- 
cates understandably  grumble  as  Hel- 
ler's outfit  turns  away  from  new  proj- 
ects for  the  poor.  But  mostly,  criti- 
cism is  muted.  The  activists  still  give 
the  Housing  Partnership  high  marks 
for  maintaining  the  projects  it  has  and 
blame  politicians  for  the  low-income 
housing  retreat.  They  are  resigned  to  a 
simple  fact:  In  a  no-profit  business, 
when  government  incentives  disap- 
pear, so  do  private  investors  who  want 
to  put  their  money  where  it  can  make 
money.  Just  ask  Warren  Buffett.  ■ 
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OF  THE  WORLD'S  MOST  PROFITABLE  RESOURCE 
COMPANIES  IS  HARD  AT  WORK  IN  AUSTRALIA. 


Australia's  Internatk 


nterprise 


We  produce  over  30%  of  Australia's  oil  needs  and  over  15%  of  the  world's  manganese.  We  produce 
copper  and  gold  in  Canada,  iron  ore  in  Brazil,  and  are  one  of  Australia's  biggest  gold  producers.  Our  ongoing 
exploration  extends  from  China  to  the  Rocky  Mountains.  Worldwide,  we're  acquiring  new  mineral  and  energy 
reserves  faster  than  we're  depleting  existing  ones.  We're  also  one  of  the  world's  most  efficient  integrated  steel 
makers. 

Last  year  we  lifted  worldwide  sales  by  20%  to  US$5.5  billion,  and  profit  by  30%.  Gross  assets  today 
approximate  US$10  billion.  To  learn  more,  phone  or  write  to  Denys  Harraway,  The  Broken  Hill  Proprietary 
Company,  550  California  Street,  San  Francisco,  California.  94104.  Tel:  (415)7742288.  McCamBHci  1234 


Taxing  Matters 


Edited  by  Laura  Saunders 


Congress  is  giving  tax  breaks  to  draw  capital 
into  low-income  housing,  but  doesn 't  want 
people  with  capital  to  have  tax  breaks. 


Hitch  22 


By  Janet  Novack 


HOW'S  THIS  FOR  ONE  juicy  loop- 
hole:  You  spend  $50,000  on  a 
low-income  apartment,  and 
the  IRS  gives  you  a  credit — not  a  de- 
duction, but  a  credit — of  about 
$45,000.  That  means  the  apartment 
costs  you  $5,000  out  of  pocket. 

If  investors  aren't  falling  all  over 
themselves  to  use  this  new  housing 
incentive,  created  in  1986's  tax  re- 
form act,  it's  for  a  reason.  The  low- 
income  housing  credit  has  so  many 
hitches  that  it  almost  seems  a  schizo- 
phrenic Congress  wanted  to  create  a 
credit  no  one  would  use. 

First  hitch:  The  credit  (a  dollar-for- 
dollar  reduction  in  tax  liability)  of  up 

Patrick  McDonnell 


to  about  90%  of  the  cost  of  new  hous- 
ing for  the  poor  (excluding  land  costs 
and  syndicator's  fees)  is  spread  over 
ten  years.  In  this  example,  you'd  get 
$4,500  a  year  to  reduce  your  tax  bill. 

Hitch  two:  The  renters  really  have 
to  be  poor.  For  the  maximum  credit, 
every  tenant  must  have  an  income  of 
60%  or  less  of  the  median  in  the  local- 
ity. And  if  the  property  is  not  reserved 
for  low-income  renters  for  15  years 
(until  2002),  the  IRS  will  take  part  of 
the  credit  back. 

But  the  biggest  catch  of  all  is  that 
the  credit  is  of  little  use  to  the  high- 
income  individuals  who  would  be 
suitable  investors  in  these  potentially 
high-risk  deals.  Schizophrenia,  again. 

Partnerships  the  taxpayer  doesn't 


help  manage  are  called  passive  part- 
nerships. Under  the  new  law,  income 
from  passive  investments  generally 
can't  be  deducted  against  earned  or 
portfolio  income.  For  low-income 
housing,  Congress  made  a  limited  ex- 
ception. Couples  with  adjusted  gross 
incomes  of  under  $200,000  can  take  a 
maximum  low-income  housing  credit 
of  $9,625  in  1987  and  $7,000  annually 
after  that  (assuming  a  28%  top  tax 
rate)  against  portfolio  and  salary  in- 
come. At  $200,000  the  credit  begins 
to  phase  out;  at  $250,000,  it  goes. 

The  credit  can,  like  other  passive 
losses,  be  used  to  offset  unlimited  pas- 
sive income.  But  far  from  having  pas- 
sive income  to  be  absorbed,  wealthy 
taxpayers  who  bought  tax  shelters  in 
years  past  have  more  passive  losses 
now  than  they  know  what  to  do  with. 

And  woe  to  the  investors  who  start 
with  incomes  of  $200,000  but  im- 
prove their  lot  as  the  years  pass;  they 
could  lose  all  or  part  of  the  tax  credit. 

Advocates  of  tax-subsidized  hous- 
ing haven't  given  up  hope.  Most  cor- 
porations can  make  unlimited  use  of 
the  credits,  provided  they  aren't  liable 
for  the  corporate  alternative  mini- 
mum tax.  Although  the  minimum  tax 
will  hit  a  lot  of  unsuspecting  corpora- 
tions (Forbes,  Sept.  22,  1986),  nonprof- 
it groups  are  busy  peddling  apartment 
tax  shelters  to  corporations.  In  Janu- 
ary the  Local  Initiatives  Support 
Corp.  began  selling  $1  million  units 
to  corporations  in  a  $25  million  part- 
nership that  aims  to  leverage  the 
money  into  about  $100  million  in 
housing.  The  fund  is  modeled  on  a 
Chicago  tax  shelter  in  which  Local 
Initiatives  used  the  old  law's  tax  bene- 
fits to  raise  $6.4  million  from  such 
corporations  as  First  Chicago,  Sara 
Lee  and  Quaker  Oats. 

Enterprise  Social  Investment 
Corp.,  a  Columbia,  Md. -based  non- 
profit group  created  by  developer 
James  Rouse,  has  helped  win  $2.1 
million  in  commitments  from 
such  companies  as  Standard  Oil 
(Ohio)  for  housing  credit  projects 
in  Cleveland.  Other  deals,  too,  are 
in  the  works,  including  a  $50  mil- 
lion offering  for  individual  inves- 
tors filed  with  the  SEC  by  the  for- 
profit  Los  Angeles-based  Century 
Pacific  Capital  Corp. 

Andrew  Ditton,  director  of  de- 
velopment for  Local  Initiatives, 
predicts  his  $25  million  fund  will 
give  companies  a  15%  to  20%  af- 
tertax annual  return  and  some  im- 
age buffing  to  boot.  That  sounds 
terrific,  but  there  is  one  more  big 
hitch:  What  if  Congress  repeals  the 
credit  before  the  10-year  payback  is 
over?  Could  happen.  ■ 


FORBES,  FEBRUARY  9,  1987 


LT&T  IS  IN  THE  MIDDLE 
OF  ALL  THE  ACTION. 


The  conference  in  London  was 
in  full  swing.  Ideas  were  flying. 
Proposals  were  being  made. 
They  had  everything  they 
needed  except  the  one  thing  they 
needed  most:  an  American 
firm  to  handle  the  deal. 

That's  when  they  took  the  call 
from  America.  A  business 
associate  they'd  once  worked 
with  was  calling  to  say  hello. 
Perfect  timing.  And  a  perfect 
opportunity  to  work  the  deal 
out  together. 

That's  the  kind  of  opportunity 
you  create  for  yourself  when 
you  use  AT&T  International 
Long  Distance  Service  to  keep 
in  touch  with  your  business 
associates  overseas.  And 
that's  just  the  beginning  of  the 
services  AT&T  offers  both 
internationally  and  in  the  U.S. 
To  find  out  just  how  well  those 
services  can  work  for  you,  call 
your  Account  Executive  or  an 
AT&T  Sales  Specialist  toll  free 
at  1 800  222-0400.  ©  1986  AT&T 


Rising  from  the  grave,  the  venerable  Hal 
Roach  Studios  is  striving  to  become  a  ma- 
jor entertainment  and  media  company., 

Hal  Roach 
rides  again 


By  Alex  Ben  Block 


Hal  Roach  Studios*  is  almost 
as  old  as  Hollywood  itself, 
bearing  the  name  of  the  man 
who  first  brought  the  world  such 
gems  as  Laurel  &.  Hardy,  Harold  Lloyd 
and  the  Our  Gang  series.  In  recent 
years  it  has  fallen  on  sad  days.  After 
going  bankrupt  in  the  late  1960s,  Hal 
Roach  Studios  scraped  by,  licensing 
its  old  films  and  taking  fliers  in  a  few 
odd  businesses.  But  before  long  the 
name  may  again  shine  as  one  of  the 
film  capital's  brightest  lights. 

Late  last  year  Ray  Stark,  71,  produc- 
er of  such  lucrative  films  as  The  Way 
We  Were  and  Funny  Girl,  agreed  to 
trade  his  stake  in  a  handful  of  recent 
films  (including  the  hit  Peggy  Sue  Got 
Married)  for  about  6%  of  Hal  Roach 
Studios.  Stark  is  also  forming  a  joint 
venture  with  the  Roach  company  to 
produce  TV  programs. 

This  is  no  small  deal.  Stark  was 
joined  by  a  group  of  big-money  Holly- 
wood types  whose  names  are  as  well- 
known  on  Wall  Street  as  in  the  Bever- 
ly Hills  Hotel's  Polo  Lounge.  Robin 


*  Hal  Road)  Sr  is  alive  at  95  but  no  longer 
associated  with  the  company  that  hears  his 
name 


French,  50,  and  Hal  Gaba,  40,  top  guns 
from  Embassy  Communications,  put 
up  $1.4  million  and  $1.3  million,  re- 
spectively, and  became  Roach's  presi- 
dent and  vice  chairman. 

French  and  Gaba  then  spearheaded 
a  group  that,  including  their  own 
shares,  ended  up  with  30%  of  Roach. 
The  new  owners  include  Stark,  A.  Jer- 
rold  Perenchio  (who  co-owned  Em- 
bassy with  Norman  Lear),  theater 
magnate  Ted  Mann,  Beverly  Hills 
banker  Roy  Doumani,  Outlet  Com- 
munications of  Providence,  R.I.  (con- 
trolled by  William  Simon's  Wesray) 
and  former  Metromedia  TV  station 
executive  Albert  Krivin.  French  and 
Gaba  then  set  about  getting  rid  of  Earl 
Glick,  the  Canadian  investor  who  has 
controlled  42%  of  the  company  for  16 
years.  Last  month  they  brought  in  an 
aggressive  Australian  company,  Qin- 
tex  Ltd.,  which,  among  other  things, 
will  buy  4.8  million  newly  issued 
shares  of  Hal  Roach  stock— 42%  of 
the  company — for  $33.6  million  ($7  a 
share).  Christopher  C.  Skase,  38,  pres- 
ident of  Qintex,  has  agreed  to  invest 
$50  million  more  in  projects  jointly 
selected  with  Hal  Roach,  and  has  an 
option  to  buy  out  the  rest  of  Glick's 
interest,  which  should  give  him  con- 
trol by  late  summer. 


With  new  product  and  plenty  of 
fresh  capital,  the  Roach  company  is 
looking  for  acquisitions.  "As  more  big 
entertainment  companies  shake  the 
apple  tree  with  acquisitions  and  con- 
solidations," says  French,  "we're  go- 
ing to  be  standing  underneath  with  a 
basket.  Some  apples  may  have  turned 
brown,  but  that's  all  right.  We  know 
how  to  make  them  into  cider." 

A  scant  five  months  ago  the  Roach 
company  bought  some  cider:  two  TV 
stations  in  two  cities  for  $30  million. 
They  were  moneylosers  in  medium- 
size  markets  but  with  plenty  of  room 
for  improvement.  Krivin  was  put  in 
charge  and  quickly  moved  to  change 
programming  and  replace  the  man- 
agement. One  station  is  already  solid- 
ly in  the  black,  and  the  other  is  ex- 
pected to  be  profitable  later  this  year. 

At  the  same  time,  Roach  has  in- 
creased its  distribution  of  first-run 
movies,  but  not  to  theaters.  Roach 
instead  has  become  the  dominant 
supplier  to  nontheatrical  markets  like 


classic  Laurel  &  Hardy  comedy — before  and  after  colorizing 
PwristB  nta?f  groan,  but  there's  money  in  it. 
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airlines  and  universities.  The  distri- 
bution rights  cost  less,  and  Roach 
pays  up  only  after  it  has  collected 
from  the  customer.  Its  most  recent 
acquisition  was  last  summer's  sur- 
prise hit,  "Crocodile"  Dundee. 

The  studio's  most  notable  success, 
by  far,  is  Colorization  Inc.,  half  owned 
by  Glick,  one  of  two  firms  actively 
adding  color  to  old  movies  and  TV 
shows.  (The  other  firm  is  Color  Sys- 
tems Technology,  whose  process,  it  is 
generally  agreed,  is  inferior  to 
Roach's.)  "What  we  are  doing  is  shap- 
ing movies  to  the  tastes  of  a  new 
generation  that  grew  up  with  color 
and  won't  watch  them  without  col- 
or," says  Gaba.  The  customers  are 
responding,  even  as  purists  groan. 
Since  last  July  the  company's  home 
video  division,  Hal  Roach  Classics, 
has  sold  about  65,000  colorized  copies 
of  the  Frank  Capra  classic,  It's  a  Won- 
derful Life — double  the  sales  of  any  of 
several  other  companies  selling  the 
film  in  black  and  white.  There  are 


more  than  1,000  hours  of  black  and 
white  films — including  classic  Laurel 
&  Hardy  footage  and  comics  like 
Charlie  Chase  and  Zasu  Pitts — in 
Roach's  own  library,  a  legacy  of  the 
studio's  glory  years  in  the  1930s. 

There  are  further  possibilities  in 
coloring  old  TV  series,  otherwise  vir- 
tually worthless.  Case  in  point:  Hen- 
nesey,  the  still  engaging  misadven- 
tures of  a  junior-grade  navy  officer  and 
doctor,  starring  Jackie  Cooper,  that 
ran  on  network  TV  from  1959  until 
1962.  It  cost  $50,000  to  color  each  of 
96  half  hours,  compared  with  the 
$300,000  or  more  such  a  show  would 
cost  today.  Each  episode  should  gross 
about  $500,000  for  Roach  Studios  and 
its  partner,  Outlet  Productions. 

Roach's  latest  acquisition:  Last 
June  it  bought  Robert  Halmi  Inc.,  a 
small  New  York-based  public  compa- 
ny, which  made  hundreds  of  docu- 
mentaries before  becoming  a  prolific 
producer  of  made-for-TV  movies  (Bar- 
num).  Robert  Halmi  Sr.,  61,  and  his 


son,  Robby  Halmi,  30,  sold  a  22.8% 
interest  to  Roach  for  about  $10  mil- 
lion and,  more  important,  threw  in 
distribution  rights  to  their  newest  TV 
movies  as  well  as  their  older  ones. 

Roach  is  still  a  relatively  small 
company,  but  growing  fast.  Revenues 
for  fiscal  1987,  ending  June  30,  should 
hit  $28  million,  according  to  Jonathan 
D.  Lloyd,  Hal  Roach's  treasurer. 
That's  three  times  the  previous  year's 
take.  Analyst  Jessica  Reif  at  Arnhold 
and  S.  Bleichroeder  estimates  that 
Roach,  which  lost  23  cents  a  share  in 
1985,  earned  23  cents  a  share  in  1986 
and  will  make  75  cents  this  year  and 
$1.25  a  share  in  1988.  Its  11.6  million 
shares  (including  those  newly  issued 
to  Qintex)  were  trading  at  1 7  early  last 
year,  but  recently  have  been  under  10 
trading  over-the-counter.  All  in  all,  it 
is  a  company  to  watch. 

"What  we're  trying  to  do,"  says 
French,  "is  create  some  assets  with 
long-term  value  that  are  going  to  pay 
over  and  over  and  over  again."  ■ 

Max  Aguilera-Hellweg,  Tinting  by  Jim  Rolon 


Hal  Roach  Treasurer  Jonathan  D.  Lloyd  and  President  Robin  French  (shot  in  black  and  white  and  colorized) 
"If  some  apples  turn  brown,  that's  all  right.  We  know  how  to  make  them  into  cider." 
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IW£  ONE  ADVENTURE 
HE  NEVER  HAD  WAS  LIVING 

THROUGH  A  RECESSION. 

Buck  Rogers  Solar  Scouts,  Earth  Division— 1939. 

Buck  Rogers  on  an  unemployment  line?  be  in.-  power  and  motion  control,  and  plastics. 
The  very  idea  is  bizarre.  Somehow,  our  rever-  Recession  or  no,  these  are  businesses  the 

ies  about  the  future  don't  normally  include  such  have  a  bright  future.  Because  so  many  other  bt 

dreary  items  as  economic  downturns.  nesses  will  continue  to  need  them. 

Economic  downturns  there  will  be,  however.  Other  businesses  like  industrial  equipmer 

Even  in  the  brave  new  world  of  tomorrow.  And  transportation,  building  and  construction,  and 

thoughtful  corporate  managers  will  certainly  plan  aerospace/defense. 

And  this  breadth  of  customers  makes  us ; 

I.  at  TRINOVA  we  have.  One  way  we've  good  deal  less  vulnerable  to  a  recession. 

:  ups  and  downs  of  the  world's  Equally  to  the  point,  we  have  geographic 

lies  is  the  very  businesses  we've  chosen  to  breadth. 


INOVA  Corporation  (Ticker  symbol-TNV)  1705  Indian  Wood  Circle.  Maumee.  Ohio  43537 


Our  operating  companies— Aeroquip,  Vickers 

Sterling  Engineered  Products— work  closely 

customers  around  the  world. 

The  result  is,  we  can  do  well  in  one  part  of  the 

j  even  while  another  part  is  going  through  a 

nturn. 

You  only  have  to  look  at  the  performance  of 
xL4  billion  company  over  the  last  couple  of 
5  to  see  that  our  game  plan  is  working. 
Looking  ahead,  we  see  no  reason  to  believe 
recessions  will  magically  disappear.  Not  in  the 


Twenty-First  Century  any  more  than  the  Twentieth. 

And  our  view  is  that  corporations  prepared  for 
the  worst  will  very  iikely  be  the  ones  that  do  the  best. 


TRIM  OVA 

INTO  THE2MST  CENTURY. 
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Tax  reform  has  all  but  killed  shelters,  but 
here  is  one  operator  from  that  bygone  era 
who  is  still  very  much  alive. 


The  promoter  who 
never  quits 


By  Alyssa  A.  Lappen 


uestion:  What  do  bad  mar- 
riages and  bad  investments 


0 

have  in  common?  They're 
easier  to  get  into  than  to  get  out  of. 
Just  ask  the  1,000  or  so  luckless  souls 
who  invested  upwards  of  $120  mil- 
lion in  various  tax  shelter  schemes 


promoted  several  years  ago  by  a  Den- 
ver businessman  named  William  A. 
Kilpatrick,  a  prominent  target  of  the 
Internal  Revenue  Service's  campaign 
to  stamp  out  abusive  tax  shelters. 

Tax  reform  has  largely  closed  down 
tax  shelters  of  all  sorts,  including  4- 
to-1  writeoffs  like  those  Kilpatrick 
promoted  through  his  United  Finan- 
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Bill  Kilpatrick  at  the  Hilton  in  Scottsclale,  Ariz. 

&uxed  and  banks  in  the  Cayman  Islands. 


cial  Operations  Inc.  Those  unlucky 
enough  to  have  invested  in  Kilpa- 
trick's  limited  partnerships  have  suf- 
fered, as  the  Internal  Revenue  Service 
is  still  fighting  to  deny  investors  their 
promised  writeoffs  on  his  deals — as- 
sessing them  instead  with  hefty  back 
taxes,  penalties  and  interest  charges. 

One  dazed  investor  pumped 
$165,000  into  a  Kilpatrick  deal  five 
years  ago  and,  to  stop  his  tax  bill  from 
mounting,  recently  decided  to  pay  out 
$580,000  in  back  taxes  and  interest. 
Chastened,  he  now  says:  "Business- 
men should  pay  their  taxes  and  hope 
that  next  year  they  owe  more." 

As  for  the  investors'  quandary:  Kil- 
patrick insists  that  his  investors  pay 
up  on  hundreds  of  limited  partnership 
contracts  they  signed  years  ago  but 
which  now  have  little  value. 

In  1977  Kilpatrick  began  putting  to- 
gether $700  million  worth  of  convo- 
luted deals  involving  investments  in 
proposed  coal  mining  and  synthetic 
fuel  ventures.  In  the  partnerships,  the 
deals  provided  that  each  investor  pay 
$12,500  in  cash,  as  well  as  sign  a 
promissory  note  for  $37,500  from  one 
of  several  foreign  banks. 

Kilpatrick's  operating  company 
promised  to  invest  the  resulting  funds 
with  a  Cayman  Islands  firm.  That 
company,  in  turn,  would  use  the  mon- 
ey for  research  and  development  on 
synthetic  fuel  plants,  thus  giving  the 
investors  a  total  of  $50,000  in  first- 
year  tax  deductions.  Investors  also 
signed  yet  more  notes,  this  time  not 
from  the  banks  but  directly  from  two 
Cayman  Islands  research  and  con- 
struction companies. 

A  lot  of  supposedly  smart  people 
went  for  the  deals,  but  the  IRS  consid- 
ered the  whole  arrangement  just  a  tax 
dodge,  and  Kilpatrick  was  charged 
with  masterminding  $120  million  in 
phony  deductions.  The  court  threw 
out  all  the  fraud  charges,  ruling  that 
the  indictment  had  "failed  to  state  a 
crime."  Overzealous  IRS  investiga- 
tors also  contaminated  the  case  by 
manipulating  evidence  before  a  grand 
jury,  and  the  final  charge — obstruc- 
tion of  justice — was  dismissed  in  Sep- 
tember 1984. 

Kilpatrick  proclaims  himself  fully 
exonerated.  But  the  Justice  Depart- 
ment has  appealed  to  have  all  charges 
reinstated.  Meanwhile,  without 
awaiting  the  decision,  Kilpatrick  has 
come  back  with  another  scheme. 
Without  consulting  the  limited  part- 
ners, he  has  consolidated  the  partner- 
ships from  United  Financial  into  a 
new  corporation — Green  Mountain 
Herbs  Inc.,  a  spice  distributor  that 
was  in  Chapter  11.  It  had  gone  public 
over-the-counter  in  the  late  1970s, 
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rose  to  a  high  of  $2  a  share,  and  was 
languishing  at  2  cents  a  share  before 
United  merged  with  it  in  late  1986. 

Through  a  complex  reorganization 
plan  involving  the  swap  of  stock  and 
assets,  Kilpatrick  arranged  to  get  back 
$.140  million  in  investor  promissory 
notes  from  the  Cayman  Islands  re- 
search and  construction  firms  that 
held  them,  in  exchange  for  4.4%  of 
Green  Mountain  stock.  Kilpatrick 
himself  took  32%  of  the  stock. 

The  paper  shuffle,  in  effect  a  tax- 
free  exchange  of  "like  assets,"  had 
two  other  important  benefits  for  Kil- 
patrick. First,  it  gave  Green  Mountain 
the  appearance  of  a  fresh  infusion  of 
capital  in  the  form  of  the  Cayman 
Islands  promissory  notes  and  other 
new  assets — primarily  a  coal-cleaning 
technology  of  unproved  value.  Sec- 
ond, by  making  United  Financial  an 
operating  subsidiary  of  Green  Moun- 
tain, Kilpatrick  could  continue  argu- 
ing with  the  IRS  that  United's  inves- 
tors were  indeed  entitled  to  claim 
their  tax  deductions,  since  United  re- 
mained a  going  concern. 

And  now  comes  the  kicker:  Kilpat- 
rick has  gone  back  to  his  original  in- 
vestors and  is  insisting  that  they 
make  good  on  the  notes  they  signed  to 
the  Grand  Cayman  outfit.  If  they  pay, 
the  limited  partners  are  promised  a 
29%  block  of  Green  Mountain  stock. 
But  that  is  hardly  a  powerful  entice- 
ment, since  the  stock  now  trades  at  25 
cents  bid.  It  seems  unlikely  to  grow  in 
value  by  more  than  whatever  cash  the 
investors  choose  to  pay  on  their  prom- 
issory notes. 

Kilpatrick  says  that  he  will  use 
what  funds  he  collects  to  build  up  the 
business.  In  hopes  of  bolstering  the 
stock  price,  he  is  now  busy  talking  up 
Green  Mountain  to  brokers  nation- 
wide. But  many  investors  are  skepti- 
cal of  his  plans,  and  collecting  the 
money  won't  be  easy.  "This  is  going 
to  be  a  real  dogfight,"  gripes  Howard 
Moon,  a  Houston  investor  who  sank 
at  least  $50,000  into  Kilpatrick  deals. 
Adds  John  Cook,  a  Texas  oilman  who 
put  in  $98,000  and  now  faces  tax  pen- 
alties that  could  bankrupt  him, 
"Nothing  he  has  ever  done  has 
worked  out.  He  says,  'Trust  me  again.' 
But  we  will  not." 

Undaunted,  Kilpatrick  now  even 
wants  to  acquire  the  assets  of  seven 
other  tax  shelter  promoters,  holding  a 
total  of  $40  million  in  uncollected 
notes  from  deals  that  also  have 
soured.  Kilpatrick  says  he  intends  to 
collect  on  those  debts,  too.  In  ice 
hockey,  they'd  call  that  a  hat  trick.  If 
there  were  an  annual  award  for  the 
nerviest  dealster  around,  we'd  nomi- 
nate Bill  Kilpatrick  for  the  honor.  ■ 
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Sales  were  stale  when  the  country's  third- 
largest  bakery  figured  a  foray  into  com- 
puter leasing  was  the  solution.  Wrong. 
Now  a  tough  new  chairman  has  been . . . 

Putting  the 
yeast  back 
into  profits 


By  Ruth  Simon 


I probably  wouldn't  have  taken 
the  job  if  I  had  known  all  the  de- 
tails," says  Robert  Hatch,  who  in 
1984  became  president  of  Kansas 
City,  Mo.'s  Interstate  Bakeries  Corp., 
with  $708  million  in  sales.  Interstate 
brings  you  Dolly  Madison  pastries, 
well-known  regional  breads  like  But- 
ternut, Weber's,  Millbrook  and 
Sweetheart  and  Mrs.  Cubbison's  crou- 
tons and  stuffing. 

Hatch  took  control,  direct  from  21 
years  at  General  Mills  and  just  days 
before  Interstate's  lenders  called  $36 
million  in  loans.  "I  don't  think  the 
board  realized  the  banks  were  that 
nervous,"  adds  Hatch,  now  48,  recall- 
ing the  $4.2  million  operating  loss 
Interstate  posted  that  year. 

Bob  Hatch  kept  his  cool.  In  just  2Vi 
years  he  has  cleaned  up  the  compa- 
ny's balance  sheet  and  begun  turning 
an  old-line  baker  into  a  successful 
consumer  marketer.  Interstate  should 
earn  $13.4  million  from  continuing 
operations  in  the  fiscal  year  ending 
May  31,  on  sales  of  $729  million.  That 
would  nearly  triple  the  operating  prof- 
its of  three  years  ago,  and  Interstate's 
stock,  which  had  sunk  as  low  as  3  in 
1981,  now  trades  around  25.  But  there 
is  plenty  of  rise  left  in  this  bread. 
Operating  margins,  at  2.1%,  are  still 
well  below  the  industry  average  of 
3.5%.  Hatch,  it  is  generally  agreed,  is 
well  on  his  way  to  besting  that  and 
boosting  sales  significantly  at  the 
same  time. 

The  baker's  troubles  began  in  1979, 
when  it  was  acquired  by  DPF  Inc.,  a 
computer  leasing  firm  that  went  bust 
shortly  thereafter  trying  to  compete 
ith  CBM.  It  cost  Interstate  $57  mil- 
lion over  the  next  five  years  to  get  free 
suiting  mess.  That  would 
ttave        bad  enough,  but  baking  op- 


erations were  also  losing  money. 
Strong  in  white  bread,  Interstate  was 
slow  to  react  to  a  national  shift  to 
whole  wheat  and  other  varieties. 
"The  market  had  moved  away  from 
their  mainline  product,"  says  Hatch. 

Though  tapped  for  his  marketing 
expertise,  Hatch's  first  task  was  to 


shore  up  the  crumbling  balance  sheet. 
He  paid  off  the  banks  with  $36  mil- 
lion from  an  overfunded  pension  plan, 
then  took  a  $21  million  writeoff  to  get 
the  computer  problems  off  Inter- 
state's books. 

One  major  problem:  Interstate  is 
fighting  a  couple  of  industry  giants  for 
market  share — $5.5  billion  (sales)  Ral- 
ston Purina,  the  leading  wholesale 
baker  (its  Continental  Baking  subsid- 
iary makes  Wonder  Bread  and  Hostess 
snack  cakes);  and  $7  billion  (sales) 
Anheuser-Busch,  the  parent  of  num- 
ber two  Campbell  Taggart  (its  brands 
include  Colonial  and  Rainbo). 

One  Hatch  response  was  to  intro- 
duce strong  brand  marketing  to  a 
company  that  had  largely  competed 
on  price.  "The  housewife  who  buys 
bread  in  one  aisle  is  the  same  house- 
wife who  buys  Cheerios  in  another 
aisle,"  he  says.  "You  just  need  to  have 
a  value  and  tell  the  consumer  what 
those  values  are."  Result:  Ad  spend- 
ing has  climbed  66%,  to  $13.9  million 
in  the  past  two  years,  and  declining 
white  bread  sales  have  stabilized. 
New  products  include  coffee  cakes, 


Interstate  Bakeries  President  Robert  Hatch 

His  first  task  was  to  shore  up  a  crumbling  balance  sheet. 
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Atlantic  Richfield  Plaza.  Los  Angeles  ABC  Bldg.,  New  York 


A  landmark  year. 

If  you  followed  the  Shuwa  Group's  1986  acquisitions, 
stay  tuned  for  future  developments. 


For  the  Shuwa  Group,  1 986  was  a  landmark  year.  Or, 
in  the  words  of  The  Wall  Street  Journal,  "Now  emerging  is 
Shuwa  Group,  a  family-owned  developer  that  has  awed 
the  U.S.  industry  by  snapping  up  $1.8  billion  in  real  estate  in 
a  scant  12  months." 

Our  most  significant  purchases  included  architectural 
landmarks  on  both  coasts  —  ARCO  Plaza  in  Los  Angeles 
and  the  ABC  Building  in  Manhattan. 

Currently,  our  holdings  total  19  properties,  including 


the  PaineWebber  Building  in  Boston. 

And  the  best  may  be  yet  to  come.  Through  its  new 
overseas  investment  center  in  Tokyo,  the  Shuwa  Group  will 
actively  work  with  prominent  Japanese  investors  to  de- 
velop resources  for  future  real  estate  ventures  in  the  U.S. 

Through  our  New  York  and  Los  Angeles  offices,  we  will 
assist  U.S.  owners,  brokers,  and  other  members  of  the 
real  estate  community  to  create  new  investment 
opportunities. 


SHUWA  CORPORATION 

Shuwa  Kioicho  TBR  Bldg.,  5-7  Kojimachi,  Chiyoda-ku,  Tokyo  102.  Japan  Tel.  (03)  262-8371 


For  more  information,  please  contact: 

SHUWA  INVESTMENTS  CORPORATION 

(A  subsidiary  of  SHUWA  CORPORATION) 

HEADQUARTERS:  BRANCH: 

555  South  Flower  Street,  Los  Angeles,  405  Lexington  Avenue.  New  York, 
CA  90071  Tel.  (213)489-2757  NY  10017  Tel.  (212)557-6850-2 

SHUWA  CORPORATION  OF  CALIFORNIA  / 

SHUWA  CORPORATION  OF  NEW  YORK  /  SHUWA  TRUST  OF  BOSTON 


Come  to  celebrated  pleasures.  Come  to 
be  celebrated.  Enjoy  the  resort 
honored  as  5-Star  by  America,  as  world's 
best  by  Europe.  Charm,  championship 
sports,  delightful  dining,  a  staff  that 
loves  to  pamper.  Superb  meeting  facilities, 
and  all  so  convenient!  The  Cloister? 
Sea  Island,  GA  31561.  Toll-free 
800-SEA-ISLAND  or  9 1 2-638-36 1 1 . 


T-H-E  C-L-O-I-S-T-E-R^ 

Also  luxurious  Sea  Island  rental  homes.  Call  Cottage  Rentals,  912-638-3611.  (^of/Wncl*' 


"U.S.  Trust's  tax  evaluation 
of  our  family  business  at  a  time  of  transition  was 
highly  professional  and  convincing  to  the  IRS." 


Collier  W.  Baird.  Jr. 
Chairman,  Baird  Rubber  &  Trading  Co. 


Inc. 


of  tax  law  is  but  one  of  many 
te  into  the  management  of  your 
:i  Senior  Vice  President, 
ork,  1 1  West  54th  Street, 


for  everyone. 


pecan  rolls,  pudding  pies,  and  honey 
wheat  and  light  breads,  all  high-mar- 
gin additions  that  should  bring  in 
more  than  $30  million  in  revenue. 
And  more  image  making:  The  word 
"bakery"  is  now  prominent  on  Dolly 
Madison  products  and  trucks.  "Bak- 
eries conjure  up  warm  feelings  of 
quality  and  good  taste,"  explains  ex- 
ecutive vice  president  for  marketing 
John  Schwab,  a  veteran  of  Kellogg  and 
General  Mills. 

On  the  manufacturing  side,  the 
company  recently  spent  $109  million 
modernizing  27  plants.  Hatch  closed 
another  5  and,  to  fill  in  key  marketing 
gaps,  acquired  $24  million  (sales)  Pu- 
rity Baking  Co.,  the  Decatur,  111. - 
based  maker  of  Sunbeam  breads,  and 
the  $50  million  (sales)  Langendorf 
cake  and  cookie  business  from  the 
Good  Stuff  Food  Co.  of  Los  Angeles. 

Hatch  is  introducing 
strong  brand  marketing  to  a 
company  that  had  largely 
competed  on  price. 

Hatch  is  also  using  acquisitions  and 
licensing  agreements  to  squeeze  more 
profit  from  the  company's  far-flung 
but  costly  3,050-route  distribution 
system  by  feeding  more  merchandise 
into  it.  In  December,  for  example,  he 
moved  the  company  into  frozen  and 
refrigerated  products  with  the  pur- 
chase of  $9  million  (sales)  Stewart 
Sandwiches  of  Utah,  which  sells 
items  such  as  roast  beef  and  turkey 
sandwiches.  "Think  of  those  trucks 
as  a  large  pipeline,"  explains  Wall 
Street  investor  and  Interstate  Chair- 
man Howard  Berkowitz.  "If  you  can 
flow  higher-value,  greater-differenti- 
ated products  through  the  pipeline, 
the  margins  are  better." 

So  far  the  company's  bottom  line  is 
bubbling  merrily,  and  Wall  Street  ap- 
proves. This  is  a  turnaround  with 
some  smart  money  behind  it.  Besides 
Berkowitz,  the  board  of  directors  in- 
cludes Pulte  Home  Chairman  James 
Grosfeld;  Bowery  Bank  Chairman 
Richard  Ravitch;  and  Canadian  super- 
market magnate  H.  Arnold  Steinberg. 

But  there's  a  more  personal  reason 
for  Hatch  to  keep  the  ovens  hot.  Inter- 
state's  improvement  earned  him  a 
$29 1 ,000  bonus  on  top  of  his  $2 1 8,000 
base  salary  last  year,  making  him  the 
industry's  highest-paid  chief  operat- 
ing officer. 

Normally  it  would  be  utter  folly  for 
an  executive  to  take  a  job  without 
fully  understanding  what  he  was  get- 
ting into.  For  Bob  Hatch,  ignorance, 
while  not  bliss,  has  not  worked  out 
too  badly.  ■ 
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The  CEO  who's  always  ready  for  bad  news 
always  has  good  news  for  stockholders 


No  matter  how  confident  you  may  feel 
about  how  well  your  company's  doing, 
there's  always  the  possibility  that  bad 
news  may  surface. 

From  somewhere. 

And  the  CEO  aware  of  this  is  always 
ready  for  whatever  the  bad  news  is. 


Being  ready  he's  able  to  cope  with  it 
before  it  affects  earnings. 

Our  business  is  finding— and  correct- 
ing— the  bad  news  before  it  surfaces. 

Which  is  just  about  the  best  news 
about  bad  news  there  is. 


Alexander  Proudfoot 

Specializing  in  the  Installation  of  Productivity  Improvement 
and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices:  249  Royal 
Palm  Way.  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States,  Canada  (Toronto 
416-862-7543),  Mexico  (Mexico  City  905-254-6711),  Brazil  (Sao  Paulo  011.283.2533),  Great  Britain, 
France,  Federal  Republic  of  Germany,  Italy,  Spain,  Portugal,  Denmark,  Ireland,  Luxembourg,  The 
Netherlands,  Belgium  (Brussels  2.511.0640),  Hong  Kong,  Malaysia,  Singapore  (65.225.4646) 
This  message  prepared  by  Alexander  Proudfoot  Communications.  L.P. 

(In  Florida  Call  305-655-9300.) 


this  aircraft  is  reacting  to  things 
its  pilot  hasn't  seen  yet. 

/Allied 
^Signal 

Technologies 


technology:  Bendix  digital  flight 
controls,  the  first  all-digital  fly-by- 
wire  flight  control  computer  system 
in  a  production  aircraft,  will  be 
introduced  on  new  F-16C/D. 


nef  it:  automated  aircraft  reac- 
in  low  level  terrain-following 
I  other  demanding  situations, 
er  mission  capabilities,  greater 
ibility.  lower  life  cycle  cost, 
weight. 


future:  will  be  the  basis  for 
integrated  avionics,  flight  and 
engine  controls  planned  for  new 
advanced  technology  fighters, 
will  be  standard  on  many  aircraft 
in  the  next  decade. 


Bendix  digital  flight  controls, 
one  of  the  Allied-Signal  advanced 
technologies — focused  on 
aerospace,  electronics,  automotive 
products,  and  engineered  materials, 
for  facts,  call  1-800-243-8160. 


Numbers  Game 


From  the  murky  depths  of  subsidiaries  it 
rises.  Terrifying  and  huge,  it  stalks  the  cor- 
porate balance  sheets. 


Invisible 
debt 


By  Laura  Jereski 


P 


icture  this:  It's  early  1988, 
and  you've  just  received  your 
General  Motors  1987  annual  re- 
port. You  sit  down  with  a  cup  of  cof- 
fee while  you  skim  the  statement. 
This  shouldn't  take  long — but  wait  a 
minute.  What's  this?  It  seems  that  in 
the  space  of  a  single  year  GM's  short- 
term  debt  has  gone  from  next  to  noth- 
ing to  nearly  $53  billion.  What's  hap- 
pened? Has  GM  secretly  acquired  Bel- 
gium? Nope.  It's  just  more  magic 
from  the  accounting  profession. 

If  the  Financial  Accounting  Stan- 
dards Board  has  its  way,  investors  in 
hundreds  of  companies  like  General 
Motors  will  suddenly  discover  that 
the  companies  are  deeper  in  debt  than 
they  previously  thought.  The  list  of 
firms  affected  includes  Deere  &  Co., 
Textron,  Gulf  &  Western,  Xerox,  IBM 
and  many,  many  more. 

The  change  will  come 
in  the  way  companies 
consolidate  their  subsid- 
iaries. In  years  past,  com- 
panies with  subsidiaries 
in  finance,  real  estate,  in- 
surance and  leasing^  have 
not  been  forced  to  com- 
bine the  financial  subsid- 
iaries' liabilities  with 
their  own.  Yet  at  the  same 
time,  they  have  added  the 
net  income  and  equity  of 
the  subs  to  their  own.  The 
parent  company  gets  a 
boost  from  the  subsidiary 
without  having  to  reflect 
its  debt — in  short,  a  free 
ride. 

But  now,  if  the  Board's 


ruling  passes,  the  ride  will  come  to  a 
skidding  halt,  as  all  that  debt,  buried 
in  the  balance  sheets  of  subsidiaries, 
gets  unearthed  on  the  balance  sheets 
of  the  parent  corporations  (see  table). 

The  old,  nonconsolidation  rule  was 
based  on  the  idea  that  finance,  real 
estate  and  insurance  subsidiaries  use 
capital  so  differently  from  their  par- 
ents that  a  combined  balance  sheet 
would  be  meaningless.  But  the  logic 
behind  the  change  is  that  a  corpora- 
tion is  an  economic  entity  and 
shouldn't  have  arbitrary  distinctions 
between  its  components.  "If  you  con- 
solidate one  subsidiary,  you  ought  to 
consolidate  all,"  says  Paul  Rosenfield, 
director  of  accounting  standards  at 
the  American  Institute  of  CPAs. 

Unconsolidated  balance  sheets  can 
conceal  plenty  when  most  of  a  sub's 
business  comes  from  a  parent.  The 
three  auto  manufacturers  alone  have 


Surprise! 


These  companies,  like  many  others,  let  unconsolidated 
subsidiaries  bide  much  of  the  debt.  Not  for  much  longer. 


Company 

— Total  debt-to-equity  ratio* — 
old  method     new  method 

% 

increase 

Textron 

1.3 

1 

3.3 

1 

154%  • 

General  Motors 

0.2 

1 

2.8 

1 

1,300 

Ford  Motor 

0.2 

1 

2.2 

1 

1,000 

Chrysler 

0.5 

1 

3.8 

1 

660 

Deere 

0.8 

1 

1.9 

1 

138 

Gaif  &  Western 

0.8 

1 

3.1 

1 

288 

American  Cant 

0.7 

1 

1.1 

1 

58 

iTTt 

0.6 

1 

1.5 

1 

150 

rotal  debt  =  long-  and  short-term  debt  tPredivestiture. 


over  $125  billion  of  liabilities  in  their 
finance  subs  that  don't  show  up  on 
their  balance  sheets. 

Take  General  Motors.  By  last  fall 
the  company  had  unloaded  5  million 
cars  and  trucks  from  its  bloated  in- 
ventory by  offering  buyers  incentives, 
including  2.9%  financing.  The  result- 
ing $78  billion  in  short-  and  long-term 
debt  it  had  to  take  on  to  offer  such 
giveaway  finance  rates  got  squirreled 
away  on  the  unconsolidated  balance 
sheet  of  General  Motors  Finance 
Corp.,  the  company's  captive  finance 
subsidiary.  That  left  GM  itself  with  a 
seemingly  gilt-edged  third-quarter 
debt-to-equity  ratio  of  0.2-to-l,  in- 
stead of  a  much  more  leveraged — and 
accurate — ratio  of  $2.80  of  debt  to 
each  dollar  of  equity. 

Do  consolidated  numbers  really 
present  a  fairer  picture  of  the  com- 
plete company?  Says  John  Vivian, 
comptroller  at  Sears,  "It  would  be 
very  difficult  to  perform  any  analyses 
on  our  consolidated  statements  if  one 
were  not  able  to  see  the  pieces." 

Take  a  firm  like  ITT.  More  than 
half  its  assets  presently  aren't  shown 
on  its  balance  sheet,  because  they  be- 
long to  ITT's  insurance  company, 
Hartford  Fire  Insurance.  But  say  that 
the  two  statements  were  consolidat- 
ed. Would  1  1  1  bondholders  or  share- 
holders be  right  to  conclude  that  their 
company  suddenly  acquired  a  huge 
new  source  of  assets  they  could  reach 
for  in  the  event  of  a  liquidation?  No 
way.  in  reality,  first  claim  goes  to 
Hartford  Fire  policyholders. 

It  seems  as  if  there's  no  winning.  If 
you  don't  consolidate,  firms  can  shuf- 
fle away  their  problems  into  subsid- 
iaries. If  you  do  consolidate,  the  prob- 
lems can  often  disappear 
into  huge,  unrevealing 
numbers. 

One  sensible  solution 
comes  from  Arthur  An- 
dersen partner  Benjamin 
Neuhausen,  who  argues 
that  the  accounting  pro- 
fession should  consider  a 
"tiered"  balance  sheet.  "If 
major  categories,  such  as 
debt  or  fixed  assets,  were 
dissected  by  major  lines  of 
business,  the  balance 
sheet  would  show  exactly 
what  corporate  assets  and 
liabilities  really  do  exist 
at  the  subsidiary  level — 
and  how  much  they  con- 
tribute to  the  parent  com- 
pany itself."  ■ 
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,  There's  no  fat 
in  our  system  so 
there's  none 


in  our  prices 


$11.50 


The  new  UPS  Next  Day 
r  Letter  and  Next  Day  Air 
k  are,  at  first  glance,  practi- 
lly  identical  to  our  competi- 
ris  overnight  envelopes. 

But  the  differences  are 
dly  quite  substantial. 


You  see,  the  UPS  system 
operates  so  efficiently,  we  can 
deliver  our  Letter  and  Pak 
for  far  less  than  other  compa- 
nies charge. 

Yet  we  still  manage  to 
provide  you  with  services  no 


one  else  offers.  Such  as  over- 
night delivery  to  every  single 
address  in  the  48  states, 
Hawaii**  and  Puerto  Rico. 

So  if  you  would  like 
to  cut  the  fat  out  of  your  over- 
night shipping  expenses,  use 


:-pound  rare.  "Service  to  Hawaii  requires  one  additional  day  ©  Urn  red  Parcel  Service  of  America,  1985. 


the  UPS  Next  Day  Air  Letter 
and  Pak. 

The  overnight 
reducing  plan  that 
really  works. 
We  run  the  tightest  ship  in 
the  shipping  business. 


ups 


Numbers  Game 


Don't  invest  without  checking  into 
flow.  Fine.  But  what's  cash  flow? 


Now  you 
see 


cash 


it 


•  •  • 


By  Tatiana  Pouschine 


Cash  flow  is  at  least  as  impor- 
tant a  measure  of  corporate 
health  as  reported  earnings. 
But  put  a  dozen  investors  in  a  room 
and  you'll  get  almost  as  many  differ- 
ent definitions  of  "cash  flow" 
(Forbes,  Apr.  7,  1986). 

After  grappling  with  the  problem 
for  more  than  six  years,  the  Financial 
Accounting  Standards  Board  has 
come  up  with  the  beginnings  of  a 
more  precise  definition.  It  would  re- 
quire all  companies  to  use  the  same 
format  to  explain  how  cash  and  cash 
equivalents  change  from  one  report- 
ing period  to  the  next.  The  proposal 
still  leaves  companies  with  room  for 
flexibility  but  will  make  investors' 
lives  much  easier.  Why?  Companies 
will  have  to  show  sources 
and  uses  of  cash  in  three 
areas:  operations,  investing, 
financing. 

Let's  take  a  specific  case: 
Lowe's  Cos.,  the  North  Caro- 
lina-based retailer  of  building 
materials.  Last  year  Lowe's 
said  in  its  annual  report  that 
cash  flow  amounted  to  $2.31 
per  share  in  1985  as  com- 
pared with  $2.20  the  year  be- 
fore. An  investor  looking  at 
these  numbers  might  have 
assumed  Lowe's  had  plenty 
of  cash  left  over  for  dividends 
and  other  purposes. 

Not  necessarily  so.  Al- 
though Lowe's  used  a  gener- 
ally accepted  definition  of 
cash  flow,  it  was  not  a  strict 
definition.  It  failed  to  sub- 
tract the  cash  absorbed  by 


higher  inventories  and  receivables. 
Lowe's  ended  the  year  with  "hardly 
more  cash  than  it  started  the  year,  and 
its  long-term  debt  almost  doubled 
from  1984  to  1985 — despite  the  posi- 
tive cash  flow. 

Does  it  really  matter  how  you  mea- 
sure cash  flow?  Very  much.  While 
Lowe's  is  healthy — the  increased  in- 
ventory and  receivables  simply  reflect 
growth  in  revenues — there  are  situa- 
tions where  a  company  can  go  broke 
while  reporting  positive  cash  flow. 
How  can  this  be?  Simple. 

Suppose  inventories  and  receiv- 
ables rise  faster  than  sales— reflecting 
slow  pay  by  customers  and  unsold 
goods.  Under  the  simpler  method  of 
reporting  cash  flow  (which  would  not 
include  working  capital  components), 
such  a  company  could  report  a  posi- 


tive cash  flow  even  while  it  was  fast 
running  out  of  cash. 

Endo-Lase  was  a  horrifying  exam- 
ple. A  few  years  ago  this  distributor  of 
medical  lasers  seemed  to  be  going 
great  guns.  Its  sales  trebled  in  1984, 
and  cash  flow — by  the  simplest  mea- 
sure— looked  terrific,  something  like 
$3  million.  Unfortunately,  receiv- 
ables mounted  even  faster  than  sales, 
rising  625%.  What  this  means  is  that 
much  of  the  reported  increase  in  reve- 
nues took  the  form  of  IOUs.  In  the 
end,  Endo-Lase  had  to  go  back  and 
restate  earnings  for  1984,  writing 
down  receivables,  writing  up  inven- 
tories and  wiping  out  over  90%  of  the 
net  profit.  The  company  filed  for 
Chapter  11  in  1986.  Under  the  pro- 
posed rules,  Endo-Lase's  cash  flow 
would  have  appeared  negative. 

Companies  will  be  able  to  use  ei- 
ther the  direct  or  indirect  method  in 
calculating  cash  flow  from  opera- 
tions. The  direct  method  requires 
firms  to  list  total  cash  receipts  from 
sales,  minus  all  cash  payments  to  sup- 
pliers, employees,  creditors  and  to  the 
government  for  taxes.  The  bottom 
line  would  be  actual  cash  balances 
from  operations.  The  indirect  meth- 
od, on  the  other  hand,  starts  with  net 
income,  then  adjusts  for  depreciation, 
deferred  taxes,  gains  and  losses  on 
sales  of  equipment  or  businesses  and 
changes  in  working  capital. 

Of  the  two,  the  direct  method  is  the 
most  straightforward  for  assessing 
cash  flows,  since  it  is  the  least  vulner- 
able to  misinterpretation.  Says  Mal- 
colm Murray  Jr.,  president  of  Robert 
Morris  Associates:  "This  all  comes 
back  to  the  fundamental  pre- 
mise that  loans  can  be  repaid 
only  with  cash." 

When  the  smoke  clears,  in- 
vestors will  still  need  to  do 
lots  of  homework.  It's  never 
enough  to  know  just  what 
the  numbers  are.  You  still 
have  to  figure  out  what  the 
numbers  mean.  Again, 
Lowe's  is  an  example.  Even  if 
it  were  forced  to  report  a  neg- 
ative cash  flow,  it  would  still 
be  a  very  healthy  business;  it 
would  cease  being  one  only  if 
inventories  and  receivables 
increased  faster  than  sales 
and  the  company's  credit 
were  deteriorating. 

When  it  comes  to  some 
things,  the  more  you  try  sim- 
plifying them,  the  more  com- 
plicated they  become.  ■ 
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Red  Chips.White  Chips.  Blue  Chips. 


The  quiet  clicks  of  red  and  white 
chips  add  up  to  a  roar  of  blue-chip  busi- 
ness at  American  casino  hotels  — over 
S7  billion  in  1985  revenues.  And  more 
and  more  of  that  business  is  Bally  business. 

Bally's  Atlantic  City  is  an  estab- 
lished leader  —  and  the  city's  most 
consistently  profitable  casino  hotel  And 
the  former  MGM  Grand  Hotels  are  now 
Bally  s  Las  Vegas  and  Bally's  Reno  casino 
hotels.  Which  makes  Bally  a  major  player 
in  those  major  markets. 

But  casino  hotels  are  just  one 
part  of  Bally's  strength  in  the  leisure 
business  category.  Which  should  come  as 
.  no  surprise  — because  Bally  created  the 
leisure  business  category.  Besides  casino 
hotels.  Bally  is  the  leader  in  four  other 
major  areas  of  the  category  —  public 
lottery  games,  gaming  equipment,  health 
and  fitness  centers,  and  amusement 
games  and  arcades.  And  no  one  can  match 
the  presence  of  Bally's  Six  Flags  in 
regional  theme  parks. 

Leisure  is  America's  most  exciting 
growth  industry— S25  billion  in  revenues 
last  year,  with  a  growth  rate  almost  seven 
times  the  GXP.  And  with  sales  of  over 
SI. 6  billion.  Bally  is  a  growing  and 
diversified  leader  in  this  growing  industry. 

Because  wherever  America  spends 
its  leisure  time.  Bally  leads  the  way. 

For  more  information,  write 
William  H.  Peltier.  Y.P  Corporate 
Communications.  8~00  W.  Bryn  Mawr, 
Chicago,  IL  6Q6$\.y*^T\ 
Or  call  1-312-  //<>#// 
399-1300. 

THE  LEISURE  LEADER. 


On  the  Docket 


If  your  will  is  at  all  out  of  the  ordinary,  you 
should  do  more  than  just  sign  it. 


Lights,  camera, 
action! 


By  Deirdre  Fanning 


One  spring  afternoon  not  so  long  ago, 
attorney  Edward  Schlesinger  set  out 
to  the  deathbed  of  one  of  his  clients, 
an  elderly  millionaire. 
Schlesinger  drew  forth  the 
testamentary  papers  for 
the  old  man's  signature. 
The  lawyer  then  switched 
on  a  tape  recorder  from 
his  briefcase.  Why  the 
tape  recorder?  Schlesin- 
ger's  client  had  decided  to 
leave  his  only  child  a 
mere  $50,000 — much  less 
money  than  the  son  was 
expecting.  By  having  his 
client  recite  in  detail  his 
reasons  for  the  paltry  be- 
quest, Schlesinger  was 
hoping  to  make  the  docu- 
ment "challenge  proof." 

Schlesinger's  tactic  ef- 
fectively discouraged  the 
son  from  challenging  his 
father's  will.  The  tactic  is 
typical  of  the  approaches 
that  more  and  more  trusts 
and  estates  lawyers  are 
taking  these  days  to  de- 
fend the  wills  of  their  cli- 
ents against  probate  at- 
tack in  court. 

Thus,  to  prove  that 
their  clients  are  of  "sound 
mind"  when  they  sign 
their  wills,  these  lawyers  are  using 
everything  from  audiotaping  of  inter- 
views to  videotaping  of  the  actual 
signing  process,  even  to  presenting 
their  clients  with  elaborate  mental 
and  psychological  profile  tests.  All  are 
designed  to  help  persuade  juries  that 


Granddad  really  did  know  what  he 
was  doing  when  he  cut  his  heir  out  of 
the  estate. 

The  actual  law  regarding  what  a 
grantor  may  leave  in  his  will  varies 


from  state  to  state,  but  nearly  all  juris- 
dictions provide  for  wide  latitude  in 
his  choices.  The  catch  comes  when  an 
objecting  party  can  prove  the  signer 
was  mentally  incompetent  at  the 
time  of  signing. 
Th:u,  of  course,  brings  up  the  ques- 


tion of  what  exactly  is  "sound  mind"? 
Notes  New  York  attorney  Schlesing- 
er, "It's  a  much  lower  capacity  than 
that  required  for  any  other  contract. 
Basically,  it  means  you  simply  need  to 
know  what  you  have  and  who  the 
members  of  your  family  are,  and  you 
must  hold  a  plan  for  the  disposition  of 
your  estate." 

Okay,  but  how  do  you  show  such 
competency?  One  way  is  to  have  a 
psychiatrist  conduct  a  mental  exami- 
nation of  the  client.  One  top  Wall 
Street  law  firm  recently  did  that  for  an 
elderly  client  who  had  fought  with 
her  children  and  decided  to  leave 
them  less  than  they  had  expected.  To 
establish  that  she  was  of  sound  mind 
when  she  signed  the  will,  the  firm  had 
the  client  questioned  extensively  by  a 
psychiatrist,  who  then  signed  a  state- 
ment that  attested  to  her  mental  com- 
petency. Her  heirs,  who  disputed  the 
will  after  her  death,  ultimately 
dropped  their  case,  in  part  because  of 
the  authoritative  statement  made  by 
the  psychiatrist. 

Another  option  is  vid- 
eotape. Tapings  have  al- 
ready been  successfully 
used  in  personal  injury 
cases  to  show  the  jury  in 
graphic  detail  the  magni- 
tude of  the  plaintiff's  inju- 
ries. With  wills  and  es- 
tates, a  videotape  is  used 
to  verify  that  the  client 
signing  the  document 
looked  and  acted  like  a 
mentally  competent  per- 
son. "It's  one  of  the  best 
pieces  of  evidence  you  can 
use  if  there's  a  contest," 
says  attorney  Carl  Sloan 
of  New  York's  Penzer  & 
Sloan,  who  often  video- 
tapes will  executions. 

When  is  such  backup 
support  called  for?  Law- 
yers claim  there  are  obvi- 
ous warning  signs.  A 
client's  age,  medical  con- 
dition and  family  environ- 
ment all  matter.  If  a  client 
is  elderly,  physically  ill, 
thrice  married  and  leaves 
his  money  to  the  garden- 
phiiHuiing  er's  cat,  there's  a  good 
chance  his  will  will  be  challenged  on 
mental  status  grounds. 

Is  your  will  at  all  out  of  the  ordi- 
nary? Are  there  potentially  litigious 
heirs  lurking  in  the  background? 
Then  don't  just  sign  it.  Record  it.  Vid- 
eotape it.  ■ 
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DEVILLE 

The  Contemporary  Spirit  of 


At  Cadillac,  we  believe  today's 
luxury  cars  should  reflect  today's 
values.  The  newly  styled,  longer 
De  Ville  is  as  contemporary  as  it 
is  Cadillac.  This  six-passenger 
luxury  car  offers  renowned 
comfort  and  convenience, 
enhanced  by  leading-edge 
technology.  De  Ville  also  delivers 
a  smooth  ride  and  precise  driver 
control.  There's  even  an  Anti-Lock 
Braking  System  available. 

The  new  look  of  luxury. 

De  Ville  adds  the  distinction  of  a 
restyled  front  end  with  a  new 
bolder  grille  and  composite 
headlamps.  The  profile  assumes 
a  longer  silhouette.  And  new 
taillamps  complete  the  elegant 
update. 


The  increasingly  rare  comfort  of 
full-size  room  for  six. 

How  can  a  luxury  car  this  effortless 
to  maneuver  still  accommodate 
six  adults  in  Cadillac  comfort?. 
The  answer  is  a  front-wheel-drive, 
transverse-mounted  V8  engine. 
By  putting  the  engine  sideways, 
valuable  room  is  passed  along 
to  the  interior. 

Cadillac  touches  that  anticipate 
your  every  want. 

In  addition  to  its  six-way  power 
driver  seat  and  Electronic 
Climate  Control,  De  Ville  allows 
you  to  operate  the  stereo  radio 
and  other  conveniences  up  to 
10  minutes  after  you  turn  off  the 
ignition,  or  until  you  open  a  door. 


A  unique  blend  of  smooth  ride 
and  responsive  handling. 

With  four-wheel  independent 
suspension  and  Electronic  Level 
Control,  De  Ville  merges  a  silky 
ride  with  a  firm  feel-of-the-road. 
And  with  its  available  Anti-Lock 
Braking  System,  De  Ville  can  help 
take  the  panic  out  of  panic  stops. 

De  Ville's  new  5-year/50,000-mile 
limited  warranty. 

Now  De  Ville  has  a  confidence- 
inspiring  5-year/50,000-mile 
limited  warranty!1 

Your  Cadillac  dealer  invites  you 
to  experience  the  car  that  defines 
luxury  for  today.  De  Ville,  the 
contemporary  spirit  of  Cadillac. 

"In  some  cases,  a  deductible  applies  See  your 


Cadillac  is  a  proud  sponsor  in  the  quest  to  bring  back  the  America's  Cup 


LET'S  GET  IT  TOGETHER  BUCKLE  UP 


NETWORKING 


As  I  See  It 


Can  high  technology  bail  out  our  balance 
of  payments?  We  already  run  a  high-tech 
deficit,  and  the  situation  will  get  worse, 
says  this  MIT  computer  expert. 

The  Japanese 
strategy  for  com- 
puter supremacy 


Richard  Howard 


By  Norman  Gall 

T|  he  U.S.  could  prac- 
tice free  trade  if  we 
were  permitted  to 
export  high-technology 
products  to  pay  for  older 
kinds  of  goods  produced 
by  cheaper  labor.  In  1980 
high-technology  indus- 
tries produced  a  trade  sur- 
plus of  $27  billion.  But 
last  year  we  had  our  first 
high-tech  trade  deficit — 
$2  billion.  What's  happen- 
ing? Foreign  countries  are 
protecting  their  technol- 
ogy markets  and  subsidiz- 
ing them.  The  Japanese 
are  making  fast  strides, 
helped  rather  than  hin- 
dered by  the  U.S.  Forbes'  Norman 
Gall  recently  interviewed  Charles  H. 
Ferguson,  a  former  IBM  software 
strategy  analyst  now  at  the  Massa- 
chusetts Institute  of  Technology's 
Center  for  Technology,  Policy,  and 
Industrial  Development.  Ferguson 
thinks  the  U.S.  is  losing  its  techno- 
logical leadership  in  chips  and  com- 
puters. This,  he  says,  would  not  only 
further  reduce  our  technology  exports 
but  would  also  undermine  the  entire 
U.S.  industrial  base. 

Ferguson.  The  Japanese  are  moving  to- 
ward control  of  semiconductors  and 
computers.  This  will  be  a  watershed 
in  geopolitical  relations  as  well  as  in 
Japanese  industrial  power.  For  the 
first  time,  the  U.S  no  longer  will 
dominate  the  critical  technologies 
needed  for  military  power  and  future 
industrial  development.  Even  today, 


MIT's  Charles  H.  Ferguson 

"Within  the  next  18  months,  much  of  V.S.  semiconductor 
production  will  be  under  Japanese  control." 


military  semiconductor  technology  is 
five  years  behind  commercial  tech- 
nology. I'm  not  saying  U.S.  chip  pro- 
duction will  disappear.  I'm  saying 
merchant  semiconductor  companies, 
selling  chips  on  the  open  market  for 
their  living,  are  on  their  way  out. 
They'll  be  replaced  by  a  combination 
of  the  Japanese  industry,  possibly  the 
Korean  industry,  and  by  U.S.  firms 
that  will  vertically  integrate  by  ac- 
quiring other  U.S.  firms  or  by  develop- 
ing their  own  semiconductor  capabili- 
ties. Some  will  sell  chips  on  the  open 
market,  some  may  not.  But  the  mer- 
chant semiconductor  industry  as  we 
know  it  will  disappear. 

Forbes:  What  will  take  its  place? 
Ferguson:  Concentration.  These  days, 
in  order  to  have  a  really  competitive, 
world-class  chip  fabrication  facility, 
you  have  to  spend  $200  million  just 


on  the  factory.  By  1995  the  cost  of  a 
chip  factory  will  be  $  1  billion  when  X- 
ray  lithography  is  state-of-the-art.  A 
small  venture  capital  startup  compa- 
ny in  the  U.S.  can't  do  things  like 
that.  There  are  big  economies  in  join- 
ing production  of  capital  equipment, 
chips  and  final  electronic  systems. 
Look  at  computers  and  telecommuni- 
cations in  Japan.  They  have  between  6 
and  12  diversified,  vertically  integrat- 
ed industrial  complexes,  which  have 
the  money,  people  and  technological 
range  to  beat  our  small  companies  at 
this  stage  of  development  of  the  busi- 
ness. By  contrast,  the  U.S.  industry  is 
atomized.  In  the  future  the  atomized 
U.S.  startup  sector  of  small  compa- 
nies will  serve  mainly  as  a  market 
research  and  development  laboratory 
for  the  multinational  gi- 
ants that  will  dominate 
advanced  computer  mar- 
kets. Unfortunately  for 
us,  this  laboratory  is  glob- 
ally accessible,  while  its 
cost  is  carried  by  us  alone. 

Today's  PC  worksta- 
tions are  more  complex 
than  1970  mainframes. 
Even  peripherals  like  disk 
controllers  contain  as 
much  logic  and  software 
as  entire  computers  a  de- 
cade ago.  The  main 
weight  of  the  cost  struc- 
ture is  shifting  toward  the 
front  end  of  the  product 
cycle.  For  instance,  archi- 
tecture and  design  are 
now  more  capital  inten- 

  sive,  using  large  computer 

and  software  systems  to  increase  the 
complexity  and  productivity  of  the 
design  process. 

The  information  processing  indus- 
try is  becoming  a  global  oligopoly  of  a 
handful  of  huge  firms,  each  with  sales 
of  more  than  $20  billion,  based  in  two 
or  three  nations,  strategically  control- 
ling critical  technologies.  By  1985  the 
leading  firms — IBM,  AT&T,  Hitachi, 
Fujitsu,  NEC  and  NTT — had  all  great- 
ly increased  their  technology  bases, 
global  linkages  and  product  lines. 
Other  significant  but  lesser  contend- 
ers did  the  same:  DEC,  General  Elec- 
tric, Siemens,  Philips,  Hyundai,  Sam- 
sung, Gold  Star  and  Daewoo.  Others 
sank  rapidly  or  were  swallowed:  Am- 
dahl, Honeywell,  Sperry,  ICL,  Oli- 
vetti, Intel,  General  Instrument,  Mi- 
tel and  Rolm. 

The  Japanese  are  good  wrestlers. 
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THE  PfTTffy  BOWES  6100 

0-200  in  $ony  seconds 


Ferguson:  Since  1975  Japan's  share  of 
world  semiconductor  capital  equip- 
ment markets  rose  from  15%  to  about 
40%  now.  Their  production  technol- 
ogy is  better  than  ours.  The  most 
striking  differences  are  in  maskmak- 
mg,  direct  steppers,  high-performance 
automatic  testing  equipment  and  in 
automatic  or  robotized  assembly 
equipment.  Often  this  advanced 
equipment  is  supplied  to  Japanese 
semiconductor  companies  by  other 
units  within  their  own  keiretsu,  or 
business  group.  Increasingly,  human 
beings  are  being  eliminated  from 
manufacturing  as  finer  lithography 
and  increasing  complexity  demand 
more  sophisticated  automation  and 
clean-room  technology. 

In  1985  Japanese  firms  suddenly  en- 
tered maskmaking,  taking  a  big  share 
of  the  $250  million  world  market 
from  about  15  underfunded  U.S.  start- 
ups. Mask  quality  has  a  major  effect 
on  production  yields,  which  is  critical 
to  costs.  As  lithography  improved,  E- 
beam  etching  equipment  and  preci- 
sion laser-based  defect  removal  sys- 
tems became  a  must,  raising  the  mini- 
mum efficient  investment  scale  from 
$2  million  five  years  ago  to  nearly  $20 
million  today.  Maskmaking  also 
needs  high-quality  glass.  The  main 
supplier  in  the  1970s  was  Corning 
Glass,  but  now  it's  Hoy  a,  a  Japanese 
firm  that  also  competes  in  maskmak- 
ing, and  Shin-Etsu.  Two  other  big  Jap- 
anese companies  have  entered  the 
fray,  meaning  that  several  U.S.  mask- 
makers  probably  will  go  broke. 

What  does  this  mean?  It  means 
that,  more  and  more,  the  next  genera- 
tion of  downstream  technologies  in 
chips,  and  then  the  next  generation 
after  that  in  semiconductor-intensive 
goods,  such  as  computers,  will  be  Jap- 
anese inventions.  The  U.S.  will  play  a 
smaller  role  in  the  invention  and  use 
of  those  technologies.  Destroying  the 
U.S.  chip  industry  makes  our  down- 
stream sectors  depend  on  Japanese 
technology.  Japanese  firms  then  can 
either  withhold  technology,  extract 
monopoly  profits  or  force  U.S.  compa- 
nies into  subordinate  relationships — 
like  Amdahl  and  Fairchild  to  Fujitsu, 
Honeywell  to  NEC. 

Can 't  we  extract  technology  from  them  as 
they  extract  from  us? 
Ferguson.  The  Japanese  don't  share 
technology  as  readily  as  we  do. 
They're  still  heavily  dependent  upon 
our  semiconductor  market,  but  their 
dependence  is  declining  daily.  Their 
per  capita  consumption  of  semicon- 
ductors is  approximately  twice  as 
high  as  it  is  in  the  U.S. 
There  are  still  chances  to  get  tech- 


nology from  Japan.  But  they  all  are 
dependent  upon  an  exercise  of  nation- 
al will,  and  a  degree  of  cohesion  and 
strategic  sophistication,  that  the  U.S. 
industry  and  the  U.S.  government 
haven't  exhibited  to  date.  The  new 
semiconductor  trade  agreement 
shows  this  kind  of  strategic  naivete 
on  the  part  of.  the  U.S.  government, 
and  short-term,  self-destructive 
thinking  by  the  U.S.  industry.  The 
U.S.  industry  lobbied  for  almost  ex- 
actly the  deal  they  got,  limiting  Japa- 
nese penetration  of  the  U.S.  market 
through  exports  and  putting  a  price 
floor  on  memory  chips.  The  high  price 
gives  a  windfall  to  low-cost  Japanese 
and  Korean  chipmakers  and  helps  big 
Japanese  computer  makers,  making 
their  chips  in-house,  while  penalizing 
U.S.  firms  that  buy  chips  on  the  open 
market.  The  deal  didn't  ban  Japanese 
direct  foreign  investment.  What  the 
U.S.  got  was  a  situation  in  which  the 
only  way  that  the  Japanese  could  con- 
tinue to  progress  was  by  buying  the 
U.S.  semiconductor  industry.  So  Fu- 
jitsu just  bought  80%  of  Fairchild. 
Then  Motorola  signed  a  joint  venture 
enabling  Toshiba  to  make  32-bit  mi- 
croprocessors in  Japan.  Motorola  has 
57%  of  the  world  market  for  these 
products,  but  is  under  financial  pres- 
sure and  must  acquire  Japanese-quali- 
ty process  technology.  Within  the 
next  18  months,  much  of  U.S.  semi- 
conductor production  will  be  directly 
or  indirectly  under  Japanese  control. 
Five  years  from  now  Japanese  com- 


panies will  market  very  competitive 
computers  based  on  high-perfor- 
mance semiconductor  technologies, 
which  then  will  not  be  available  to 
the  U.S.  industry. 

How  are  the  Japanese  winning  computer 
market  share? 

Ferguson:  They  begin  with  a  local 
company  selling  Japanese  products.  In 
the  U.S.,  Amdahl  sells  Fujitsu  com- 
puters and  uses  Fujitsu  components 
in  Amdahl  computers.  National  Ad- 
vance Systems  sells  Hitachi  comput- 
ers and  Honeywell  sells  NEC  comput- 
ers. In  Germany,  Siemens  and  BASF 
sell  Fujitsu  and  Hitachi  machines  re- 
spectively. In  Britain,  ICL  sells  Fu- 
jitsu, and  so  on.  In  1985  Fujitsu's  sales 
outside  Japan  rose  by  57%. 

While  relying  on  local  sales  and 
service,  the  Japanese  firms  learn 
enough  about  these  various  foreign 
markets  to  sell  and  support  their 
products  on  their  own.  Within  five 
years,  they  will  be  selling  their  prod- 
ucts in  the  U.S.,  Europe  and  other 
markets  on  a  much  larger  scale,  har- 
vesting more  of  the  value  added  in 
sales  and  support.  Their  share  of  the 
U.S.  mainframe  market,  which  is  half 
the  world  market,  rose  from  5%  in 
1980  to  10%  in  1986,  as  their  U.S. 
sales  rose  from  $700  million  to  $1.5 
billion.  But  Japan's  penetration  of 
Europe's  computer  market  will  be 
slower  than  in  the  U.S.,  because  of 
European  political  decisions  to  block 
Japanese  control.  ■ 


If  Congress  slaps  duties  on  imports,  who 
gets  hurt?  Among  others,  IBM,  GE  and  GM. 

We've  met  the 
enemy,  and  they 
are  us? 


By  Edwin  A.  Finn  Jr. 
and  Kathleen  Healy 


Congress  and  the  Reagan  Ad- 
ministration are  starting  to  act 
tough  about  restricting  im- 
ports. They  have  little  choice,  but 
nobody  should  think  the  restrictions 


will  be  painless.  Among  those  feel- 
ing the  worst  pain  will  be  our  own 
multinationals.  Some  15%  of  our 
imports  come  not  from  Korean,  Ger- 
man or  Japanese  companies  but  from 
foreign  affiliates  of  U.S.  companies. 
Last  year  those  imports  approached 
$80  billion,  about  equal  to  what  this 
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Information. 
When  you  need  it.  In  formats 
that  are  understandable  and  accessible. 

That's  what  you  get  with  Ultimate" 
business  computers.  Useful  information  that 
helps  you  run  your  business  better. 

The  Ultimate  Corp.,  one  of  the  fastest 
growing  computer  companies  in  America,  has 
supplied  complete  computing  solutions  to  over 
4,500  companies  like  yours. Through  our  interna- 
tional dealer  network,  we  offer  proven  applica- 
tions for  banking,  construction,  education, 
government,  health  care,  insurance,  investment, 
manufacturing,  professional  services,  public  utili- 
ties, publishing,  retail/distribution,  and  many 
others.  We  have  the  solutions  you  need  now! 

To  see  how  our  computing  solutions  can 
help  you  manage  your  business,  call  Ultimate  today. 

It  takes  the  ULTIMATE  Commitment  to 
outperform  the  competition. 


World  Headquarters:  717  Ridgedale  Avenue,  East  Hanover,  NJ  07936 
1-800-654-0134    In  NJ:  1-201-887-9282 


Member  of  The  Spec  Irum  Manufat  turers  Association  (SMA)  The  Transportability  Standard  tor  Husiness  Computers.'  Ultimate  is  a  registered  trademark  ol  The  Ultimate  Corp 
c  1986  The  Ultimate  Corp. 
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firmer  shocks  and  springs  A  re-engineered 
power  steering  system  for  quicker  re- 
sponse. A  beefed-up  sway  bar  for  glued-to- 
the-grouncf  stability.  The  result:  a  z-car  of 
unprecedented  handling. 

PURE  POWER.  Power.  That  s  what  a  z-car 
is  really  all  about.  Convincingly  delivered  by 
one  of  the  world's  most  advanced  engines 
Nissan's  3.0-liter  v-6.  Electronic  multlport 
fuel  injection.  5-speed  manual.  Or  4-speed 
automatic  overdrive.  Turbo.  Or  non-turbo 
The  1987  300  zx  moves  fast,  stops  quick 


BREAKTHROUGH: 

QUICK  COOL  ALLOYS 

SO  THEY  CAN  TAKE  THE  HEAT. 

Build  a  plane  that  can  fly  from  the  U.S.  to  the 
Orient  between  lunch  and  tea?  It  can  be  done. 
But  to  build  it,  hew  lightweight  materials  are 
needed  that  Can  survive  the  heat  of  hypersonic 
speeds. 

Our  solution:  A  metallurgical  recipe  using 
molten  titanium  alloy  and  a  special  process  in 
which  the  hot  liquid  metal  is  solidified  into 
powder  by  extremely  rapid  cooling.  After  the 
powder  is  processed  into  a  solid  and  worked  into 
sheets,  designers  have  a  practical  material  for 
helping  get  hypersonic  flight  off  the  ground. 

We're  creating  breakthroughs  that  make  a 
difference  in  the  way  things  work  and  the  way 
people  live. 

We're  McDonnell  Douglas. 

For  more  information,  write: 
Orient  Express,  McDonnell  Douglas, 
Box  14526,  St.  Louis,  MO  63178. 
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country  imported  from  the  Japanese. 

Burdened  for  decades  with  some  of 
the  world's  highest  wage  rates — and 
in  the  early  1980s  with  an  overly 
strong  dollar,  as  well — many  U.S. 
companies  moved  manufacturing  op- 
erations abroad.  How  else  could  they 
battle  generous  Japanese  tax  breaks, 
low  Korean  wages  and  Brazilian  subsi- 
dies? Now  protectionism  threatens  to 
hobble  those  very  companies,  and  the 
danger  to  America's  multinationals 
would  be  compounded  if  foreign 
countries  retaliated  with  trade  restric- 
tions of  their  own. 

Take  Caterpillar  Co.  of  Peoria,  111., 
which  makes  backhoe  loaders  for  the 
U.S.  only  in  Britain  and  certain  tractor 
models  for  the  U.S.  market  only  in 
Japan.  In  all,  Cat  brings  about  $500 
million  of  goods  into  the  U.S.  from  its 
foreign  subsidiaries.  That  makes 
sense  in  a  world  that  has — at  least  up 
until  now — leaned  toward  free  trade. 

Another  case  is  Texas  Instruments, 
which  every  year  ships  just  over  $200 
million  of  U.S. -made  semiconductor 
parts  to  the  Far  East  for  assembly, 
then  reimports  them  into  the  U.S.  Or 
take  USX  Corp.,  which  set  up  a  joint 
venture  that  plans  to  import  Korean 
ingot  into  this  country  to  roll  into 
finished  steel.  The  list  goes  on. 

"The  harsh  realities  are  that  you 
have  a  highly  interdependent  world 
economy,  and  you  can't  erect  barriers 
and  expect  not  to  produce  negative 
ripple  effects,"  says  a  senior  executive 
with  a  major  consumer  electronics 
concern. 

For  example:  In  January,  under  pres- 
sure from  the  U.S.,  Canada  put  in 
place  a  15%  export  tax  on  lumber 
headed  for  the  U.S.  The  goal  was  to 
help  U.S.  lumber  companies  be  more 
competitive,  but  a  major  casualty  was 
Tacoma-based  Weyerhaeuser  Co.  Ev- 
ery year  that  firm  imports  about  $90 
million  in  lumber  from  its  Canadian 
subsidiary;  this  year  that  wood  will 
cost  Weyerhaeuser  15%  more.  So  a 
U.S.  corporation  gets  hurt,  and  U.S. 
consumers  will  have  to  pay  higher 
prices — a  bit  more  kindling  on  the 
embers  of  U.S.  inflation. 

More  than  any  other,  it's  the  U.S. 
auto  industry  that  imports  from  for- 
eign affiliates:  $22  billion  in  1984,  as 
the  most  recent  official  figures  show. 
Last  year  industry  estimates  indicate 
that  General  Motors  imported  $7.2 
billion,  or  8%  of  U.S.  sales;  Ford  Mo- 
tor, $6.3  billion,  13%  of  U.S.  sales; 
and  Chrysler,  $4.5  billion,  or  25%  (see 
chart). 

The  bulk  of  auto  imports — $18  bil- 
lion in  1984 — came  from  Canada. 
(Under  an  auto  pact  with  the  U.S., 
Canada  imports  a  like  value  of  U.S.- 


Gary  Hallgren 


OUCH! 

Tariffs  miss  the  target.  Many  U.S.  multinationals  are  net 
exporters,  but  remember,  they  import  nearly  $80  billion 
from  their  foreign  plants  and  affiliates. 

Company 

Items  imported 

Value* 
(Smillions) 

General  Motors 

cars,  trucks,  parts 

$7,200 

Ford  Motor 

cars,  trucks,  parts 

6,300 

Chrysler 

cars,  trucks,  parts 

4,500 

IBM 

data  processing  gear 

1,500 

Apple  Computer 

Apple  II  computers 

750 

Caterpillar 

backhoes,  tractors,  etc. 

500 

General  Electric 

tape  recorders,  telephones,  clock  radios 

500 

Texas  Instruments 

semiconductors 

450 

Kellwood 

apparel 

118 

Weyerhaeuser 

lumber 

90 

*Per  year,  based  on  Forbes  and  industry  estimates. 

made  autos  and  auto  parts.)  But  im- 
ports from  elsewhere  are  growing 
even  faster.  GM  last  year  imported 
160,000  Sprints  and  Spectrums  from 
its  joint  ventures  in  Japan  with  Isuzu 
and  Suzuki.  Market  value:  more  than 
$1  billion.  Next  year  GM  begins  a 
similar  joint  venture  with  Daewoo  in 
Korea.  Ford,  meanwhile,  imports 
Mercury  Mercurs  from  Germany  and 
plans  within  six  months  to  import 
Tracers  from  Mexico  and  Festivas 
from  Korea.  Since  1983  Chrysler  has 
doubled  its  imports  from  Mexico, 
where  it  builds  LeBaron,  Aries  and 
Reliant  models,  among  others. 

After  automakers,  the  U.S.  manu- 
facturers that  import  the  most  from 
foreign  subsidiaries  are  electronics 
companies,  at  $7.5  billion  a  year.  Gen- 
eral Electric  imports  such  items  as 
cassette  recorders  and  telephones, 
mainly  from  Asia,  with  a  total  value 
of  about  $500  million.  IBM  imports  an 
estimated  $1.5  billion  a  year  in  data 
processing  equipment  and  other  gear 
into  the  U.S.,  roughly  5%  of  its  do- 
mestic sales.  Apple  Computer's  Asian 
plants,  by  contrast,  make  all  the  com- 


pany's Apple  II  computers.  The  Apple 
II  line  accounted  for  about  $750  mil- 
lion, or  an  estimated  54%  of  Apple's 
U.S.  sales  last  year. 

Protectionism  would  disrupt  such 
efficient  arrangements.  Says  Chrysler 
economist  Donald  Hilty,  "If  tariffs  are 
enacted,  we  would  have  to  get  out  of 
foreign  supply  contracts  as  they  ex- 
pire, or  we  might  even  pay  a  penalty 
to  get  out  of  them  sooner.  ...  In  the 
long  run  that  would  bring  business 
back  to  the  U.S."  Meanwhile,  the  Jap- 
anese are  taking  no  chances.  They 
already  have  more  than  $30  billion  of 
plant,  property  and  equipment  in  the 
U.S.  And  the  Koreans — as  we've 
learned  to  expect — are  following  close 
behind. 

The  truth  is  that  American  manu- 
facturers are  in  a  bind.  If  they  don't 
build  plants  overseas,  high  U.S.  costs 
will  force  them  to  sacrifice  market 
share  to  foreigners.  If  they  continue  to 
move  operations  abroad,  they  may 
well  get  caught  in  the  protectionist 
snares.  Ah,  for  the  good  old  days  when 
there  were  simple  answers  to  tough 
questions.  ■ 
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For  going  on  40  years,  the  U.S.  has  been  sacrificing  national 
economic  interests  to  the  bigger  cause  of  keeping  the  Free  World 
prosperous.  Simple  arithmetic  says  the  party  is  over. 

"No  more 
Mr.  Nice  Guy" 


By  Howard  Banks 

Get  ready  for  yet  more  depress- 
ing trade  numbers,  no  matter 
how  low  the  dollar  falls.  The 
U.S.  merchandise  trade  deficit  will 
improve  by  much  less  in  1987  than 
was  hoped.  At  best,  last  year's  $170 
billion  deficit  will  decline  by  no  more 
than  $10  billion  to  $20  billion.  The 
figures  will  be  better  in  1988 — suffi- 
ciently so  to  produce  an  economic 
pickup — but  still  leaving  a  trade  gap 
that  is  simply  not  sustainable. 


This  is  the  consensus  view  of  half  a 
dozen  major  international  forecasting 
groups  that  gathered  privately  in 
Washington  in  mid-January.  Consen- 
sus is  often  wrong,  of  course,  especial- 
ly in  economic  matters,  but  the  essen- 
tial point  remains:  Even  if  the  dollar 
goes  substantially  lower,  the  U.S. 
seems  doomed  to  run  a  huge  deficit  in 
its  balance  of  merchandise  trade  as  far 
out  as  the  eye  can  see. 

The  public  is  hardened  to  horrify- 
ingly big  numbers,  and  none  of  this 
might  lead  to  political  action  for  a 


long  time  if  it  weren't  costing  jobs  in 
sensitive  industries — a  topic  certain 
to  grab  any  politician  right  where  it 
hurts.  "It  [trade]  is  absolutely  the 
number  one  issue,"  says  Senate  Fi- 
nance Committee  Chairman  Lloyd 
Bentsen  (D-Tex.),  who  will  lead  the 
political  charge  for  protectionism  in 
this  session  of  Congress.  "We  need  a 
tough,  coordinated  trade  policy." 
Trade  policy  is,  of  course,  a  euphe- 
mism for  protectionism. 

Such  statements  make  the  blood 
run  cold  in  the  veins  of  free  traders  or 


The  U.S.'  long,  deep  dive  into  the  red 


The  slide  into  seemingly  perpetual 
trade  and  balance  of  payments  deficits 
has  been  followed,  as  night  follows 
day,  by  an  increasing  number  of  so- 
called  gray  actions,  like  voluntary  re- 
straint agreements.  These  are  designed 
to  head  off  outright  protectionism  by 
Congress  and,  so  far,  it  has  worked.  But 
as  the  pressure  to  protect  U.S.  jobs 
mounts,  there  will  be  even  more  of 
these  deals.  Increasingly,  the  Reagan 
Administration  is  taking  the  lead  and 
now  will  put  forward  a  trade  package, 
under  the  general  heading  of  competi- 
tiveness, in  the  State  of  the  Union 
address.  On  top  of  recent  actions,  such 
as  those  on  Canadian  lumber,  ma- 
chine tools  and  chips,  watch  for  further 
ones  on  agricultural  products  and 
telecommunications.  And  especially  ort 
chemicals;  where  the  U.S.  hopes  to 
persuade  F.urope.to  foin  in  blocking 
Mideast  tounbi^'s  from  undercutting 
World  petroch^^^producers. 


End  of 
Kennedy  round 
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those  who  believe  that  market  forces, 
left  to  work  their  ways,  will  eventual- 
ly bring  trade  back  into  balance. 
Whether  the  market  alone  could  solve 
the  problem  in  the  long  run  is  aca- 
demic. In  the  long  run,  to  paraphrase 
Lord  Keynes,  the  politicians  would  all 
be  defeated. 

Why  abandon  the  principles  of  free 
trade,  which  have  served  the  world  so 
well  for  the  past  40  years?  The  answer 
is  that  free  trade  has  been  practiced, 
chiefly  by  the  U.S.,  in  the  real  sense  of 
throwing  its  borders  wide  open  to 
anyone  who  has  anything  to  sell.  To- 
day's problems  didn't  just  happen. 
They  are  the  consequence  of  Ameri- 
can willingness  to  open  its  borders  to 
foreign  goods  even  though  elsewhere 
free  trade  has  been  modified  to  suit 
the  imagined  or  real  economic  inter- 
ests of  individual  nations. 

Bluntly  put,  we  have  permitted  for- 
eign countries  to  use  freely  their  ad- 
vantages of  lower  wage  rates,  lower 
defense-spending  burdens  and  domes- 
tic subsidies  to  bite  off  huge  pieces  of 
the  U.S.  market.  They,  in  turn,  have 
thrown  up  barriers  to  exercise  by  the 
U.S.  of  many  of  our  natural  advan- 
tages, such  as  our  low-cost  agriculture 
and  advanced  technology.  We  freely 
permit  the  import  of  Brazilian  shoes, 
while  the  Brazilians  keep  U.S.  small 
computers  out  of  their  market.  We 


have  ceded  our  consumer  electronics 
market  to  the  Japanese  and  other 
Asian  countries,  while  they  keep  for 
themselves  markets  like  defense  and 
high  technology. 

The  wonder  is  it  took  so  long  for  the 
situation  to  reach  crisis  point. 

How  much  help  will  the  cheaper 
dollar  be  in  checking  the  crisis?  A  fair 
amount.  The  betting  is  the  Fed  will 
soon  cut  interest  rates  again  and, 
maybe,  pump  out  more  money. 
Hence  the  current  continued  weak- 
ness in  the  dollar  vis-a-vis  the  mark 
and  the  yen.  Devaluation  is,  after  all, 
the  most  practical  trade  weapon  the 
U.S.  has  readily  available.  It  requires 
no  legislation,  no  painful  negotiations 
and  makes  retaliation  difficult.  The 
cheaper  dollar  encourages  foreigners 
to  buy  U.S.  goods  and  services,  makes 
imported  goods  dearer  in  the  U.S. 

But  there  are  limits  to  devaluation. 
The  Federal  Reserve's  Paul  Volcker  is 
likely  to  err,  as  usual,  on  the  side  of 
caution,  for  fear  of  pushing  the  dollar 
off  a  cliff  and  undoing  most  of  the 
progress  made  against  inflation. 

Paul  Krugman,  an  MIT  economics 
professor  and  editor  of  an  excellent 
new  book,  Strategic  Trade  Policy  and  the 
New  International  Economics,  says: 
"This  is  one  of  those  rare  times  when 
the  U.S.  can  reduce  its  trade  problems 
by  printing  money." 


But  Krugman  dashes  cold  water  on 
those  who  think  that  changes  in  ex- 
change rates  alone  can  close  the  trade 
gap  to  bearable  dimensions:  "No  one 
sensible  would  say  that  the  U.S.  can 
restore  its  competitive  position  [sole- 
ly] via  the  printing  press.  That  would 
lead  to  overheating  and  eventually  re- 
sumed inflation." 

Still,  forcing  down  the  dollar  seems 
the  handiest  weapon  right  now.  It  will 
help  bludgeon  the  Germans  and  the 
Japanese,  in  particular,  to  stimulate 
their  economies.  This  would  relieve 
some  of  the  pressure  on  the  U.S.  mar- 
ket, divert  some  goods  that  are  now 
coming  here  to  the  German  and  Japa- 
nese markets,  and  would  stimulate 
the  demand  for  U.S.  goods  abroad. 

In  recent  years,  selling  to  the'  U.S. 
has  been  just  about  the  only  thing 
going  for  the  world  economy.  "In  the 
1982  through  1985  period,  the  U.S. 
absorbed  55%  of  the  increase  in  non- 
oil  LDC  exports,  while  Japan  took  just 
10%  of  the  extra  and  the  European 
Economic  Community  20%,"  says 
Robert  Strauss,  the  most  effective 
trade  representative  the  U.S.  has  ever 
seen  (he  was  U.S.  trade  ambassador  in 
the  Carter  Administration).  A  look  at 
the  numbers  shows  how  exclusively 
the  U.S.  has  borne  the  burden  of  keep- 
ing world  trade  flowing.  Today  the 
U.S.  buys  55%  of  the  manufactured 
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goods  exported  by  the  developing 
countries,  while  Western  Europe 
takes  half  that  much  and  Japan  a  mea- 
sly 9%.  Expanding  their  shares  to  the 
same  per  capita  level  as  the  U.S. 
would  add  an  estimated  $250  billion  a 
year  to  world  trade. 

Yet,  for  all  their  pious  talk  about 
helping  the  poorer  countries,  Germa- 
ny and  Japan  refuse  to  play  their  part. 
Japan  reneged  on  earlier  promises  that 
it  would  get  its  economy  growing 
again  and  then  introduced  its  most 
austere  budget  since  1955.  It  did  in- 
crease defense  spending,  to  just  over 
1%  of  GNP,  but  will  extra  business  go 
to  U.S.  suppliers?  No,  to  Mitsubishi, 
even  though  its  cost  of  building  air- 
craft in  Japan  is  simply  outra- 
geous. Why  not  buy  American  ar- 
maments, thus  improving  the 
balance  of  payments  situation? 
National  interest — or  perceived 
national  interest. 

The  Germans  remain  haughti- 
ly aloof,  though,  with  luck,  that 
may  change  after  their  national 
elections.  The  theory  is  that  if 
their  currencies  rapidly  appreci- 
ate against  the  dollar,  they  will 
have  little  choice  but  to  lower 
interest  rates  and  get  their  econo- 
my growing.  Either  that,  or  their 
economies  sink  from  today's 
stagnation  into  deep  recession. 

But  even  if  we  get  some  help  from 
Germany  and  Japan  and  from  a  weak- 
er dollar,  don't  forget  that  half  of  U.S. 
trade  now  is  with  countries  like  Cana- 
da or  Australia  whose  currencies  hav- 
en't gone  down  against  the  dollar.  Or 
with  countries  like  South  Korea  that, 
for  obviously  sensible  reasons  from 
their  point  of  view,  peg  their  curren- 
cies to  the  dollar. 

A  major  problem,  and  one  that 
won't  yield  readily  to  the  devaluation 
cure,  involves  the  so-called  structural 
elements  to  the  overseas  trade  sur- 
plus— meaning  trade  flows  that  are 
built  into  the  system.  Take  Japanese 
investment  in  the  U.S.  The  2-million- 
car-a-year  Japanese-owned  capacity 
that  will  be  in  place  by  1990  may 
provide  U.S.  jobs,,  but  it  will  suck  in 
steady  flows  of  Japanese  components 
and  machine  tools  ;md  engineering 
consultancy  and  the  rest — since  they 
come  from  suppliers  the  owners 
know  and  trust.  And,  significantly, 
U.S.-controlled  multinational  compa- 
nies are  themselves  a  part  of  the  prob- 
lem (see  page  78). 

The  simple  truth  is  this:  A  pure 
market  solution — depending  on  new 
exchange  panties- -would  not  close 
the  gap  sufficiently  and  fast  enough  to 
satisfy  the  voters.  Or  the  politicians, 
come  to  that;  hence  the  push  for  pro- 


tectionism, which  they  believe  will 
cut  the  trade  deficit.  "But  the  two  are 
separate.  Trade  policy  is  a  micro  is- 
sue, the  deficit  is  a  macro  one.  Politi- 
cians don't  understand  the  distinc- 
tion," says  Fred  Bergsten,  director  of 
the  Institute  for  International  Eco- 
nomics. The  root  cause  of  the  trade 
deficit  is  the  budget  deficit,  but  nei- 
ther White  House  nor  Congress 
shows  any  stomach  to  tackle  that. 

The  push  is  being  led  by  what  is 
called  the  Texas  mafia,  whose  voice  is 
said  to  have  long  dominated  matters 
of  trade.  Today's  ranking  merfTbers: 
Senate  Finance  Committee  Chairman 
Lloy.d  Bentsen  (D-Tex.),  Treasury 
Secretary  James  Baker  III,  House  Ma- 


Our  trading  partners 
have  been  able  to 
impose  this  double 
standard  because  the 

U.S.  has  failed  to 
convince  them  that  we 
will  retaliate.  Too  much 
Mr.  Nice  Guy. 


jority  Leader  Jim  Wright  (D-Tex.), 
Representative  Bill  Archer  (R-Tex.), 
and  Bob  Strauss. 

What  forms  would  U.S.  protection- 
ism take? 

Some  of  what  will  be  proposed  will 
be  what  Harald  Malmgren,  president 
of  Malmgren,  Inc.  and  former  trade 
negotiator  in  the  Carter  Administra- 
tion, calls  technical  protection.  This 
will  include  tightening  the  timetables 
on  dumping  and  countervailing  duty 
cases,  and  also  limiting  presidential 
discretion  to  sidestep  cases  for  foreign 
policy  reasons,  despite  complaints 
from  the  State  Department. 

Moreover,  for  better  or  worse,  the 
Reagan  Administration  is  becoming 
less  doctrinaire  in  its  support  for  free 
trade  and  is  more  willing  than  in  the 
past  to  sacrifice  foreign  policy  to  do- 
mestic economic  interests. 

This  change  to  an  active  stance  on 
trade  from  the  White  House  can  be 
most  clearly  seen  in  the  increasing 
number  of  so-called  gray  actions,  like 
voluntary  restraint  agreements,  used 
to  redress  trade  grievances.  In  just  the 
past  few  weeks  there  have  been  new 
deals  to  help  U.S.  machine  tools  and 
lumber.  The  chips  deal  with  the  Japa- 
nese, however,  is  so  out  of  kilter  with 
the  marketplace  that  it  is  collapsing 
under  its  own  weight.  (This  restraint 
also  offends  U.S.  computer  makers 


who  want  cheap  chips,  even  if  they 
are  dumped,  so  as  to  stay  competitive 
themselves — a  typical  trade  policy 
conflict.  Look  for  similar  conflicts  as 
many  U.S.  retailers  face  loss  of  their 
supplies  of  cheap  foreign  goods.) 

The  U.S.  is  increasingly  frustrated 
by  the  ineffectiveness  of  the  General 
Agreement  on  Tariffs  &  Trade.  The 
treaty  now  covers  just  5%  or  so  of 
world  trade,  vs.  20%  in  1950.  Getting 
an  answer  from  GATT  to  a  problem 
"is  like  dropping  a  rose  petal  over  the 
Grand  Canyon  and  waiting  for  the 
echo,"  complains  Senator  Bentsen. 
And  U.S.  Trade  Representative  Clay- 
ton Yeutter  is  hanging  tough  in  the 
talks  leading  to  the  new  round  of 
GATT  talks.  "Yes,"  he  says, 
"we're  going  to  be  recalcitrant 
until  we  get  the  issues  resolved  in 
the  right  way  in  Geneva." 

Agriculture  is  the  hottest  issue. 
The  U.S. -European  Common 
Market  row  over  blocked  U.S.  ex- 
ports to  Spain  and  Portugal  will 
go  through  its  next  stage  after 
this  issue  goes  to  press.  Farm  ex- 
ports and  subsidies  will  be  a  per- 
petual problem. 

The  U.S.  is  keen  to  open  the 
telecommunications  market 
worldwide  but  has  just  been 
slapped  in  the  face  by  the  French. 
They  are  blocking  AT&T  from  buying 
more  than  a  20%  stake  (it  wanted 
60% )  in  CGCT,  the  moneylosing  tele- 
communications group  that  was  ap- 
propriated from  ITT  by  the  Mitter- 
rand government.  The  Germans  are 
said  to  have  encouraged  the  French  to 
limit  competition  in  Europe.  Mean- 
while, and  no  surprise  to  anyone,  the 
Japanese  are  hedging  on  opening  their 
telecommunications  market. 

Our  trading  partners  have  been  able 
to  impose  this  double  standard  be- 
cause the  U.S.  has  failed  to  convince 
them  that  we  will  retaliate.  Too  much 
Mr.  Nice  Guy. 

Next  year,  1988,  is  a  presidential 
election  year.  The  pressure  to  "do 
something"  about  trade  will  be  at  the 
boiling  point.  One  extreme  possibility 
would  be  an  across-the-board  import 
surcharge  of,  say,  10% — or  roughly 
$40  billion  a  year.  It  would  be  a  tax 
increase  on  consumption,  by  another 
name,  and  could  be  applied  to  help 
bring  down  the  budget  deficit.  It 
would  also  be  likely  to  slow — or 
stop — the  economy.  But  it  would  be 
permitted  under  GATT,  because  it 
would  be  applied  for  balance-of-pay- 
ments  reasons.  In  fact,  it's  just  the 
prescription  routinely  proposed  by 
the  International  Monetary  Fund  for 
less-developed  countries  in  trouble. 
Expect  to  hear  such  bizarre-sound- 
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ing  proposals  as  an  official  auction 
market  for  the  import  quotas.  If  it  is 
determined,  say,  that  2  million  Japa- 
nese cars  should  be  allowed  into  the 
U.S.  each  year,  Japanese  carmakers 
would  be  allowed  to  bid  for  quotas. 
This  would  transfer  to  the  U.S.  some 
of  the  higher  profits  importers  make 
when  there  are  quotas — look  what 
happened  with  Japanese  cars,  or 
steel — at  the  expense  of  higher  con- 
sumer prices  here.  Such  money  could 
pay  for  retraining  or  relocating  work- 
ers displaced  by  imports. 

Will  the  U.S.  go  this  far?  Will  it 
impose  an  auction  system  or  an 
across-the-board  import  surtax?  Only 
as  a  last  resort.  But  the  threat  is  real. 

Where  is  all  this  leading  us?  The 
world  economy  and  trading  system  is 
at  a  watershed  of  a  sort  not  experi- 
enced since  the  Marshall  Plan  rescued 
the  industrial  economies  from  the 
ravages  of  World  War  II.  The  40-year 
mix  of  mostly  magnanimous  econom- 
ic policies  here  helped  develop  the 
rapid  growth  in  world  trade  to  $2  tril- 
lion a  year.  But  now  the  assumptions 
on  which  U.S.  trade  policy  has  been 
based  have  been  overtaken  by  events. 
In  the  U.S.  merchandise  imports  were 
4.1%  of  GNP  in  I960;  in  1985  they 
were  10.2%  and  rising. 

The  situation  is  complicated  for  the 
U.S.  because,  without  a  gold  standard, 
our  dollar  is  now  the  world's  sole  re- 
serve currency.  Oil  is  priced  in  dol- 
lars, investments  flow  in  dollars,  na- 
tions hold  their  reserves  in  dollars. 
The  volume  of  financial  transactions 
is  now  roughly  25  times  the  volume 
of  total  world  trade. 

These  fundamental  shifts  have 
stretched  U.S.  resources  to  the  break- 
ing point.  This  country  is  no  longer 
rich  enough  to  carry  world  trade  and 
Free  World  defense  unaided.  In  sim- 
plistic terms,  Uncle  Sam  is  mad,  and 
he  isn't  going  to  take  it  any  longer. 

I  -170.5 

Total  (includes  other  countries] 

Consumer  groups  will  cry  over  the 
reductions  in  availability  of  some 
cheap  goods.  Foreign  governments 
will  lecture  us  on  our  selfishness  and 
lack  of  responsibility.  But,  remember: 
The  only  reason  that  countries  like 
Germany,  Japan,  Taiwan,  South  Ko- 
rea and  the  rest  are  as  well  off  as  they 
are  is  because  of  near  free  access  to 
the  U.S.  market.  Now  they  are  going 
to  have  to  pay  something  for  that. 
That  means:  Revalue  their  currencies 
and  reflate  domestic  demand  to  take 
the  heat  off  the  U.S.  economy. 

The  Europeans  and  the  Japanese  es- 
pecially can  pay  much  more  for  their 
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own  defense.  The  Japanese  say,  "That 
would  mean  we'd  have  to  adopt  nu- 
clear weapons,"  as  though  that's  sup- 
posed to  kill  the  debate.  Maybe  it's 
time  to  tell  'em  to  go  ahead. 

There  will  be  screams  from  the 
banks  about  their  LDC  debt.  But  how 
far  can  we  sacrifice  U.S.  industry  to 
save  the  banks  from  huge  writeoffs? 

And  there'll  be  screams  that  the 
U.S.'  hanging  tough  might  risk  South 
Korea,  the  Philippines,  Brazil  going 
communist.  It's  unlikely  they  would 


be  that  foolish;  the  world  trend  is  in 
fact  toward  democracy.  Take  a 
chance. 

Will  all  of  this  lead  to  a  terrible 
trade  war  in  which  everybody  suffers 
and  developing  countries  default  on 
their  debt,  and  democracy  is  set  back? 
Will  the  dollar  go  deep  into  the  tank? 

Probably  not — although  the  air  will 
turn  blue  with  threats  and  confronta- 
tions. The  problem  will  gradually 
yield,  not  to  one  but  to  several  ap- 
proaches. There  will  be  more  bilateral 
trade  demands  made  by  the  U.S.: 
We'll  buy  your  shoes  only  if  you  per- 
mit us  to  sell  personal  computers. 


You  want  to  sell  us  cars?  Then  open 
your  markets  to  American  citrus 
fruits  and  American  wheat. 

The  cheaper  dollar,  too,  will  make  a 
big  difference,  especially  as  it  spreads 
to  exchange  against  currencies  other 
than  the  yen  and  the  mark. 

The  State  Department  will  begin 
paying  less  attention  to  diplomacy 
and  more  attention  to  trade.  "We 
must  give  up  the  outdated  illusion  of 
being  the  world's  political  and  indus- 
trial leader.  Acting  as  if  we  still  are 


can  only  destroy  us,"  says  Andrew 
Grove,  president  and  chief  executive 
of  chipmaker  Intel  Corp. 

However  reluctantly,  Germany  and 
Japan,  and  other  countries,  will  begin 
to  stimulate  their  economies. 

All  these  things  are  likely  to  hap- 
pen, not  because  the  U.S.  will  turn 
aggressively  protectionist,  but  be- 
cause the  possibility  of  its  doing  so 
would  have  consequences  too  horri- 
ble to  contemplate.  But  the  rest  of  the 
world  must  understand  that  the  pres- 
ent situation  cannot  continue.  So,  it's 
no  more  Mr.  Nice  Guy — and  our  trad- 
ing partners  better  believe  it.  ■ 
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It's  not  just  Japan 


U.S.  bilateral  trade  balances  ({billions)  ■  1980    ■  1986  * 

-110     -100       -90       -80       -70       -60       -50       -40       -30       -20       -10         0  +10 


*  January-September  at  an  annual  rate,  not  seasonally  adjusted.  Source:  World  Financial  Markets 


The  Up  &  Comers 


Fumbles 


Here  was  a  company  that  seemed  to  have 
everything:  market  dominance,  a  quality 
image,  high  profitability.  And  suddenly  ev- 
erything started  going  wrong. 

The  perils  of  being 
too  successful 


By  Ellen  Paris 

F|  or  almost  50  years  Everest  & 
Jennings  International  was  the 
perfect  family  company.  It  pio- 
neered the  lightweight  folding  wheel- 
chair back  in  1933,  and  with  an  80% 
market  share,  it  ruled  the  wheelchair 
business.  The  Jennings  family  ruled 
Everest  &  Jennings  after  cofounder 


Herbert  Everest  retired  in  1953,  and  it 
continued  to  reign  even  after  the  com- 
pany sold  40%  of  its  stock  to  the 
public  in  1968.  Who  could  complain? 
In  1979  return  on  equity  hit  22%,  net 
margins  5.6%. 

But  market  dominance  and  high 
profitability  can  be  dangerous.  They 
attract  competition — and  encourage 
complacency.  Things  started  going 


wrong.  First  came  the  cry  for  medical 
cost  containment,  causing  cuts  in 
wheelchair  reimbursements.  Everest 
&  Jennings'  cheapest  model  was  $350. 
Sniffing  opportunity,  Taiwanese  man- 
ufacturers and  Elyria,  Ohio-based  In- 
vacare  rushed  in  with  $200  models. 
Everest  &.  Jennings  continued  rolling 
out  its  higher-priced  chairs. 

There  was  the  scooter,  a  three- 
wheel  vehicle  popular  with  older  peo- 
ple and  others  of  limited  mobility. 
Everest  &  Jennings  was  nowhere  to  be 
found.  The  leader  in  scooters  now  is 
Sewell,  N.J. -based  Electric  Mobility. 

About  the  same  time,  young,  dis- 
abled Vietnam  vets  were  demanding 
wheelchairs  in  which  they  could  lead 
relatively  active  lives — play  tennis  or 
basketball,  for  example — not  the  ex- 
isting heavy,  hard-to-maneuver  mod- 
els Everest  &  Jennings  had  been  sell- 
ing for  years.  Fresno,  Calif.-based  Mo- 
tion Designs  walked  away  with  the 
business  for  sport  chairs — smaller, 
brightly  painted  chairs  with  enor- 
mously improved  mobility.  These 
weren't  cheap:  around  $1,200  retail. 
But  they  looked  good  and  were  easy  to 
handle.  In  less  than  four  years  sport 
chairs  have  grown  to  around  10%  of 
the  total  wheelchair  market. 

Everest  &  Jennings  was  losing  the 
profitable  upper  end  of  the  business 
and  the  big-volume  lower  end.  It  came 
out  with  a  sport  chair  in  1984,  but  it 
took  two  years  more  to  get  the  prod- 
uct right. 

By  last  year  Everest  &  Jennings' 
market  share  had  dwindled  to  about 
40%  of  the  U.S.  market,  35%  of  the 
overseas  market.  In  1985  it  lost  nearly 
$5  million  on  sales  of  $174  million. 
The  stock,  which  had  traded  as  high 
as  16  in  1980,  languished  at  6.  The 
Jennings  family,  which  has  bought 
back  stock  and  still  controls  65%,  be- 
gan looking  outside  the  family  for  a 
replacement  for  Gerald  Jennings,  68, 
the  founder's  son.  They  found  Whit- 
ney McFarlin,  46,  who  had  been  run- 
ning the  U.S.  pacemaker  business  for 
Medtronic,  the  Minneapolis  cardio- 
vascular-device manufacturer. 

McFarlin  inherited  an  uncompeti- 
tive product  line.  Manufacturing 
costs  were  high  at  its  major  domestic 
manufacturing  site  in  Camarillo, 
Calif,  because  Everest  &  Jennings  was 
offering  almost  custom  wheelchairs; 
it  carried  more  than  4,000  variations 
in  its  catalog.  In  1983  and  1984  deliv- 
ery schedules  were  so  bad  that  many 
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To  you,  if s  another  small  office  building. 
To  us,  if  s  creating  a  more 
efficient  working  environment 


The  300  people  who  work  in  the  Commerce 
Clearing  House  enjoy  one  of  the  most  comfortable,  yet 
efficient  working  environments  ever  designed.  It's  controlled 
by  a  Johnson  Controls  facilities  management  system  that 
provides  the  perfect  balance  of  heating,  cooling,  lighting, 
security  and  fire  protection.  The  result  is  considerable 
savings  to  building  owners  and  tenants  alike. 

Designing  and  installing  automated  systems 
for  buildings  is  our  business.  Maintaining  and  servicing 
building  systems  through  our  Alliance  programs  is 
our  business  too.  Over  100,000  building  owners  have 
chosen  Johnson  Controls  for  facilities  management. 


These  projects  range  in  size  from  giants  like  Los  Angeles 
International  Airport  to  smaller  buildings  like  Commerce 
Clearing  House. 

For  information  on  a  working  environment  that 
can  work  to  save  you  money,  take  advantage 

of  our  new  Executive  Contact  Program.  Give 
us  a  call  at  1-800-972-8040.  In  Wisconsin, 
call  1-800-472-6533.  A  Johnson  Controls 
executive  will  get  back  to  you  within 

48hours  JgHNSON 
CONTROLS 

Creating  a  better  climate 
for  business. 


©johnson  Controls,  In 


vilized  Hotel  In  The  Tropics 


Mayfair  House.  The  savoir-faire  and  service  of  Europe,  made  enticingly 
more  exciting  by  the  free-spirited,  uninhibited  flavor  of  Miami  s  Coconut 
Grove.  A  small,  personal  hotel  where  every  suite  comes  complete  with  its 
own  Japanese  hot  tub  on  a  secluded  tropical  patio.  Surrounded  by  the 
elegance  and  elan  of  Mayfair,  the  stylish  shopping  enclave  of  the  Americas. 
Non-smoking  suites  and  complimentary  limousine  service  available. 


'Thfleadinffllotels 
ottheWorld* 


hotel  grand  luxe 
3000  Florida  Avenue,  Coconut  Grove,  Miami  FL  33133 

For  information  and  reservations, 
(305)  441-0000/(800)  433-4555/Florida  (800)  341-0809 
Or  call  your  travel  agent. 


Coach  of  the  Year 


"A  coach  is  only  as  strong  as  his  players,  but  it's  dedicated  fan  support  that  makes  a  winning 
season.  The  winners  on  Wheeling-Pittsburgh's  team  last  year  were  our  loyal  fans,  our  customers. 

This  year  promises  new  opportunities  for  those  customers  who  set  our  standards  for  product 
quality.  You  won't  know  it's  the  best  steel  buy  you've  ever  made  until  you  try  it.. .SO  BUY  IT! 

Challenge  'is,  th  Team  of  the  Year,  to  work  with  you  as  Partners  in  Steelmaking 

to  develop  a  program     el  i  a  your  product  needs  for  1987." 

Wheeling  fcitFU 


STEEL  CORPORATION 


George  Ferris,  Vice  Chairman  &  CEO 


dealers  had  switched  to  other  manu- 
facturers. "We  offered  up  a  lot  of  mar- 
ket share  to  our  competitors  because 
we  couldn't  deliver,"  says  McFarlin. 

Radical  measures  were  called  for. 
McFarlin  took  them.  "It  doesn't  do 
anybody  any  good  just  to  patch  a  few 
holes  in  the  dike  and  think  you've  got 
a  turnaround,"  says  McFarlin,  who 
still  retains  a  trace  of  his  native  Ar- 
kansas accent.  He  began  standardiz- 
ing side  frames  and  accessories  to 
simplify  the  production  line.  McFar- 
lin now  has  a  sport  chair  retailing  for 
$1,500  to  $1,800  and  a  basic  $250  in- 
stitutional chair  to  woo  back  dealers. 

To  make  sure  Everest  &  Jennings 
stays  in  touch  with  the  market, 
McFarlin  encourages  employees  to 
use  the  chairs  they  make  to  wheel 
around  the  500,000-square-foot  plant. 
He  has  even  initiated  a  "Take  a 
Wheelchair  to  Lunch"  program  so 


In  1983  and  1984  Everest 
&,  Jennings'  delivery 
schedules  were  so  bad 
that  many  dealers  had 
switched  to  other 
manufacturers. 


employees  know  what  it  is  like  to  be  a 
wheelchair  user.  "We  were  so  inter- 
nally focused  we  lost  touch,"  says 
McFarlin. 

McFarlin  raised  capital  by  selling 
for  $36  million  west  Los  Angeles  real 
estate  the  company  had  bought  dirt- 
cheap  in  the  Forties  and  Fifties.  The 
proceeds  are  being  used  to  reduce 
debt,  which  is  now  36%  of  total  capi- 
tal, vs.  41%  in  1985. 

New  products  like  the  sleek,  blue 
and  red,  Ultra  Light  sport  chairs  and 
the  low-cost  Vista  models  are  begin- 
ning to  sell  well.  Paul  Amsterdam  of 
Amsterdam  Brothers  of  Irvington, 
N.J.,  an  Everest  &.  Jennings  dealer, 
says  his  customers  are  now  choosing 
Everest  &  Jennings'  new  ultralight 
model  2-to-l  over  its  competitors'. 

This  year,  on  estimated  sales  of 
$200  million,  Everest  &  Jennings 
should  show  an  operating  profit  of 
about  35  cents  a  share,  vs.  a  loss  of  61 
cents  in  1985.  The  stock  is  back  to  13, 
and  some  smart  investors  have  been 
buying.  While  the  Jennings  family 
still  controls  the  company  and  has  8 
seats  on  the  nine-member  board,  a 
San  Diego  investment  outfit,  Indus- 
trial Equity  (Pacific)  Limited  has 
bought  25%  interest  in  the  company. 
Says  Ron  Langley,  president  of  Indus- 
trial Equity  (Pacific):  "We  are  patient 
investors  who  invest  in  turnaround 
situations." 

It  was  a  close  call,  though.  ■ 
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INTRODUCING 
THE  MINOLTA 800 SERIES 

FOUR  UNITS  TOCH005E  FROM  THAT  ARE 
PACKED  WITH  FEATURES  DESIGNED  TO  MEET  YOUR 
MOST  DEMANDING  AND  SOPHISTICATED  COPYING  NEEDS. 


EIGHT  REASONS  TO  BUY: 


1.  HIGH  SPEED 


The  Minolta  800  Series  is  designed  to  get  a  lot  of  copies  out 
in  a  short  period  of  time.  At  55  copies  per  minute  it  makes 
long  runs  fast  and  easy. 

2.  HIGH  VOLUME 

Up  to  4,000-  sheet  capacity  means  less  time  spent  changing 
paper.  In  a  high  volume  environment,  that  can  be  a  real  asset. 

3.  ZOOM  CONTROL 

Reduce  or  enlarge  from  61%  to  164%.  Some  models  have  the 
capability  to  automatically  select  the  optimum  zoom  ratio 
for  the  paper  size  you  want. 

H.  DUPLEX- ABILITY 

All  870  copiers  make  two-sided  copies  as  easy  as  child  s  play. 
In  addition,  the  image  can  be  shifted  for  binding 
(and  better- looking  reports). 

5.  SELECTIVE  EDITING 

If  there  is  a  section  of  the  original  you  don't  want  copied, 
just  specify  the  area  and  it  will  be  eliminated  from  the 
copy.  A  helpful  function  for  confidential  reports  and 
graphic  design  work. 


b.  COLORS 

Choose  a  variety  of  color  toners.  Add  excitement  to  entire 
documents  or  use  it  selectively  to  highlight  details  or 
headings. 

7.  CLAMSHELL  CONSTRUCTION 

The  800  Series  is  as  sturdy  as  it  is  advanced.  These  copiers 
will  provide  years  of  excellent  performance.  And  their  easy- 
access  clamshell  construction  makes  the  occasional  paper 
jam  a  snap  to  correct. 

8.  FLEXIBILITY 

These  are  all  feature-packed  copiers  that  are  as  smart  and 
productive  as  they  are  attractive.  But  to  give  you  maximum 
flexibility  Minolta  offers  efficient  options:  a  forty-bin  sorter, 
data  controller,  and  triple-stackers  for  a  variety  of  sizes, 
just  to  name  a  few. 

Bring  higher  intelligence  to  your  office  with  the  Minolta  800  Series. 
For  more  information,  call  1-800-237-8087. 
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Computers  &  Communication!: 


Computers  •  .  •  umcations 


inking  America  from  coast  to  coast 


At  NEC  we  began  to  develop  our 
own  integrated  C&C— computers 
and  communications— technology 
long  before  anyone  else. 

It's  a  technology  that's  helping 
to  change  the  way  America  does 
business  by  drawing  us  all  closer 
together. 

With  integrated  voice,  data,  and 
image  transmission  equipment. 
More  powerful  business  and  per- 
sonal computers.  And  a  wide  range 
of  other  products  from  fiber  optics 
and  cellular  telephones  to  home 
electronic  products. 

Today  NEC  is  a  world  leader  in 
semiconductors,  computers,  and 
communications  systems.  The 
expertise  behind  over  15,000  NEC 
products  is  at  work  in  our  inte- 
grated C&C  technology 

We  now  supply  a  full  range  of 
systems  working  together  in  net- 
work to  help  people  handle  infor- 
mation of  any  kind  more  efficiently, 
whenever  they  need  it. 

Across  America  and  all  around 
the  world. 

NEC  offers  a  total  system  solution 
to  all  of  today's— and  tomorrow's 
—information  needs.  One  that  can 
help  you  keep  all  your  offices  in 
touch  with  each  other  and  working 
effectively  together. 

So  when  you  look  for  solutions 
in  computers  and  communications, 
think  of  the  company  that's  linking 
America  from  coast  to  coast. 

Think  of  NEC. 


NEC  \ 


The  Up  &  Comers 


Stars 


Pat  Smith  was  torn  between  an  interest  in 
medicine  and  an  urge  for  a:  business  ca- 
reer. He  put  the  two  conflicting  impulses 
together  with  happy  results. 

The  boss  said  no 


By  Burr  Leonard 


In  the  late  1970s  Patrick  Smith, 
then  27,  was  director  of  sales  and 
marketing  for  Life  Instruments,  a 
marketer  of  high-tech  medical  equip- 
ment based  in  Hinsdale,  111.  The  lean, 
34-year-old  Chicago  native  attended 
Jesuit  schools  and  had  planned  to  be- 
come a  doctor,  but  pulled  back  a  few 
weeks  before  he  was  to  enter  medical 
school.  Did  he  really  want  to  go 
through  the  seven-year  grind 
and  devote  his  life  to  medicine? 
No.  He  had  always  been  fasci- 
nated with  business.  Instead  of 
plodding  on  with  school,  he  got 
a  job  marketing  health  care 
products,  ranging  from  acne 
creams  to  coronary  care  moni- 
toring systems. 

He  rose  quickly  at  Life  Instru- 
ments, but  like  a  lot  of  smart 
young  executives,  Smith  found 
himself  chafing  under  an  older 
boss'  conservatism.  All  the  boss 
wanted  to  do  was  peddle  medi- 
cal gadgets.  But  Smith— he  had 
almost  become  a  doctor,  after 
all — realized  the  medical  profes- 
sion's fascination  with  advanced 
medical  gadgets  wouldn't  last  forever. 
The  future  belonged  instead  to  the 
home  health  care  market.  What  could 
be  better  for  Life  Instruments  than  for 
its  president  to  appoint  Smith  head  of 
a  new  division  that  would  exploit  this 
industry? 

"I  wanted  to  run  the  division,"  says 
Smith,  "and  also  wanted  seme  equity 
ownership.  That  didn't  seem  like  a 
real  good  idea  to  [thi  ;  wasn't 


interested  in  risking  very  much  be- 
cause he  had  a  real  nice  cash  cow.  So  I 
decided  at  that  point  to  resign." 

Six  months  later,  in  1981,  Smith 
formed  New  England  Critical  Care. 
He  raised  money  from  private  inves- 
tors in  Chicago  and  later  tapped  Bos- 
ton and  Palo  Alto  venture  capitalists. 

Now,  just  six  years  later,  New  En- 
gland Critical  Care  is  a  thriving  com- 
pany. Last  year  the  five-year-old  start  - 


v-th  Resnfck/ncni 


Patrick  Smith  of  New  England  Critical  Care 
Bringing  back  the  house  call  at  half-cost. 


up,  headquartered  in  Marlborough, 
Mass.,  netted  about  $2.7  million  on 
sales  of  $21  million  in  1986. 

"Today  health  care  is  a  $500  billion 
to  $600  billion  business  that  is  in  ut- 
ter turmoil,"  says  Smith,  now  presi- 
dent. "Everybody's  looking  for  less 
costly  ways  to  treat  various  diseases." 

Smith  thinks  he  has  such  a  product. 
The  product:  "home  infusion  thera- 
py." Stripped  of  jargon,  this  service 
provides  patients  with  intravenous 


infusions  of  nutrients  or  drugs  in  their 
homes,  administered  by  a  nurse.  An 
antibiotic  infusion,  a  typical  proce- 
dure, costs  about  $300  per  day,  vs. 
around  $600  in  a  hospital — a  savings 
of  50%  per  day  for  each  patient. 

In  spite  of  the  relatively  low-priced 
service,  the  business  is  quite  profit- 
able. Of  that  $300,  materials  and 
medicine  consume  15%  and  labor 
35%.  It  requires  about  35  patients  per 
day  to  cover  overhead  at  a  New  En- 
gland Critical  office;  every  daily  pa- 
tient over  that  means  an  operating 
profit  of  $150. 

Why  don't  hospitals — which  sorely 
need  revenue — run  the  services  them- 
selves? Volume.  Even  the  largest  hos- 
pitals— with  a  thousand  or  more 
beds— offer  home  infusion  to  only  2% 
of  their  patients,  Smith  calculates.  To 
maintain  a  healthy  50%  gross  margin, 
all  New  England  Critical  Care  needs 
is  75  patients  undergoing  therapy  at 
one  time  at  each  unit. 

A  New  England  Critical  office  con- 
sists of  a  staff  of  around  40  pharma- 
cists, nurses  and  support  personnel. 
New  England  runs  branch  offices  cov- 
ering 21  eastern  states  but  says  it  will 
be  nationwide  within  two  years. 

The  $575  million  industry  in  which 
Smith  carved  out  his  niche  got  its 
start  eight  or  so  years  ago.  Earlier, 
patients  with  gastrointestinal  illness- 
es such  as  inflammatory  bowel  dis- 
ease and  stomach  cancer  had  no 
choice  but  to  make  the  hospital  their 
home,  receiving  painful  infu- 
sions of  nutrients  through  veins 
that  eventually  deteriorated. 

Then,  in  the  late  1970s,  a  de- 
vice called  the  "central  vein 
catheter"  was  adapted  for  home 
use.  It  could  be  permanently 
implanted  into  a  major  vein  just 
above  the  heart  of  a  digestive 
disorder  patient.  The  device  not 
only  improved  the  patients' 
chances  of  survival,  but  also 
made  infusions  simple  enough 
so  that  victims  could  live  some 
semblance  of  normal  lives. 

This  innovation  inspired 
Smith  to  move  beyond  gadgetry 
to  home  care.  But  his  sleek  and 

  happy  boss  wasn't  interested. 

As  home  base  for  his  proposed  com- 
pany, Smith  chose  Boston,  a  medical 
mecca  where  he  would  not  be  com- 
peting with  his  former  employer  and 
where  he  thought  he  would  feel  com- 
fortable raising  his  family. 

In  mid- 1981  he  launched  New  En- 
gland Critical  Care,  going  first  class 
all  the  way.  He  used  top  Boston  attor- 
neys, a  Big  Eight  accounting  firm,  a 
staff  with  an  average  of  five-plus  years 
of  experience  in  IV  therapies.  Smith 
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RIGHT  NOW,  YOU  COULD  BE  USING  THE 
WORLD'S  MOST  ADVANCED  COMMUNICATIONS  SERVICES. 


A  highly  sophisticated  and  versatile  com- 
munications network  is  ready  right  now  to 
help  you  transmit  information  like  never 
before.  At  far  faster  speeds.  In  far  greater 
volume.  And  with  far  better  efficiency. 

Responding  to  your  needs,  this  network 
has  been  created  by  the  companies  of 
Ameritech  to  provide  your  business  with  a 
growing  variety  of  digital  network  services. 
High  speed,  high  capacity,  extremely 
accurate  services.  With  the  flexibility  to 
meet  your  changing  and  growing  business 
communications  needs. 

Which  services  are  best  for  you?  Not 
only  today,  but  in  the  future?  Call  on  the 
Ameritech  Bell  companies  of  Illinois,  Indiana, 


Michigan,  Ohio  and  Wisconsin.  Our  people 
know  your  area  and  your  specific  business 
and  can  provide  the  service  you  need. 
They're  able  to  use  the  vast  resources  of 
the  companies  of  Ameritech  to  develop 
the  most  effective  solutions  for  your 
voice  and  data  requirements. 

For  all  the  many  ways  our  network  can 
help  you  communicate,  contact  any  of  our 
Ameritech  Bell  companies.  Or  phone  us: 
I  800  562-2444. 


jfE on  mm  mmwammmmmmmmm^mm  m 

Helping  you  communicate. 


The  companies  of  Ameritech  Illinois  Bell  Indiana  Bell  •  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell  Ameritech  Communications 
Ameritech  Mobile  Communications  ADR  Ameritech  Services  ■  Ameritech  Credit  Ameritech  Development  Ameritech  Publishing 


c  1987  Amentech 


John  McLaughlin  fuels  the  fire  while  respected  journal- 
ists Jack  Germond,  Morton  Kondracke,  and  Robert 
Novak  provide  informative  and  often  explosive  opinions. 

Join  them  all  on  the  McLaughlin  Group.  It  just  might  be  the 
freshest,  boldest,  most  incisive  political  show  on  the  air. 

Don't  miss  it.  The  people  who  run  this  country  never  do. 

The  McLaughlin  Group 

Made  possible  by  a  grant  from  GE. 


Check  local  listings  for  station  and  time.  <§)  aregisteredtrademarkofgeneraielectriccompany 


also  arranged  for  prescriptions  to  be 
mixed  in  certified  clean  rooms, 
though  most  home  infusion  compa- 
nies operate  without  them. 

He  then  whipped  up  an  intense  Ap- 
ple Computer-style  corporate  culture 
Employees  are  given  stock  and  the 
opportunity  of  advancing  to  manage- 
ment. Nurses  and  pharmacists  help 
develop  new  home  infusion  tech- 
niques. Smith  beams,  "Everyone's 
singing  out  of  the  same  hymnal." 

Within  a  few  years,  New  England 
Critical  Care  became  a  pioneer  of  new 
home  infusion  treatments,  among 
them  antibiotic  therapy,  chemothera- 
py, pain  management  and,  more  re- 
cently, such  innovative  techniques  as 
ovulation  induction  therapy  and 
treatment  for  congestive  heart  failure. 

New  England  Critical  may  play  a 
role  in  the  AIDS  epidemic.  During  the 
two  years  most  AIDS  victims  live  af- 
ter diagnosis,  they  stay  in  the  hospital 
eight  to  ten  times  for  intravenous 
therapy  at  a  cost  of  between  $175,000 
and  $200,000.  But  because  of  these 


"The  boss  wasn't  inter- 
ested in  risking  very  much 
because  he  had  a  real  nice 
cash  cow.  So  I  decided  at 
that  point  to  resign." 


McDonald's  created  fast  food... 
Federal  Express  perfected  overnight  delivery... 
Postal  Instant  Press  created  instant  printing... 

BANACOM  Creates  Instant  Signs... 

Almost  every  business  in  the  country  uses  signs  to  sell  their  products  or  ser- 
vices. Today,  Banacom  is  doing  for  the  sign  industry  what  instant  printers  did 
for  printing.  Banacom  has  established  over  200  independent  instant  sign  centers 
across  the  USA.  Now,  with  our  perfect  sign  system  you  can  provide  commercial- 
quality  promotional  signs  fast,  conveniently,  and  without  lifting  a  brush. 
The  Banacom  Business  Opportunity  offers  you  the  Banacom  Instant  Signmak- 
ing  System,  an  exclusive  territory,  full  company  assistance,  extensive  training 
in  both  manufacturing  and  marketing  techniques  by  professionals  experienced 
in  every  aspect  of  the  instant  ^^^^^^^^^^^^^^^^^^^^^^^^ 
sign  business,  enough  inven-  '  .^■•l 

tory  to  produce  miles  of  signs, 
merchandising  materials  and 
most  importantly,  an  opportunity 
to  become  part  of  the  Yforld's 
Largest  Instant  Sign  Network. 
Total  investment  required 
$50,000... If  you  would  like  to 
know  more  about  the  Banacom 
Opportunity,  please  call: 

Fred  Martin 
714/476-8868 


WNAG 

UFACTURING  &  MA 


patients'  vulnerability  to  infections,  a 
hospital  is  the  worst  place  for  them  to 
receive  treatment.  By  1990  there 
could  be  as  many  as  150,000  AIDS 
cases  in  the  nation,  with  half  receiv- 
ing infusions  at  home. 

Having  won  his  market,  Smith 
doesn't  worry  about  competitors. 
What  does  scare  him  is  an  epidemic  of 
a  different  sort:  the  U.S.  litigation  epi- 
demic. "There  are  two  types  of  com- 
panies in  this  business,  those  that  will 
be  sued  and  those  that  have  been 
sued,"  he  says.  "There  are  too  many 
human  beings  involved."  To  limit  li- 
ability, New  England  Critical  Care 
and  other  home  infusion  companies 
keep  no  physicians  on  staff,  and  so 
incur  risks  technically  no  greater  than 
a  pharmacist's.  The  worst  that  could 
happen  would  be  a  mix-up  of  prescrip- 
tions, hardly  likely  to  be  fatal.  Even 
so,  Smith  operates  as  if  human  error 
were  a  clear  and  constant  danger. 

Investors  have  bid  New  England 
Critical's  4.6  million  shares  up  to  a 
recent  19 'A  from  its  initial  offering 
price  in  October  of  10.  That  makes 
Smith's  6.3%  of  the  company  worth 
$5.6  million. 

Pretty  good  for  a  youngster  of  34, 
who,  had  he  gone  on  to  medical 
school,  might  just  be  getting  painfully 
started  in  private  practice.  ■ 
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BUT  ALSO  CHEMICALS,  PLASTICS... 


THIS  IS  THE  NETHERLANDS:  Not  only  the 
second  largest  exporter  of  agricultural  products  in 
the  world,  but  also  a  major  manufacturer  and 
exporter  of  industrial  and  consumer  items.  Many 
U.S.  corporations  manufacture  in  the  Netherlands 
for  their  international  markets,  including: 

•  INTERNATIONAL  FLAVORS  AND 
FRAGRANCES— exports  flavors,  fragrances  and 
aroma  chemicals  worldwide  from  its  three  Dutch 
plants,  representing  its  largest  overseas  investment. 

•  WITCO— manufactures  white  oils  and  other 
specialty  chemicals  for  Europe,  Africa  and  Asia  in 
Koog  a/d  Zaan,  its  largest  overseas  investment. 

•  GENERAL  ELECTRIC 'S  PLASTICS 
GROUP— supplies  Europe,  Asia  and  Africa  with 
engineering  thermoplastics  from  Bergen  op 
Zoom,  GE's  largest  overseas  investment. 


mm 


BH  ""  Netherlands  29.3 

HI  West  Germany  21.2 


France  20.9 
United  Kingdom  20.8 
Belgium  20.0 

1985  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


The  average  rate  of  return  on  U.S.  direct  invest- 
ment in  the  Netherlands  has  been  much  higher 
than  the  European  norm  throughout  the  1980s. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 

If  not,  please  contact: 

Mr.  Pierre  Dobbelmann 

Executive  Director 

United  States  &  Canada 

Netherlands  Foreign  Investment  Agency 

One  Rockefeller  Plaza 

New  York,  NY  10020 

(212)  246-1434 


The  Netherlands 


Right  , 
^in  the 
Center 


For  Investment 


This  announcement  is  published  by  Gavin  Anderson  &  Company,  which  is  registered  as  an  agent  of  the  Government  ol  the 
Netherlands  This  material  is  tiled  with  the  Department  ot  Justice,  where  the  required  registration  statement  is  available  for  public 
inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


The  Up  &  Comers 


Recoveries 


Henry  Hirsch  founded  a  hot  little  stove 
business  called  Welbilt,  but  the  company 
was  losing  steam.  Lucky  for  Henry  Hirsch 
that  he  had  a  smart  son. 


Rise  and  fall 
and  rise 


By  Burr  Leonard 


Welbilt  President  Richard  Hirsch 

"Dad  never  tali  it  U,  but  I  think  he's  sort  of  proud  of  me.' 


SHIRTSLEEVES  TO  SHIRTSLEEVES  in 
three  generations:  Grandpa 
builds  a  company,  his  son  pre- 
sides over  stagnation  and  decline,  and 
the  grandson  ends  up  on  salary  work- 
ing for  someone  else. 

It  almost  happened  quicker  than 
that  with  the  Hirsches  of  New  York, 
who  owned  100%  of  Welbilt  Corp. 
and  had  run  it  since  its  founding  in 
1929.  In  1971  Richard  Hirsch,  who 
was  then  29,  succeeded  his  father  as 
president  of  Welbilt  Corp.  The  busi- 
ness was  kitchen  ovens,  refrigerators 
and  furniture.  Anyone  with  a  memory 
remembers  what  happened  to  those 
businesses.  Philco,  Admiral,  Kelvina- 
tor  ...  all  gone  as  great  names  in  the 
appliance  business.  Even  General  Mo- 
tors gave  up  and  sold  Frigidaire.  Wel- 
bilt was  in  bad  shape,  losing  money, 
and  sales  were  crashing. 

"Dad  was  a  terrific  entrepreneur," 
says  Dick  Hirsch,  now  45,  "but  times 
changed.  He  gave  me  a  great  opportu- 
nity by  giving  the  business  over  to  me 
to  set  right." 

Today  Welbilt  sales  are  running  at 
$200  million,  with  a  net  income  of 
$10  million.  The  stock  is  at  27  over- 
the-counter,  making  the  Hirsch  fami- 
ly's 40%  stake  worth  $57  million. 

Richard  Hirsch  made  a  tough  deci- 
sion. He  took  Welbilt  out  of  consumer 
white  goods  and  furniture.  Now  it's 
solely  in  commercial  food  equipment: 
fryers,  ovens,  steamers,  ice  machines 
and  doughnut  makers  used  by  the 
fast-food  trade — McDonald's,  Burger 
King,  Kentucky  Fried  Chicken,  Dun- 
kin'  Donuts,  7-Eleven  and  others. 

The  company  is  doing  nicely,  but  it 
could  easily  have  gone  under.  Rich- 
ard's father,  Henry,  and  his  uncle  Al- 
exander founded  Welbilt  to  make  ov- 
ens in  1929,  survived  the  Depression, 
and,  like  plenty  of  others,  got  big  ideas 
in  the  1950s.  Conglomeration  was  the 
word.  They  picked  up  a  Big  Board  list- 
ing through  merger  and  branched  into 
refrigerators,  furnaces,  furniture  and 
air-conditioning.  The  peak  was  $57 
million  in  sales  in  1969,  shortly  be- 
fore the  bottom  fell  out. 

Richard  Hirsch  joined  the  business 
in  1963,  after  college.  He  majored  in 
philosophy,  not  business.  "I  knew  it 
would  be  my  last  chance  to  polish  my 
conversation  at  cocktail  parties,"  he 
laughs.  When  he  took  over  in  1971,  he 
named  his  college  roommate,  Larry 
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Gross — a  political  science  major — his 
executive  assistant  and  the  pair  virtu- 
ally liquidated  the  company. 

By  1976  just  about  all  that  was  left 
was  a  little  cash  and  a  small  commer- 
cial stove  manufacturer  with  sales  of 
$19  million.  Welbilt  delisted  its  stock 
in  1975.  Hirsch  closed  the  New  York 
City  headquarters  and  moved  to  Long 
Island  in  1984. 

But  Richard  Hirsch  didn't  become 
his  father's  successor  to  liquidate  the 
family  enterprise.  He  figured  he  could 
survive  in  commercial  cooking  equip- 
ment, where  the  competition  was  less 
intense  than  in  consumer  products. 
Welbilt's  stoves  were  becoming  stan- 
dard equipment  in  restaurants  all  over 
the  country.  Reasoning  that  fast-food 
chains  stake  their  names  on  consis- 
tency, Welbilt  outspent  the  competi- 
tion on  research  and  development.  To 
assemble  a  full  line  of  products, 
Hirsch  and  Gross  acquired  a  range  of 
food  equipment  manufacturers  and 
kept  tight  financial  control  of  division 
managers.  Hirsch  bought  outfits  that 
made  machines  for  doughnuts,  ice 
and  fried  chicken.  Then  he  put  in  cost 
controls  and  modernized  equipment. 

Welbilt's  Frymaster,  which  domi- 
nates the  commercial  food  industry, 
does  just  about  everything.  Frymaster 
fryers  adjust  cooking  time  and  tem- 
perature, clean  themselves  and  shut 
themselves  off.  That  means  french 
fries  and  fried  chicken  will  taste  the 
same  every  time — a  result  franchisees 
feel  is  worth  the  $1,600  to  $5,500  a 
Welbilt  fryer  costs.  Similar  automat- 
ed functions  adorn  Welbilt's  ice  ma- 
chines, steamers,  doughnut  glazers 
and  other  equipment. 

In  the  past  three  years  Welbilt  has 
grabbed  the  dominant  market  share  in 
fryers,  commercial  ovens  and  dough- 
nut makers  and  now  sells  its  products 
in  nearly  100  countries.  Sales  have 
gone  up  fourfold  since  1982  and  stand 
at  $200  million.  Earnings  per  share 
have  climbed  from  34  cents  to  $2.  The 
stock,  which  languished  below  $1  in 
the  early  1970s,  is  now  at  $27. 

"With  everyone  eating  fast  food, 
there's  no  end  to  the  growth  in  this 
business,"  Hirsch  says.  Only  problem 
is,  lots  of  others  now  eye  the  market 
with  envy.  Says  Hirsch:  "In  this  in- 
dustry you  don't  have  that  much  time 
before  somebody  attempts  to  copy 
you — about  18  months.  So  we're  now 
working  on  our  second-generation, 
high-efficiency  fryer." 

What  about  Hirsch  Sr.?  Hale  at  83, 
he  is  by  now  entirely  retired  from  the 
business.  "Dad  never  talks  about  it," 
says  Richard  Hirsch,  "but  I  think  he's 
sort  of  proud  of  me."  And  well  he 
should  be.  ■ 
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The  country  that's  changing  the  way  we 
do  business  has  a  hotel  that's  doing  the  same. 


Westin's  Akasaka 
Prince  is  a  magic  blend  of 
innovation  and  centuries- 
old  tradition.  It's  raised 
doing  business  to  an  art 
form.  And  it's  reflected  in 
the  functional  elegance  of 
our  hotel. 

Your  room  is  the  larg- 
est in  the  city.  It's  peaceful 
and  has  a  stunning  corner 
view.  Take  advantage  of  12 
restaurants  and  a  business 
service  center  open  longer 
than  anyone's.  No  wonder 
American  business  travel- 
ers feel  perfectly  at  home 
at  The  Westin  Akasaka 
Prince  Hotel  in  Tokyo. 

Come  to  where  East 
meets  Westin.  Come  to  The 
Westin  Akasaka  Prince.  For 
guaranteed  reservations, 
call  your  travel  agent,  com- 
pany travel  department  or 
800-228-3000.  The  people 
and  places  of  Westin.  Car- 
ing. Comfortable.  Civilized. 


Westin 


Akasaka  prince  hotel 

TOKYO 


As  I  See  It 


Does  a  depression  lie  ahead?  Ahead,  hell, 
its  already  here,  says  Raymond  Dalio. 

Here's  a 
happy  thought 


Raymond  Dalio  of  Bridgewater  Group 

"When  you  feel  rich,  you  begin  to  consume  your  wealth."  peier  Tcnztr  wheder  Wctures 


By  Robert  fif  cGough 


IF  YOU  ARE  FEELING  CHEERFUL 
these  days,  thanks  to  tax  reform 
and  a  climbing  stock  market,  lis- 
tening to  Raymond  Dalio  might  be  a 
healthy  antidote.  The  37-year-old 
founder  of  Wilton,  Conn.'s  Bridgewa- 
ter Group  feels  pretty  blue  about  the 
U.S.  economic  future.  The  son  of  a 
jazz  musician  and  a  graduate  of  Har- 
vard Business  School  with  an  M.B.A. 
in  finance,  Dalio  went  into  business 
for  himself  in  bis  Manhattan  apart- 
ment in  1975,  managing  $5  million  in 
funds  from  clients  who  had  come  to 
him  earlier  when  he  was  a  commod- 
ities trader  with  Shearson  Hayden 
Stone.  Today,  with  offices  in  New 
York,  Los  Angeles,  London  and  Hong 


Kong,  Dalio's  Bridgewater  is  a  medi- 
um-size investment  management 
firm,  with  a  staff  of  44.  It  trades  finan- 
cial futures  and  options,  hedges  risks, 
manages  money  and  does  research  for 
clients  ranging  from  Citibank  to  the 
Soviet  press  agency,  Tass. 

But,  as  we  said,  his  chief  product 
these  days  is  gloom.  He  titled  a  recent 
research  report  "The  Decline  of  the 
American  Empire."  Forbes  asked  him 
if  he  were  joking. 

Dalio.  I'm  so  serious,  I'm  scared  to 
talk  about  it. 

There  is  a  life  cycle  to  countries.  It 
has  to  do  with  people's  attitudes  to- 
ward work  and  saving  and  the  value  of 
their  currency. 

First,  a  country  is  poor  and  thinks  of 
itself  as  poor.  There's  no  ability  to 


save.  You  just  hope  to  put  enough  rice 
or  beans  into  your  stomach  to  survive. 
But  you'll  work  very  hard.  China  is  an 
example. 

The  next  stage  is  that  you  become 
rich,  but  you  still  think  of  yourself  as 
poor.  Once  you  have  enough  income 
to  have  some  discretion,  you  will 
largely  put  it  into  savings  because 
you're  very  insecure  about  the  future. 

The  borrower  of  the  savings,  who  is 
also  insecure  about  the  future,  doesn't 
put  it  into  consumption.  He  puts  it 
into  productive  uses,  what  econo- 
mists call  capital  formation.  That  cre- 
ates efficiencies  and  lends  itself  to 
very  rapid  growth.  Good  examples  are 
the  four  tigers  of  Asia — Hong  Kong, 
South  Korea,  Singapore  and  Taiwan. 

I  think  the  U.S.  was  at  that  stage 
probably  in  the  1950s  and  up  until  the 
early  1960s. 

We  then  evolved  into  the  next 
stage:  You  are  rich,  and  you  think  of 
yourself  as  rich.  Japan  is  in  that  stage 
right  now. 

Since  the  mid-1970s  the  U.S.  has 
been  moving  deeper  into  the  fourth 
stage,  where  it  is  becoming  poorer  yet 
still  thinks  of  itself  as  rich.  We  are 
right  now  following  the  U.K.  and  Ar- 
gentina down  that  road. 

VCTjat  are  the  ominous  symptoms? 
Dalio:  A  rapid  growth  in  consumption 
relative  to  incomes,  financed  by  very 
rapid  debt  growth,  and  a  plummeting 
savings  rate. 

We  create  IRAs,  Keoghs  and  so  on. 
We  reduce  tax  rates  and  the  inflation 
rate.  All  those  are  incentives  to  in- 
crease savings  and  reduce  consump- 
tion. Yet  the  savings  rate  has  gone  to 
the  lowest  level  since  we've  been  re- 
cording the  statistic,  and  consump- 
tion has  risen.  Why? 

The  consumer  doesn't  sit  there  and 
calculate  his  incremental  economics. 
He  goes  into  the  department  store, 
and  there's  a  spanking  new  television 
set  he  wants  to  buy.  You  can  change 
fiscal  incentives,  but  you  have  a  prob- 
lem with  attitudes. 

You're  saying  that  people  no  longer  save 
for  a  rainy  day  because  it  hasn 't  rained 
lately.  . 

Dalio-.  Yes.  Insecurity  motivates  sav- 
ings. It's  the  fear  that  tomorrow  won't 
be  as  good  as  today. 

At  the  end  of  World  War  II  the  U.S. 
was  really  very  rich.  The  U.S.  ac- 
counted for  half  the  world's  economy. 
It  was  the  only  industrialized  econo- 
my intact.  It  had  80%  of  the  world's 
gold  supply. 

But  after  two  decades  of  depression 
and  war,  psychologically  we  were 
averse  to  risk.  In  short,  we  still 
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CORPORATE  GOAL: 

Sell  consumers  with  average  income  of  $100,000+  and  net  worth  of  $500,000+. 


Corporate  Strategy: 

Discover  the  ABA  JOURNAL . 


r 


We  can  put  your  marketing  and  brand  managers  in 
touch  with  affluent  lawyers  for  as  little  as  1 V2C  per 
reader.  Chances  are  what  our  lawyers  don't  buy,  you 
don't  sell.  Our  595,000  total  readers  comprise  the 
nation's  most  affluent  professional  market. 

•  Household  Income:  $121,913    •  Net  Worth:  $508,975 

•  1  out  of  9  are  millionaires 

The  ABA  JOURNAL  delivers  an  exceptionally  affluent 
audience  at  an  exceptionally  low  price.  Complete  and 
return  the  coupon,  and  pass  this  information  to  your 
marketing  department.  Or,  for  immediate  information, 
call  312/988-5993. 

J6URNAL 

THE  LAWYER'S  MAGAZINE 

Clip  and  return.  Attn:  Associate  Publisher. 

I  L  —  J    750  N.  Lake  Shore  Dr  ive,  Chicago,  IL  6061 1  •  (312)  988-5993 


Tell  me  how  the  ABA  JOURNAL  delivers  the 
lucrative  legal  market! 

□  Send  me  your  new  Media  Kit  along  with  the  latest  issue. 

D  Send  me  a  copy  of  your  new  brochure  entitled, 
"Power  of  Attorneys." 

□  Send  me  the  latest  copy  of  the  Don  Bowdren  Associates 
National  Subscriber  Study  of  ABA  JOURNAL  readers. 

Name   

Title   

Company  

Primary  Business  Activity  

Address   

City   


State 


Telephone 


Fruehauf  Holdings,  Inc. 

A  corporation  formed  by  senior  members  of  management 
of  Fruehauf  Corporation  and  Merrill  Lynch  &  Co.,  Inc. 


has  acquired  through  a  leveraged  buyout 


Fruehauf  Corporation 


We  initiated  this  transaction,  acted  as  financial  advisor  to  Fruehauf  Holdings,  Inc., 
served  as  Dealer  Manager  for  the  tender  offer,  participated  as  an  equity  investor 
and  provided  bridge  financing  of  approximately  $374  million. 


Merrill  Lynch  Capital  Markets 


December  29,  1986 


This  announcement  is  under  no  circumstances  to  be  construed  as  an  offer  to  sell  or  as  a  solicitation  of  an  offer  to  buy  any  of  these 

securities.  The  offering  is  made  only  by  the  Prospectus. 

NEW  ISSUES  December  29.  1986 

$510,000,000 

Fruehauf  Holdings,  Inc. 

#200,000,000  13%%  Senior  Subordinated  Notes  due  1996 


Price  98.654% 


(Plus  accrued  interest,  if  any,  from  the  date  of  original  issuance.) 

#310,000,000  13%%  Senior  Subordinated  Debentures  due  2001 


Price  98.439% 


(Plus  accrued  interest,  if  any.  from  the  date  of  original  issuance.) 


(  ( he  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated from 

tndersigned  or  other  dealers  or  brokers  as  may  lawfully  offer  these  securities  in  such  State. 

errill  Lynch  Capital  Markets 


thought  of  ourselves  as  poor;  that  is, 
in  stage  two. 

By  the  1960s  we  were  feeling  very 
rich  and  strong,  and  there  seemed  to 
be  no  limit  to  our  wealth  and  power. 
So  we  were  going  to  eliminate  poverty 
and  conquer  outer  space  simulta- 
neously. Meanwhile,  we  got  into  the 
war  in  Vietnam. 

When  people  start  to  feel  rich,  they 
lose  the  insecurities  of  the  previous 
generation.  People  start  to  use  their 
borrowing  for  consumption  rather 
than  capital  formation.  So  you  begin 
to  consume  your  wealth. 

But  the  spending  orgy  continues  in  spite 
of  previous  predictions  of  doom.  There 
are  lots  of  foreigners  willing  to  lend  us 
money  or  to  invest  here  in  real  or  paper 
assets. 

Dalio:  The  foreign  lending  will  drop 
off.  Right  now  interest  rates  in  the 
U.S.  are  about  two  percentage  points 
higher  than  in  Japan  or  West  Germa- 
ny. But  if  an  international  investor 
thinks  the  dollar  will  fall  by  more 
than  2%  in  a  year,  he'll  move  his 
money  out  of  dollars.  That's  how  the 
spigot  is  going  to  be  shut  off. 

Don't  despair.  The  cheaper  dollar  will 
save  us  from  sin. 

Dalio.  We're  a  long  way  from  a  trade 
surplus,  and  we  have  no  choice  but  to 


keep  on  borrowing  until  we  do  run  a 
surplus.  The  crunch  will  come  when 
people  don't  want  to  lend  to  us  any- 
more. When  that  happens,  either  our 
income  will  have  to  rise  to  our  level  of 
consumption — we'll  have  to  work 
harder  but  not  consume  any  more — or 
consumption  will  have  to  decline  to 
meet  our  income.  Either  way,  we're 
going  to  have  a  reduction  in  living 
standards. 


"The  crunch  will  come 
when  people  don't  want  to 
lend  to  us  anymore.  One 
way  or  another,  we're  going 
to  have  a  reduction  in 
living  standards." 


You  make  a  case,  but  haven 't  you  been 
bearish  for  years? 

Dalio.  We  began  an  expansion  in  1982 
that  has  been  unlike  any  other  since 
World  War  II.  Yet  the  parallels  to  the 
Depression  era  expansion  from  1932 
to  1937  are  striking.  Then,  as  now, 
interest  rates  and  inflation  rates  fell 
throughout  the  period.  In  both  periods 
the  number  of  business  and  bank  fail- 
ures surged,  currently  to  the  highest 
levels  since  the  earlier  period. 

The  main  difference  between  this 
depression  and  the  last  one  is  that  we 


are  now  managing  the  process  a  lot 
better.  It's  a  managed  depression,  and 
we're  in  it  already. 

People  need  to  go  broke  and  feel 
economic  pain  to  understand  the 
benefits  of  saving  and  hard  work. 

The  stock  market  has  been  saying  that 
you  are  wrong.  It  has  doubled  in  the  past 
two  years. 

Dalio.  First,  we're  seeing  a  business 
cycle  upswing  during  a  long-term  de- 
cline. But  what  happens  when  the 
economy  turns  down? 

Second,  U.S.  stocks  have  not  gone 
up  anywhere  near  stocks  in  other 
countries.  The  newly  industrialized 
countries  of  the  Far  East  have  had  far 
better  stock  markets  than  we  have 
had.  Moreover,  for  foreign  investors, 
our  own  stock  market's  gains  have 
been  negated  by  the  dollar's  decline 
over  the  last  year. 

Third,  there  is  an  enormous  growth 
of  money  and  credit  flowing  into  the 
system.  The  money  is  largely  finding 
its  way  into  stocks. 

So,  bad  as  things  are,  the  money  has  to  go 
somewhere,  and  right  now  it's  going  into 
stocks. 

Dalio.  Right. 
For  how  long? 

Dalio.  Another  year  or  so.  ■ 


An  island 
without  peer. 

Fisher  Island  near  Miami  is 
the  quintessential  private  club 
community  in  America. 

From  the  beautiful  Fisher 
Island  Club,  to  the  Racquet  Club 
with  clay  and  grass  courts, 
to  the  Yacht  Club,  to  the  stylish 
launches  running  to  and  from 
the  mainland,  to  superb  cuisine 
and  gracious  guest  accommoda- 
tions, to  a  mile  of  private  beach 
and  Beach  Club,  to  security  and 
attentive  serv  ice,  to  luxurious 
condominium  residences  priced 
from  £335,000,  Fisher  Island 
is  without  peer. 

Five  or  vacation  on  an  island 
like  none  other. 

Fisher  Island.  Seven  Fisher 
Island  Dr..  Fisher  Island,  Florida 
33109.  Phone  (305)  535-6071/ 

'loll-free  (800)  624-3251. 


Complete  offering  terms  are  in  an  offering  plan  available  from  the  sponsor. 
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At  a  moment  when  troubles  are  mounting 
for  the  Japanese  auto  industry,  Mitsubishi 
Motors  finds  it  has  no  choice  but  to  ex- 
pand. Hence  its  multinational  strategy. 


Castle  under  siege 


By  Andrew  Tanzer 


WE  WILL  BE  MASTERS  of  OUr 
own  castle."  Toyoo  Tate, 
president  of  Mitsubishi  Mo- 
tors Corp.,  says  that  proudly,  talking 
about  his  company's  plan  to  go  public 
in  1988.  Until  now,  Mitsubishi  Mo- 
tors has  been  a  ward  of  its  parent, 
Mitsubishi  Heavy  Industries  (Forbes, 
Jan.  26),  which  owns  44%  of  the 
shares,  with  the  U.S.'  Chrysler  own- 
ing another  24%. 

While  Tate's  (pronounced  Ta-tay) 
pride  is  understandable,  the  timing  is 
hardly  propitious.  With  the  yen  rising 
toward  150  to  the  dollar,  all  of  Japan's 
export  industries  are  in  trouble,  the 
auto  industry  especially  so.  Mitsubi- 
shi is  no  midget.  Its  1986  sales  ap- 
proached $9  billion.  Yet  by  industry 
standards  it's  quite  small,  compared 
with  Toyota's  $41  billion  or  Honda's 
$18  billion— or  GM's  $96  billion  and 
Ford's  $53  billion.  This  is  rough  on 
Mitsubishi,  which  produces  a  wide 
range  of  vehicles — ranging  from  mini- 
cars  to  heavy  trucks — and  lacks  suffi- 
cient volume  in  passenger  cars  to 
achieve  maximum  profitability. 

The  logic  of  the  situation  points  to 
Mitsubishi's  need  for  expansion.  This 
at  the  very  time  competition  is  get- 
ting rough  in  the  auto  industry  and 
when  substantial  overcapacity  exists 
throughout  the  world. 

One  result  will  be  a  closer  alliance 
between  Chrysler  and  Mitsubishi. 
Not  a  marriage  but  a  close  liaison. 

As  in  all  relationships,  Mitsubishi's 
with  Chrysler  h.ss  had  its  ups  and 
downs.  Chrysler  bought  its  stake  in 
Mitsubishi  in  1971,  a  year  after  the 
Japanese  automaker  began  supplying 
it  with  small  ca3  like  the  Dodge  Colt. 
"They  wanted  CI:  slei  .  4.000  deal- 
ers, and  we  didn't  a  small  car," 
explains  B.H.  Be.  aanaging 


director  of  Chrysler's  Japan  opera- 
tions. For  Mitsubishi  the  Chrysler 
connection  was  an  inexpensive,  fast 
way  of  entering  the  U.S. 

Things  began  to  go  wrong  in  the 
late  1970s,  when  Chrysler  nearly 
went  under.  The  American  partner 
cut  imports  from  Mitsubishi  and  had 
trouble  financing  purchases.  Chrys- 
ler's Omni  Horizon,  introduced  after 
the  first  oil  crisis,  competed  with  Mit- 
subishi's small  cars.  The  1971  distri- 
bution agreement  was  open-ended 
and  exclusive,  so  Mitsubishi  couldn't 
sell  its  own  cars  in  North  America. 

Finally,  in  1981,  a  low  ebb  for 
Chrysler,  Mitsubishi  forced  its  part- 
ner to  allow  it  to  set  up  its  own  sales 
network  in  the  U.S.  Quotas  were  then 
placed  on  Japanese  car  shipments. 
Mitsubishi  was  awarded  a  6.7%  share 
because  the  quotas  were  based  on  per- 
formance in  1979-80.  Once  again, 
Mitsubishi's  growth  in  the  powerful 
U.S.  market  was  stunted. 

With  Chrysler  healthy  again  and 
Mitsubishi  approaching  indepen- 
dence, the  relationship  looks  happy. 
In  November  Mitsubishi  began  sup- 
plying Chrysler  with  3-liter,  V-6  en- 
gines for  minivans  at  an  annual  rate  of 
450,000  units.  Chrysler  sells  140,000 
of  Mitsubishi's  quota  of  195,000  cars 
under  the  Chrysler  Conquest  and 
Dodge  and  Plymouth  Cult  and  Vista 
nameplates.  Chrysler  sells  100,000 
Mitsubishi-built  trucks  here,  too.  In 
all,  Chrysler  accounts  for  21%  of  Mit- 
subishi's global  sales. 

The  separate  Mitsubishi  Motor 
Sales  of  America  currently  sells 
55,000  cars  and  about  45,000  trucks  a 
year.  This  will  swell  in  1988,  when 
Diamond-Star  Motors  Corp.,  the  50- 
50  joint  venture  between  Chrysler 
and  Mitsubishi,  begins  production  in 
a  $600  million  factory  in  Blooming- 
ton-Normal,  111.  The  new  plant  plans 


K..lxn  ttjlhvj  B  Hid 


to  turn  out  240,000  units  of  a  new 
sporty  subcompact.  Half  the  cars  will 
be  sold  by  Chrysler,  half  by  Mitsubi- 
shi of  America,  which  will  expand  its 
network  from  140  to  350  dealerships. 

In  1987  Mitsubishi  of  America  will 
also  market  30,000  cars  from  Hyundai 
Motors  of  South  Korea — a  version  of 
the  Hyundai  Excel,  already  marketed 
here.  Hyundai  is  becoming  Mitsubi- 
shi's low-cost  producer,  much  as  Mit- 
subishi is  Chrysler's.  The  Korean 
company  has  begun  supplying  trans- 
mission components  and  other  parts 
to  its  partner  in  Japan.  Shipments  of 
Korean  vehicles,  heavy  with  Japanese 
components  and  technology,  to  the 
U.S.  will  allow  Mitsubishi  to  skirt 
quotas  on  exports  from  Japan. 

Just  as  Chrysler  owns  a  piece  of 
Mitsubishi,  so  does  Mitsubishi  own  a 
piece  of  Hyundai:  15%.  Mitsubishi 
designed  the  engine  and  supplies  the 
automatic  transmission  for  Hyundai's 
Excel.  Hyundai  also  produces  a  luxury 
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Mitsubishi  Motors  President  Toyoo  Tate 

Not  a  marriage  with  Chrysler,  but  a  close  liaison. 


car  jointly  developed  with  Mitsubi- 
shi, and  vans  and  light  trucks  under 
license  from  its  Japanese  partner  for 
sale  in  the  highly  protected  Korean 
market. 

The  whole  setup  nicely  illustrates 
how  Japanese  industry  is  going  multi- 
national in  reponse  to  an  increasingly 
high-priced  yen.  Don't  Mitsubishi 
and  the  Japanese  worry  about  trans- 
ferring knowhow  to  the  Koreans? 
Tate  answers  that  if  Mitsubishi 
doesn't,  someone  else  will.  "Sooner  or 
later  Hyundai  will  be  a  big  factor,"  he 
predicts.  "Besides,  the  technology 
we're  transferring  is  a  little  behind 
current  technology  in  Japan." 

Mitsubishi's  reach  extends  also  to 
Malaysia.  In  1985  a  showcase  nation- 
al project  began  producing  a  modified 
Mitsubishi  Lancer  Fiore  in  a  plant 
30%  owned  by  Mitsubishi  and  70% 
owned  by  a  Malaysian  state  corpora- 
tion. Mitsubishi  is  supplying  about 
65%  of  the  components.  Under  heavy 


government  protection,  the  Proton 
Saga  has  already  grabbed  50%  of  the 
domestic  subcompact  market,  forcing 
several  Japanese  assemblers  to  close 
local  operations. 

The  only  problem  is  that  the  Malay- 
sian car  market  has  collapsed  because 
of  economic  recession,  leaving  huge 
overcapacity.  Solution:  Ship  the  cars 
to  the  U.S.  Malcolm  Bricklin,  chair- 
man of  Yugo  America  and  founder  of 
Subaru  America,  has  set  up  a  compa- 
ny to  import  80,000  to  100,000  of  the 
Malaysian  cars  into  the  U.S.  begin- 
ning in  1988.  All  this  international 
wheeling  and  dealing  is  life  and  death 
for  Mitsubishi,  because  the  company 
is  relatively  weak  at  home.  It  holds 
respectable  shares  of  the  Japanese 
minicar  (16%)  and  truck  (23%)  mar- 
kets but  a  miserable  4.5%  of  the  pas- 
senger car  (over  550cc)  business.  More 
than  70%  of  Mitsubishi's  cars  are  ex- 
ported. In  Japan  its  cars  have  a  good 
reputation  for  engineering,  but  the  de- 


signs are  seen  as  stodgy  by  many  Japa- 
nese. Admits  Tate:  "Our  styling  is 
highly  evaluated  in  the  U.S.  and  Eu- 
rope, but  in  Japan  it  doesn't  meet  the 
needs  of  the  customers." 

In  1986  Mitsubishi  remodeled  its 
luxury  Debonair  car  for  the  first  time 
in  22  years,  though  most  of  its  vehi- 
cles are  restyled  every  4  years. 

Mitsubishi  Motors'  overseas  expan- 
sion will  require  frequent  tapping  of 
capital  markets.  Hence  the  need  to 
list  on  the  Tokyo  Stock  Exchange.  But 
the  public  offering  penciled  in  for  the 
fall  of  1988  may  be  postponed  if  the 
outlook  for  the  car  industry  is  poor  or 
if  profits  dwindle.  In  the  first  half  of 
the  fiscal  year  beginning  last  April, 
Mitsubishi  Motors'  operating  profits 
slumped  62%,  to  $34  million,  barely 
meeting  the  stock  exchange's  mini- 
mum requirement  for  listing.  Japa- 
nese businessmen  have  plenty  of 
problems  these  days,  and  Mitsubishi 
Motors  has  more  than  its  quota.  ■ 
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You 


For  under  $800,  the  Propnnter  XL  packs  an  incredible 
number  of  features  into  a  single  machine. 

It's  the  wide  carriage  model  of  the  Propnnter  and  it 
attaches  to  most  personal  computers. 

The  Propnnter  XL  lets  you  print  spreadsheets  (see 
below)  on  paper  up  to  16'4  inches  wide.    It  lets  you  print 
on  standard  computer  paper,  too.   And,  without  removing 
the  computer  paper,  you  can  easily  feed  envelopes  or 
single  sheets  through  a  separate  slot  in  the  front.  You 
can  also  switch  between  fast-draft  and  near-letter-guality 
"print  modes  with  the  touch  of  a  button  (what  you're  reading  now  was  printed  on  a  Propnnter  XL), 
can  even  do  graphics.   But  the  best  thing  is,  you  can  do  all  this— and  more— for  less  than  $800. 
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The  "Quietwriter" 
Printer  Model  2  prints 
as  crisply  as  a  top-of- 
the-line  IBM  typewriter 
(what  you're  reading  now 
was  done  by  a  Model  2 ) . 

Even  so,  it  prints  so 
quietly  you  may  have  to 
remind  yourself  it's  on. 

The  Model  2,  which 
attaches  to  most  personal 
computers,  is  terrific 
for  creating  first-rate 
presentations  and  reports. 

With  the  right  software,  it  lets  you  merge  text  and 
graphics.    It  lets  you  print  on  single  sheets,  company 
letterhead,  or  even  on  transparencies  to  use  on  overhead 
projectors.    And  there's  an  optional  paper  feeder  to 
help  you  print  multi-page  reports  with  ease. 

But  the  best  thing  is,  you  can  do  all  this — and 
more — at  just  above  a  whisper. 
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Soft  Whisper        "Quietwriter"      Private  Office 


For  free  literature  on  our  growing  family  of  remark- 
able personal  printers  — or  for  the  authorized  IBM 
dealer  nearest  you--  call  1  800  IBM-2468,  Ext.  CP/ 7. 

Or  contact  your  IBM  marketing  representative. 


Personal  Printers. 
The  Finishing  Touch. 
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What's  a  good  product  image  worth?  Philip 
Morris  Marlboro  man  could  be  worth  as 
much  as  $10  billion. 


Here's  one  tough 
cowboy 


George  Fernandez 


Y-  ou  can  talk  all  you  want 
about  "marketing  revolutions" 
and  market  fragmentation,  but 
the  hottest  thing  in  selling  today  is  a 
three-decades-old  campaign  and  prod- 
uct: Marlboro's  red-and-white  geo- 
metric packaging — it's  been  the  same 
since  1954.  The  brand  does  not  try  to 
compete  on  price,  and  the  tobacco  in 
it,  though  high  quality,  is  no  more 
expensive  than  its  competitors'. 

Still,  this  single  product  accounts 
for  28%  of  Philip  Morris'  $25  billion 
in  revenues  and  brings  in  more  than 
half  its  operating  profits.  On  revenues 
of  perhaps  $7  billion,  Marlboro  last 
year  netted  a  nice  round  $2  billion  in 
operating  profits.  In  a  market  crowded 
with  more  than  250  brands,  it  sells 
nearly  one  pack  in  four  of  cigarettes 
consumed  in  the  U.S.,  and  its  share  of 
the  market  is  growing.  The  appeal  is 
global:  It  would  require  5,000  Boeing 
747s  to  carry  a  single  year's  produc- 
tion of  about  280  billion  Marlboro 
cigarettes. 

So  extraordinary  is  Marlboro's  pull 
that,  since  1980,  it  has  averaged  more 
than  3%  growth  in  this  country  at  a 
time  when  the  $33  billion  cigarette 
industry  has  shrunk  1.5%  to  2%  a 
year  in  unit  sales. 

This  remarkable  success  didn't  just 
happen.  Philip  Morris  Chairman  and 
Chief  Executive  Hamish  Maxwell  re- 
calls: "When  Marlboro  was  reintro- 
duced in  1954,  Philip  Morris  was  the 
smallest  of  the  six  major  tobacco 
companies.  We  weren't  [even]  the 
first  to  introduce  filtered  cigarettes, 
but  we  saw  the  opportunity."  That 
opportunity  was  the  change  in  con- 
sumer preference  from  nonf ilters  like 
Lucky  Strike  and  Camel  to  filtered 
cigarettes.  Today  nonfiltered  ciga- 
rettes are  only  6%  of  the  U.S.  market. 

"Our  success,"  he  goes  on,  "was 
that  much  more  remarkable  when 
one  remembers  that  Marlboro  was 
initially  introduced  in  1924  with  both 
an  ivory  tip  and  a  red  tip  marketed 
primarily  to  women."  Thirty  years 
later,  when  Philip  Morris  reformulat- 
ed and  repackaged  Marlboro,  the 
brand  was  selling  a  paltry  18  million 
cigarettes  annually.  Then  the  best- 
selling  brand  in  the  U.S.  was  unfil- 
tered  Camels — 81.3  billion  butts  a 
year — with  a  22%  market  share. 

In  an  era  when  consumer  tastes 
swing  on  small  differences — as  often 
as  not,  differences  of  image  rather 
than  of  product — Marlboro  is  a  pure 
marketing  success.  The  product  has 
associated  itself  with  an  image  of  al- 
most universal  appeal:  the  cowboy  in 
his  red  flannel  shirt  and  suede  vest  on 
horseback,  looking  serious  and  profes- 
sional; a  couple  of  guys  breaking  hors- 
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es  or  awaking  in  the  bunkhouse  or 
just  enjoying  their  solitude.  No  spe- 
cial effects,  and  no  fancy  dialog — the 
Marlboro  Man  never  talks. 

The  sales  growth  has  come  despite 
the  ban  on  TV  advertising  here  and  in 
many  foreign  countries.  In  fact,  Marl- 
boro probably  profited  here  by  the  TV 
ban.  Its  image  and  product  were  well 
known,  and  it  had  already  gained  a 
large  market  share.  Those  who  suf- 
fered most  from  TV  bans  on  cigarette 
advertising  were  smaller  brands — and 
new  product  introductions.  It  is  so 
hard  to  launch  a  new  cigarette  suc- 
cessfully that  since  the  TV  ban  started 
in  the  mid-1970s,  only  Merit,  another 
Philip  Morris  product,  has  emerged  as 
a  major  brand. 

But  how  do  you  keep  market  share 
growing  when  you  already  have  the 
biggest  seller  in  a  market  and  are  de- 
nied access  to  television?  The  answer 
is  line  extension — marketing  jargon 
for  variations  on  the  product. 

For  Marlboro  the  cowboy  has 
worked  remarkably  well  in  line  ex- 
tension. In  1958  a  softpack  was  added 
to  the  fliptop  line.  A  menthol  was 
introduced  in  1966,  a  Marlboro  100  in 
1967,  Marlboro  Lights  in  1972,  and  in 
1985  Marlboro  25s,  which  have  25 
cigarettes  in  a  pack.  Marlboro  Lights 
100s  in  a  box — a  separate  category 
because  of  its  packaging — sold  almost 
4  billion  units  in  1986,  is  growing  at 
17%  annually  and  already  generates 
$125  million  annually. 

All  that,  thanks  to  that  cowboy  im- 
age. "What  we're  doing  is  keeping  the 
brand  modern  by  line  extension,  not 
changing  the  basic  product,"  says 
Frank  Resnik,  president  and  chief  ex- 
ecutive of  Philip  Morris  U.S.A.  Says 


TheLonghornscometo 
Marlboro  Country! 


NEW  MARLBORO  « 


Sanford  Bernstein  analyst  Marc  Co- 
hen: "The  only  category  where  Philip 
Morris  is  not  doing  well  is  nonfilters, 
which  is  the  fastest-declining  catego- 
ry of  cigarettes." 

R.W.  Murray,  president  and  chief 
executive  of  Philip  Morris  Interna- 
tional, explains:  "The  cowboy  has  ap- 
peal to  people  as  a  personality.  There 
are  elements  of  adventure,  freedom, 
being  in  charge  of  your  destiny." 

Srully  Blotnick,  a  Forbes  columnist 
and  market  researcher,  recently  con- 
ducted a  study  (1,546  individuals;  930 
American,  616  European;  median  age: 
33;  median  income:  $36,000)  of  ciga- 
rette smokers  to  learn  why  they  pre- 
ferred Marlboro. 

Blotnick  reports  that  Americans 
tended  to  express  their  preference  in 
terms  of  product  quality:  "Two  repre- 
sentative replies:  from  a  corporate 


country 


lawyer  (male),  35,  'They're  stronger 
than  Camels,  which  I  also  tried,  and 
Winstons,  which  have  a  smell  I  don't 
like.'  A  42-year-old  entrepreneur 
(male)  in  the  electronics  field:  'When  I 
inhale  them,  they  make  my  lungs  feel 
fuller  than  with  any  other  cigarette.'  " 
But  Blotnick  thinks  that  this  talk  of 
product  difference  is  a  rationalization; 
it  is  the  image  that  attracts  most  of 
the  customers.  Says  he:  "The  proof  is 
that  when  we  offered  them  Marlboros 
at  half  price — in  generic  brown  box- 
es— only  21%  were  interested,  even 
though  we  assured  them  that  each 
package  was  fresh,  had  been  sealed  at 
the  factory  and  was  identical  (except 
for  the  different  packaging)  to  what 
they  normally  bought  at  their  local 
tobacconist  or  cigarette  machine." 
How  to  account  for  the  difference? 
Simple.  Smokers  put  their  cigarettes 
in  and  out  of  their  pockets  20  to  25 
times  a  day.  The  package  makes  a 
statement.  The  consumer  is  express- 
ing how  he  wants  to  be  seen  by  others. 

In  a  sense,  the  brand  image  often 
appeals  to  the  socially  insecure.  Says 
Blotnick:  "They  use  the  cigarette  as 
part  of  their  wardrobe,  the  way  some 
use  costume  jewelry  or  a  watch." 

Interestingly  enough,  the  macho 
cowboy  image  works  equally  well  in- 
ternationally, but  for  somewhat  dif- 
ferent reasons.  Abroad,  it  tells  much 
about  foreign  attitudes  toward  Ameri- 
cans and  the  U.S.  Foreigners  associate 
America  with  the  cowboy  image,  pri- 
marily because  of  Hollywood  west- 
erns. There  is  something  in  all  this  of 
foreign  ambivalence  toward  America: 
simultaneous  admiration,  envy  and 
resentment.  Marlboro  seems  to  elicit 
the  admiration  rather  than  the  envy. 


For  smokers  who  prefer 
the  convenience  of  five  more  cigarettes  per  pack. 


New 

Marlboro 

25  s  ^ 


Vtm.  larooos  Marlboro  Red 
aod  Marlboro  Lights 
arc  also  available  in 
a  convert  ienl  new  25*  pad- 


Two  decades  of  campaigning— Marlboro  Country  (1964);  100s  (1967),  Lights  ( 1972)  and  25s  (1985) 
Staying  modern  by  broadening  the  line  .  .  .  not  changing  it. 
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Thus  Marlboros  remained 
the  number-one-selling 
cigarette  in  Panama  at  the 
very  time  agitators  were 
turning  out  demonstra- 
tors to  scream  about  U.S. 
Canal  policies. 

Blotnick's  research 
showed  that  the  Europe- 
ans were  more  candid 
than  Americans  about 
buying  Marlboro  for  im- 
age rather  than  for  prod- 
uct quality.  Said  an  archi- 
tect, 29  (male,  born  and 
raised  in  Munich,  now  liv- 
ing and  working  in  New 
York),  "If  Americans  want 
to  be  chic  like  a  European, 
they  have  to  buy  a  Mer- 
cedes or  BMW.  For  us,  it  is 
easier;  all  we  have  to  do  is 
smoke  Marlboros  and 
wear  jeans." 

Many  of  the  Europeans 
admired  the  U.S.,  even 
while  criticizing  its  for- 
eign policy,  and  wanted 
eventually  to  immigrate 
to  this  country  and  find  a  new  home — 
and  success  for  themselves — here. 
Smoking  Marlboros  is  a  kind  of  psy- 
chic downpayment  on  achieving  that 
American  dream. 

But  isn't  cigarette  smoking  in  ter- 
minal decline?  There  are 
reasons  to  doubt  it.  Medi- 
_cal  research  shows  nico- 
ine  has  alerting  effects  on 
the  brain  and,  simulta- 
neously, a  relaxing  effect 
on  the  body's  skeletal 
muscle.  The  combination 
appeals  to  the  socially  hy- 
persensitive people  that 
smokers  are,  and  it  is  one 
that  the  majority  of  smok- 
ers surveyed  say  they 
can't  get  from  any  other 
readily  available  over-the- 
counter  product.  The  nic- 
otine in  cigarette  smoke 
seemed  to  sample  mem- 
bers an  ideal  mixture  of 
Valium  and  a  candy  bar. 
Dangerous?  So  is  fast  driv- 
ing, drinking  and  skydiv- 
ing. But  people  who  know 
the  risks  continue  doing 
all  these  things. 

Which  is  good  news  for 
Philip  Morris.  Although 
unit  sales  for  two  of  its  top 
brands,  Merit  and  Benson 
&  Hedges,  are  decreasing, 
Marlboro's  pull  is  more 
than  enough  to  offset 
those  declines. 

What  is  Philip  Morris 


Philip  Morris  Chairman  Hamish  Maxwell 
"We  weren't  the  first .  .  .  but  we  saw  the  opportunity. 


doing  to  keep  Marlboro  going?  Watch- 
ing the  sales  charts  carefully  and  re- 
sisting the  temptation  to  tamper  with 
what  works.  Unlike  most  other  major 
marketing  companies,  Philip  Morris 
has  resisted  change  for  change's  sake. 


Philip  Morris'  Frank  Resnik  ( left )  and  R.  W  Murray 
Sled  flannel  shirts  and  open  range  in  1  SO  countries 


It  has  not  tampered  with 
Marlboro's  original  pack- 
aging. Leo  Burnett,  the  ad- 
vertising agency  that  cre- 
ated the  original  Marlboro 
campaign,  still  has  the  ac- 
count. "Look  at  our  suc- 
cess rate.  Why  should  we 
change?"  asks  William 
Campbell,  executive  vice 
president  of  marketing  for 
Philip  Morris  U.S.A.  "Ev- 
ery year  our  sales  curve 
shows  growth.  Ask  Volks- 
wagen if  they  don't  wish 
now  that  they'd  stuck 
with  their  original  televi- 
sion commercials." 

Where  Marlboro  has  ex- 
perimented with  other 
images — putting  the 
Marlboro  man  on  the 
slopes  in  Switzerland  and 
Germany  in  the  late 
1960s — the  campaign 
failed.  As  he  has  done  for 
decades,  the  cowboy 
keeps  on  riding  to  the 
roundup,  relaxing  in  the 
bunkhouse  or  enjoying  his  solitude — 
always  with  a  cigarette  rakishly  held. 

It  makes  one  pause.  At  a  time  when 
the  average  American  consumer  is  ex- 
posed to  2,000  advertising  images  a 
day,  when  marketing  people  strive 
constantly  for  something 
new,  it's  the  old-fash- 
ioned, aw-shucks  cowboy 
who  really  pulls  the  folks 
in  to  buy. 

Thus,  of  all  Philip  Mor- 
ris' many  assets,  none  sur- 
passes in  value  that  most 
intangible  of  intangibles, 
the  appeal  of  the  Marlboro 
cowboy.  That  image  is 
worth — what?  A  rough 
guess  would  be  $10  bil- 
lion. Why  $10  billion? 
The  company's  total  mar- 
ket value  (240  million 
shares  at  79)  was  recently 
$19  billion.  Since  Marl- 
boro accounts  for  half  the 
profits  and  also  for  most 
of  the  parent's  high  return 
on  equity,  the  one  product 
is  probably  worth  more 
than  half  the  company. 

Dependence  on  some- 
thing as  ephemeral  as  a 
marketing  image  has  its 
dangers,  of  course.  But 
think  of  it  this  way:  If  you 
were  a  banker,  which 
would  you  rather  have  as 
collateral — a  lot  of  obso- 
lete steel  plants  or  the 
Marlboro  man?— J.A.T. 


no 


FORBES,  FEBRUARY  9,  1987 


The  battle  of  the  brands 


Sixteen  months  ago  American  Motors  Corp.  intro- 
duced its  new  Jeep  Comanche  truck  on  a  limited 
budget.  AMC's  advertising  agency,  Saatchi  &  Saatchi 
Compton,  did  some  marketing  surveys  and  discovered 
Jeep  didn't  have  to  stress  Comanche's  reliability.  Why 
not?  Because  the  name  Jeep  already  conveyed  durabil- 
ity to  consumers. 

"Instead  of  showing  the  Comanche  leaping  over  rocks 
or  streams,  we  made  a  commercial  in  which  a  sleek, 
black  Comanche  is  waiting  in  front  of  a  train  crossing, " 
recalls  Ed  Wax,  president  of  the  agency.  "The  train  stops, 
people  get  out  to  look  and  the  viewer  hears  a  short 
message:  'There's  a  new  truck  on  the  road.  It's  built  by 
Jeep.  It's  called  Comanche.  It's  worth  a  look.'  " 

Continues  Wax:  "The  commercial  projected  style 
and  quality  in  an  untradi  tional  format .  We  could  not  ha  ve 
done  that  if  Jeep  did  not  already  stand  for  something. " 

Thus  could  Jeep  get  more  impact  for  its  money:  It  had 
only  one  point  that  needed  driving  home,  instead  of  two. 

In  short,  the  product  was  half  sold  already,  thanks  to  a 
valuable  brand  name.  Why  do  con- 
sumers respond  so  strongly  to 
brands?  Disappearance  of  the  famil- 
iar family-owned  retailer  has  some- 
thing to  do  with  it.  In  days  when 
most  Forbes  readers  were  kids,  the 
customer  could  simply  ask  old  Al 
what  were  the  best  products.  He 
had  known  old  Al  for  most  of  his 
life;  their  kids  went  to  the  same 
school.  You  bought  because  you 
trusted  the  shopkeeper,  or  felt  he 
had  your  best  interests  at  heart. 
Now  old  Al  is  a  supermarket,  or  a 
chain  drugstore.  So  a  product  must 
carry  its  own  personality. 

"Twenty  years  ago  stores  and 
the  names  of  the  people  behind  the 
register  stood  for  something,"  says 
Nancy  Bauer,  president  of  Bauer  & 
Rosner,  a  marketing  communications  company. 
"Now,  after  all  the  mergers  and  acquisitions,  consum- 
ers need  something  to  trust.  The  brand  takes  the  place 
of  the  person."  Hence  the  spate  of  advertisements 
featuring  persuasive  chief  executives:  Lee  Iacocca, 
Frank  Perdue.  Says  Bauer:  "They  personally  assure  the 
quality  of  their  products." 

That's  the  reason  major  manufacturers  and  retailers 
work  so  hard  to  become  associated  with  a  clear  and 
specific  image — be  it  Ford's  emphasis  on  quality  work- 
manship; Bloomingdale's,  with  trendy  shoppers; 
McDonald's,  with  clean,  efficient  service. 

Marketing  people  scoff  at  the  idea  that  selling  is 
again  becoming  local  and  specialized.  Sure,  there's  a 
place  for  some  regional  food  marketing,  catering  to 
specific  ethnic  tastes — as  when  Campbell  makes  spici- 
er soups  for  the  Texas  market  than  it  does  for  the  New 
England  market.  But  the  truly  valuable  brand  images, 
the  packaging,  the  product  specifications  are  national 
and  uniform.  Philip  Morris  (see  story)  could  never  have 
built  the  Marlboro  Man  into  a  billion-dollar  property  if 
it  had  had  to  depend  on  selling  different  products  and 
different  images  to  dozens  of  local  markets.  Nor  could 
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quality  merchants  like  Ralph  Lauren  or  Giorgio  Ar- 
mani achieve  the  effect  they  have  unless  they  had 
images  and  products  that  cut  across  regional  lines. 

Indeed,  as  more  companies  compete  internationally, 
the  emphasis  on  homogeneous  tastes  increases.  For- 
eign brands  sold  here,  for  example,  like  Burberry,  Louis 
Vuitton  and  Sony,  have  gained  market  distribution 
with  campaigns  designed  to  make  their  brands  distinc- 
tive for  styling  or  performance  right  across  national 
boundaries.  Burberry  is  a  fine  example.  Its  best  market 
today  is  neither  Britain  nor  the  U.S.  but  Japan. 

Or  look  at  the  $1.4  billion  wine  cooler  market.  Lots 
of  room  there  for  regional  tastes — which  is  why  there 
are  more  than  300  coolers  on  the  market.  But  the 
hottest  brand  is  Bartles  &  Jaymes,  owned  by  E.  &  J. 
Gallo  Winery.  Why?  Credit  Hal  Riney  &  Partners' 
advertising  campaign  featuring  two  friendly  geezers 
with  chatty  appeal — old  Al  reborn.  So  strong  has  been 
the  campaign  that  Bartles  &  Jaymes  came  from  a  stand- 
still start  in  1985  to  overtake  California  Cooler  as  the 
top  brand. 

Which  are  the  most  valuable  of 
these  consumer  franchises? 
Forbes'  Top  Ten  include  Coca- 
Cola,  McDonald's,  Pepsi,  Marl- 
boro, Johnson  &  Johnson,  IBM, 
General  Motors,  Budweiser,  Levi 
Strauss  and  Kraft.  In  some  cases, 
such  as  Philip  Morris  Cos.  Inc.  and 
Marlboro,  the  parent  company  em- 
phasizes the  product.  In  other 
cases,  such  as  Johnson  &  Johnson's 
Tylenol,  the  parent  company's 
logo  is  just  as  important  as  the 
product  itself. 

Some  brands  lend  themselves  to 
sheltering  a  wide  variety  of  prod- 
ucts. Coca-Cola  surprised  every- 
one by  proving  successful  in  the 
rag  trade:  Murjani  International  ex- 
pects to  sell  more  than  $200  million  worth  of  apparel 
this  year  emblazoned  with  the  Coca-Cola  logo. 

"When  customers  feel  good  about  a  brand,  they'll 
buy  line  extensions,"  says  Tony  Wainwright,  president 
of  Bloom  Cos.  "If  people  like  JELL-O,  they'll  try  JELL-O 
pudding.  My  mother  would  always  tell  me  that  the  best 
soup  was  Campbell's.  I  remember  asking  why,  and  she 
said,  'They  use  homegrown  ingredients.'  She  played 
back  the  theme  of  their  marketing  campaign." 

"A  brand  has  to  offer  people  simplicity  in  their 
buying  decisions,"  adds  Bauer.  "You  have  to  know  that 
if  you  buy  this,  it  will  work;  if  it  doesn't,  it  can  be 
serviced;  and  if  that  fails,  you  can  get  a  new  one 
because  the  company  will  be  there  next  week." 

"Regardless  of  what  people  say,"  Bauer  continues, 
"you  first  need  a  solid  product.  Or  people  won't  buy  it 
again.  Something  may  be  hot  for  ten  months  or  so,  but  if 
it  doesn't  perform  consistently,  it  will  disappear.  Then 
comes  the  rest  of  the  marketing  strategy:  good  advertis- 
ing, good  promotion  and  product  development." 

But  why  is  all  this  surprising?  We  live  in  a  consumer 
society,  and  if  a  manufacturer  can  win  the  hearts  and 
minds  of  the  consumer,  he's  truly  got  it  made. — >.A.T. 
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Infertility  is  rising,  and  adoption  is  more 
difficult.  Result?  A  new  kind  of  baby  boom. 


"Easier  than 
selling  soap" 


By  Lisa  Gubernick 


Medicine 


Almost  four 
years  ago,  after 
years  of  unsuc- 
cessful treatments  for  infertility  prob- 
lems, an  Australian-based  business 
consultant  named  Vicki  Baldwin  fi- 
nally gave  birth  to  a  son.  Credit  the 


infertility  program  at  Monash  Univer- 
sity in  Melbourne,  which  has  pro- 
duced over  400  IVF  (in  vitro  fertiliza- 
tion) babies  since  1979. 

Baldwin  is  now  back  in  the  U.S., 
heading  IVF  Australia  (USA),  Ltd,  a 
privately  funded  in  vitro  clinic  in  Port 
Chester,  N.Y.  that  began  operating 
nine  months  ago.  Such  facilities  are 


mushrooming  throughout  the  coun- 
try. In  vitro  programs  have  multiplied 
from  4  in  1981  to  over  150  currently, 
part  of  a  burgeoning  world  of  infertil- 
ity specialists,  research  labs  and  fertil- 
ity drugs — all  targeted  at  the  growing 
number  of  infertile  couples'  quest  for 
conception. 

fust  how  many  infertile  couples  are 
there  in  the  U.S.?  More  than  4.5  mil- 
lion, according  to  Resolve,  an  infertil- 
ity support  organization,  and  the 
number  is  growing.  Hard  statistics  are 
sparse,  but  according  to  the  most  re- 
cent study  (1982)  done  by  the  Nation- 
al Center  for  Health  Statistics,  the 
rate  of  infertility  among  20-to-24- 
year-old  women  has  tripled  to  10.6% 
since  1965. 

Why  the  increase?  Problems  caused 
by  contraceptives  such  as  IUDs  are 
one  reason.  The  increase  in  sexually 
transmitted  diseases  may  also  con- 
tribute to  the  failure  of  couples  to 
conceive.  Moreover,  as  women  wait 
longer  to  have  babies,  they  are  more 
likely  to  have  fertility  problems. 

Another  factor  is  simply  more  can- 
dor about  the  problem.  Comments 
Dr.  Richard  Marrs,  who  heads  the  Ce- 
dars-Sinai Reproductive  Center  at 
UCLA,  "Infertility  used  to  be  some- 
thing that  was  kept  in  the  closet.  Now 
people  seek  treatment." 

Over  the  last  six  years  the  number 
of  women  seeking  assistance  with  fer- 


NF  Australia  (USA)'s  Vicki  Baldwin 
For  note,  mare  babies  than  profits. 
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In  the  next  ten  years,  the  population  of  the  nine-state  BellSouth  region  will 
increase  by  more  than  6.5  million;  population  will  grow  44%  faster  than  the 
national  rate,  so  that  by  the  year  2000,  more  than  56  million  people  will  be 
living  in  the  Southeast. 

More  people  mean  more  new  homes  and  more  new  jobs:  over  41/2 
million  new  housing  starts  and  more  than  4  million  new  jobs.  In  fact,  the 
region's  employment  figure  will  grow  at  a  rate  30%  faster  than  the  national 
rate.  Real  personal  income  will  rise  by  3.0%  per  year  as  compared  with 
2.8%  for  the  nation. 

Clearly  the  Southeast  isthe  place  for  business  to  grow,  too.  And  BellSouth 
is  prepared  for  just  that,  with  new  technologies  and  forward-looking  busi- 
ness strategies  that  will  provide  new  state-of-the-art  products  and  services  in 
a  growing  marketplace. 

The  BellSouth  management  team  iscommittedtogrowth.  Plans  for  future 
growth  include  selective  acquisitions  that  will  involve  BellSouth  in  new  business 
opportunities,  with  new  customers  and  even  greater  growth  potential. 

One  fact  is  certain:  As  the  Southeast  grows  and  prospers,  so  will  BellSouth. 


The  BellSoulh  family  of  companies  provides  tele- 
communications, information  systems  and  publishing 
services  through  South  Central  Bell,  Southern  Bell, 
BellSouth  Services  and  BellSouth  Enterprises 


BELLSOUTH 


To  learn  more  about  BellSouth,  contact  your  broker  or  write:  L.E. 
Spradlin,  Director  of  Investor  Relations,  BellSouth  Corporation,  675  West 
Reachtree  Street,  N.E.,  Atlanta,  Georgia  30375, 404-420-8136. 
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Three  steps  to  a  test  tube  baby 


After  hormones  are  given  daily  for  six  to  ten  days  to 
stimulate  egg  production,  another  hormone,  hCG,  is 
administered  to  trigger  the  release  of  the  eggs.  Doctors 
then  extract  the  eggs  from  the  ovary  with  a  hollow 
needle.  A  thin  telescope  inserted  through  the  navel  (A) 
assures  precision.  Each  egg  is  then  placed  in  a  petri 


dish  with  a  culture  that  simulates  tissue  in  the  fallopi- 
an tube.  The  eggs  incubate  while  the  sperm  is  collect- 
ed. After  five  or  six  hours  sperm  are  added  to  each  dish 
holding  an  egg  (B).  Some  48  hours  later  the  fertilized 
eggs,  or  embryos,  are  placed  back  in  the  uterus,  where, 
if  all  goes  well,  pregnancy  results  (C). 


Fallopian  tube 


Fertilized 
Egg 


Michael  Relngold 
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tility-related  problems  has  climbed  by 
117%,  reaching  1.8  million  annually. 
Boston-based  Serono  Labs  reports  that 
sales  of  the  two  fertility  drugs  it  man- 
ufactures, Pergonal  and  Serophene, 
which  have  been  on  the  market  for  1 7 
and  7  years  respectively,  have  like- 
wise climbed  sharply. 

Or  take  First  Response,  a  self-ad- 
ministered ovulation  test  kit  brought 
to  market  18  months  ago  by  Tam- 
brands  Inc.  of  Lake  Success,  N.Y. 
From  a  standing  start  in  August 
1985,  sales  of  First  Response  have 
surged  to  about  $10  million  to  $15 
million  annually,  and  they  are  ex- 
pected to  keep  growing  at  a  20%  rate 
for  the  next  few  years. 

"This  market  consists  of  people 
who  are  motivated,"  says  Paul  Kon- 
ney,  a  spokesman  for  Tambrands. 
"People  want  Firsf  Response  because 
they  want  to  become  pregnant  and 
they  think  we  can  help.  It's  easier 
than  selling  a  bar  of  soap." 

First  Response  and  other  such  kits 
help  determine  a  woman's  likelihood 
of  conceiving  by  pinpointing  when 
she  ovulates.  But  what  if  the  problem 
is  not  ovulation,  bi  {  blocked  fallopian 
tubes  that  prevei  ,  from  reach- 

ing and  fertilizing  i  That  is 

where  in  vitro  fertih  sation  can  be  par- 
ticularly helpful. 


Since  Louise  Brown's  much-her- 
alded birth  in  England  in  1978,  about 
2,000  such  "test  tube"  babies  have 
been  born  worldwide,  with  800  in  the 
U.S.  alone.  The  basic  in  vitro  process 
remains  pretty  much  the  same  now  as 
it  was  eight  years  ago  (see  illustrations). 

Nonetheless,  a  lot  can  still  go 
wrong.  For  one  thing,  embryos  fail  to 
attach  themselves  to  the  uterus  over 
50%  of  the  time.  "Petri  dishes  still 
aren't  as  good  as  Mother  Nature," 
says  Marrs.  Miscarriage  rates  for  IVF 
pregnancies  are  also  high,  averaging 
about  30%,  or  roughly  double  the  rate 
for  natural  conceptions.  Overall,  a 
woman  at  even  one  of  the  best  and 
oldest  in  vitro  centers  has  no  more 
than  about  a  one-in-four  chance  that 
an  in  vitro  treatment  will  result  in  a 
live  birth. 

Yet  whether  clients  conceive  or 
not,  they  still  have  to  pay,  and  prices 
are  steep.  IVF  Australia  (USA)  charges 
$5,000  per  treatment  cycle  (prorated  if 
the  doctors  fail  to  produce  a  fertilized 
egg),  about  average  for  the  industry. 
But  with  more  and  more  medical  in- 
surance policies,  including  those  of 
Prudential  and  even  Blue  Cross  & 
Blue  Shield  in  Massachusetts,  agree- 
ing to  cover  in  vitro  fertilization 
costs,  there  seems  little  doubt  that 
expense  will  be  no  barrier,  even  to 
couples  of  relatively  modest  means. 

That  makes  in  vitro  programs,  po- 
tentially a  market  in  excess  of  $400 
million  annually,  an  appealing  invest- 
ment for  venture  capitalists.  Accord- 
ing to  the  American  Fertility  Society, 
one  out  of  every  four  new  in  vitro 


programs  is  already  privately  funded, 
and  more  are  on  the  way. 

One  of  the  most  successful  IVF  clin- 
ics is  the  privately  funded,  four-year- 
old  Northern  Nevada  Fertility  Clinic. 
That  clinic  has  an  impressively  high 
24%  live  birth  rate  per  in  vitro  treat- 
ment, adding  up  to  more  than  80  live 
births.  But  no  one  yet  knows  whether 
the  clinic  can  replicate  its  success  in 
the  centers  that  it  plans  to  open  on 
the  East  Coast  and  in  San  Francisco 
later  this  year. 

Unfortunately,  as  often  seems  to 
happen  in  technology-based  ventures, 
expectations  all  too  frequently  can 
outrun  reality.  One  skeptic  is  Charles 
Hartman,  a  general  partner  of  CW 
Group,  venture  capitalists  specializ- 
ing in  medical  technology  who  have 
so  far  declined  to  invest  in  in  vitro 
fertilization  clinics.  "We  couldn't  see 
how  IVF  could  ever  become  a  cookie- 
cutter  operation,"  Hartman  says. 
"Success  seems  more  to  do  with  indi- 
vidual techniques  than  with  the  tech- 
nology itself." 

Some  new  IVF  clinics,  inevitably, 
seem  more  interested  in  selling  stock 
than  in  actually  serving  customers. 
Cambridge,  Mass. -based  In  Vitro 
Care,  Inc.,  which  raised  over  $4  mil- 
lion in  a  public  stock  offering  in  Octo- 
ber 1985,  has  yet  to  open  a  single 
clinic — let  alone  produce  a  pregnancy. 

Thus,  for  now  at  least,  the  message 
seems  clear:  Until  the  infant  industry 
becomes  more  firmly  established, 
count  on  it  more  for  making  babies 
than  profits. 
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Kodak  introduces 
a  feature  never  before 
available  on  a  high-speed 
walk-up  copier 

Simplicity 


The  new  Kodak  Ektaprint  235  copier-duplicator.  It  turns 
out  copies  at  the  rate  of  85  a  minute,  5100  an  hour.  And  it 
saves  you  more  time  by  doing  complicated  jobs  like  chapter- 
ization,  slip-sheeting,  cover  insertion  and  even  two-sided 
copies  from  one-  and  two-sided  originals,  automatically. 
But  that's  only  part  of  the  story. 

You'll  also  find  the  235  easy  to  use.  The  new,  user- 
friendly  control  panel  can  reduce  setup  time  dramatically: 
It's  all  part  of  the  Kodak  advantage:  leading  technology, 
proven  reliability  and  the  best  service  in  the  business. 
Reaffirmed  by  independent  surveys,  year  after  year.  For 
details,  send  the  coupon,  or  call  1 800  44KODAK 
(1800  445-6325),  Ext  611. 


Leading  technology: 
the  Kodak  advantage 


©Eastman  Kodak  Company,  1986 


Eastman  Kodak  Company,  CP7332 
Rochester,  NY  14650 

□  Please  send  me  details  on  the  latest  Kodak  copier-duplicators. 

□  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume:  


Name. 
Title  _ 


Company- 
Address_ 
City  


State. 


ZIP_ 


Telephone!  L 
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Automakers  have  been  selling  safety  with 
increasing  success.  Here's  a  rundown  on 
what  they  have  to  offer. 

Safer  driving 


By  Edward  Giltenan 

Don't  be  surprised  if  the  next 
time  you  go  to  your  local  car 
dealer,  you  hear  as  much  about 
air  bags,  antilock  brakes  and  automat- 
ic seat  belts  as  you  do  about  leather 
seats  and  stereo  systems. 

Reasons?  There  are  two.  First,  safe- 
ty is  selling  more  than  ever,  as  the 
cost  and  the  reliability  of  protective 
devices  improve.  And  as  cars  and 
trucks  seem  to  grow  more  alike,  safe- 
ty features  provide  a  product  differ- 
ence, a  reason  to  choose  between  oth- 
erwise similar  vehicles. 

Second,  a  new  federal  regulation  re- 
quires that  10%  of  all  1987  models 
carry  front-seat  passive  restraints. 
That  means  either  an  air  bag  on  the 
driver's  side  or  automatic  lap  or 
shoulder  belts  for  both  the  driver  and 
front-seat  passenger.  So  one-tenth  of 
all  new  cars  come  equipped  with  the 
devices  anyway,  and  showroom  sales- 
folk  have  to  move  them. 

Here's  a  rundown  on  the  devices 
you  will  find  (see  table  for  which  cars 
carry  them): 

Air  hags.  Despite  proven  ability  to 
save  lives  in  frontal  crashes,  their  ac- 
ceptance has  been  slow.  The  big  fear 
has  been  that  the  bag  might  uninten- 
tionally open,  leading  to  accidents, 
and  manufacturers  haven't  made 
them  widely  available.  In  the  mid- 
1970s  General  Motors  was  prepared 
to  offer  300,000  air-bag-equipped  cars 
for  $300  extra  each.  But  consumers 
balked,  and  GM  wound  up  selling 
only  10,000  over  three  years.  GM 


ditched  the  bag  but  is  now  bringing  it 
back  as  an  option  on  the  1988  Olds- 
mobile  Delta  88. 

Confidence  is  growing.  Over  the 
last  two  years  Ford  sold  or  leased  over 
11,000  vehicles  equipped  with  air 
bags  to  the  federal  government  and 
insurance  companies.  Of  these  cars, 
80  were  involved  in  crashes  in  which 
the  bags  were  credited  with  prevent- 


Tony  Huwanh/tt  ood/in  Camp 


Air  hags  being  tested 

Now  they  are  a  selling  point. 


ing  serious  injury.  None  of  the  bags 
inadvertently  went  into  action. 

The  air  bag  is  already  standard  on 
some  cars,  including  all  Mercedes 
models,  some  Volvos  and  some 
BMWs,  and  is  optional  on  many  oth- 
ers. Where  optional,  the  cost  is  near 
$1,000  (driver  side  only). 

Automatic  seat  belts.  There  are  sever- 
al variations.  Ford's  version  has  a  lap 
belt  that  is  buckled  manually  and  an 
automatic  shoulder  belt  that  moves 
into  position  when  the  ignition  is 
turned  on.  It  is  standard  on  the  firm's 
lowest-priced  cars,  the  Ford  Escort 
and  Lincoln  Mercury's  Lynx. 

GM's  belt  is  completely  automatic. 


The  lap  and  shoulder  belts  are  mount- 
ed on  the  door  and  buckled  next  to  the 
seat;  as  the  driver  sits  down  and  closes 
the  door,  the  belts  wrap  around  him. 

Manufacturers  will  keep  a  close  eye 
on  how  the  public  likes  these  belts. 
Last  year  Volkswagen  offered  an  op- 
tional automatic  shoulder  belt,  with  a 
knee  bolster  (a  pad  under  the  dash- 
board) to  replace  lap  belts,  on  the  Golf 
and  Jetta.  (These  models  accounted 
for  more  than  half  of  VW's  1986  mod- 
el sales.)  Sales  were  so  dismal  that  VW 
is  offering  the  belt  as  a  no-cost  option 
on  1987  Golfs  and  Jettas. 

Antilock  brakes.  A  microprocessor 
under  the  dashboard  is  linked  to  sen- 
sors in  each  wheel.  When  a  driver 
slams  on  the  brakes  so  hard  that  they 
lock,  the  computer  system  takes  over, 
automatically  pumping  the  brakes  up 
to  14  times  a  second.  (Even  an  expert 
driver  can  pump  the  brakes  only 
about  twice  a  second.)  That  way  the 
wheels  retain  traction  and  stop  the  car 
in  a  relatively  straight  line.  The  driver 
can  even  turn  to  avoid  oncoming  cars. 

For  two  years  the  system  has  been 
standard  on  most  BMW  and  Mercedes 
models.  Ford  has  made  them  standard 
on  the  Lincoln  Town  Car,  the  Mark 
VII  and  the  Lincoln  Continental  since 
1985.  Results  have  been  so  encourag- 
ing that  this  year  the  Thunderbird 
Turbo  Coupe  and  all  F  series  trucks 
and  vans  will  also  carry  the  system  as 
standard.  (Trucks  have  sensors  on  the 
rear  wheels  only,  to  better  control 
spinning  out  from  the  rear.) 

Do  they  really  help  in  a  jam?  Ask 
Carl  Flesher,  marketing  manager  for 
BMW  in  the  U.S.  Earlier  this  winter, 
driving  a  BMW  735,  Flesher  was  doing 
40mph  on  an  icy  road  when  the  traffic 
light  ahead  went  yellow.  With  a  po- 
liceman sitting  off  the  intersection, 
Flesher  and  the  driver  of  the  mid-size 
car  next  to  him  opted  not  to  run  the 
light.  "He  hit  his  brakes  and  I  hit 
mine,  and  he  was  all  over  the  place," 
Flesher  recalls.  "Not  only  did  I  stay  in 
a  straight  line,  but  I  stopped  way  be- 
fore I  had  to.  It's  a  good  thing  because 
his  rear  even  swerved  into  my  lane  up 
ahead."  Antilock  brakes  add  from 
$900  to  about  $1,500  to  the  retail 
price  of  your  vehicle. 

If  you're  shopping  safety,  keep  in 
mind  that  while  these  devices  can 
reduce  the  risk  of  injury,  other  things 
are  important,  too — such  as  weight 
and  design.  Gillis  &  Associates  of 
Washington,  D.C.  uses  federal  gov- 
ernment crash  test  data  to  list  the  best 
and  worst  autos  in  terms  of  crash  pro- 
tection. Here's  a  synopsis  of  the  1987 
list  about  to  be  published.  The  ten 
most  crashworthy:  Pontiac  Fiero; 
Pontiac  Firebird;  Volvo  DL  wagon; 
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Auto  protection 

Thanks  to  growing  consumer  demand  and  toughening  government  rules, 
more  and  more  carmakers  are  either  making  standard,  or  supplying  as 
options,  air  bags,  antilock  brakes  and  automatic  seat  belts.  Here's  what 
the  majors  are  offering  on  1987  models. 

Manufacturer  Air  bags 

Antilock  brakes 

Automatic  belts 

Alfa  Romeo 

NA 

Standard  on  Milano  Platinum 
and  Green 

Standard  on  Spider  Quadrifoglio 

AMC 

NA 

NA 

Standard  on  Renault  Alliance 
2-door  and  3-door  sedans 
(except  GS  and  convertible), 
standard  on  GTA  sedan 

Audi 

NA 

Standard  on  5000CS  Turbo 
Quattro;  optional  for  $1,075 
on  5000S  sedan  and  wagon 
and  5000CS  Turbo 

NA 

BMW 

Standard  on  all 
7  series  sedans 

Standard  on  all  models 

NA 

Chrysler 

NA 

NA 

Standard  on  LeBaron  Coupe 
and  Dodge  Daytona 

Ferrari 

NA 

NA 

Standard  on  Testarossa  sports 
car 

Ford 

Optional  for 
$815  on  Tempo 
and  Topaz 

Standard  on  Lincoln  Town 
Car,  Continental,  Mark  VII 
and  Thunderbird 
Turbo  Coupe,  and  on  rear 
wheels  of  all  F  series  trucks 

Standard  on  Escort  and  Lynx 

GM 

NA 

Standard  on  Chevy  Corvette, 
Pontiac  6000STE,  Olds 
Touring  Sedan,  Cadillac 
Allante,  Fleetwood 
60  Special;  optional  for  $925 
on  Olds  98  Regency, 
98  Regency  Brougham, 
Buick  Electra,  LeSabre, 
Cadillac  DeVille, 
Fleetwood  de  Elegance 

Standard  on  Pontiac  Grand  Am, 
Bonneville,  Olds  Calais, 
Delta  88, 

Buick  Somerset,  LeSabre 
and  Skylark 

Honda 

NA 

NA 

Standard  on  Accord  hatchback 

Hyundai 

NA 

NA 

Optional  for  $75  on  Excel 

Isuzu 

NA 

NA 

Standard  on  1988  Impulse 
sports  coupe 

Jaguar 

NA 

NA 

NA 

Mazda 

NA 

Optional  for  $1,300  on  RX-7 

Standard  on  626LX  4-door  sedan 

Mercedes 

Standard  on  all 
models 

Standard  on  most  models; 
optional  on  190E  2.3  and 
190D  2.5  for  $1,515 

NA 

Mitsubishi 

NA 

Standard  on  Starion  ESI-R 
(rear  wheels  only) 

Standard  on  Starion  ESI-R  turbo 
and  LE  turbo 

Nissan 

NA 

NA 

Standard  on  Maxima 

Peugeot 

NA 

Standard  on  505STX  V6 
and  505  Turbo  S;  optional 
for  $1,300  on  505STI  V6 

Standard  on  505GL  sedan 
starting  this  summer 

Porsche 

Driver  and 
passenger  side 
bags  standard 
on  944  Turbo, 
optional  for 
$2,868  on  944 
and  944S. 

Standard  on  928S  4 

sports  car;  optional  for  $2,082 

on  944  models 

NA 

Saab 

NA 

NA 

Standard  on  900S  (3-door) 

Subaru 

NA 

NA 

Standard  on  XT  sports  coupe 

Toyota 

NA 

Optional  on  Toyota  Supra 
for  $900 

Standard  on  Cressida  and 
Camry  sedans 

Volkswagen 

NA 

NA 

Optional  on  Golf  and  fetta 

Volvo 

Standard  on 
760  and  780 
sedans;  optional 
for  $850 
on  740  sedan 

Standard  on  760  and  780 
sedans;  optional  for  $1,175 
on  740  sedan 

NA 

Yugo 

NA 

NA 

Optional  on  GVL  Yugo 

Toyota  MR-2  sedan;  Toyota  Corolla 
SR-5;  Dodge  Daytona;  Chevy  Ca- 
maro;  Toyota  Celica;  Honda  Prelude; 
Subaru  XT. 

The  ten  least  crashworthy:  Renault 
Alliance  convertible;  Chevy  Sprint; 
Pontiac  1000;  Chevy  Chevette;  Mit- 
subishi Tredia;  Mercury  Topaz  and 
Ford  Tempo;  Chevy  Spectrum  and 
Isuzu  I-Mark;  Dodge  Lancer  and 
Chrysler  LeBaron;  Yugo  GZ;  Audi 
5000S. 

The  complete  report,  The  Car  Book, 
which  also  classifies  crashworthiness 
according  to  car  size,  is  available  for 
$9.95  from  the  Center  for  Auto  Safety, 
2001  S  Street  N.W.,  Washington,  D.C. 


Have  you  noticed  how 
many  men  are  displaying 
their  suspenders  these 
days?  Here  are  some  tips  if 
you  want  to  join  the  fad. 

Brace 
yourself 


By  Eva  Pomice 

A year  ago  it  was  yellow  ties.  Now 
it's  suspenders — -braces,  as  the 
English  call  them.  Paul  Stuart  sells 
more  braces  than  it  does  belts,  and 
Brooks  Brothers  sold  25%  more  in 
1986  than  the  previous  year. 

Ralph  Parker,  a  vice  president  at 
Alex.  Brown  &  Sons  in  San  Francisco, 
prides  himself  on  his  collection  of 
braces,  which  includes  sets  decorated 
with  bulls  and  bears  and  hunting  and 
fishing  motifs.  G.  Chris  Andersen,  a 
managing  director  at  Drexel  Burnham 
Lambert,  owns  maybe  200  pairs.  He's 
having  a  special  storage  system  built 
in  his  new  apartment  to  keep  them. 

If  you  favor  them,  here  are  some 
tips  from  Lois  Fenton,  a  wardrobe 
consultant  and  author  of  Dress  for  Ex- 
cellence (Rawson  Associates,  New 
York,  $19.95). 

Most  men  can  wear  suspenders,  but 
the  very  tall  and  thin  should  avoid 
them.  Braces  do  more  for  shorter  men, 
by  making  them  look  taller,  and  more 
for  heavier  men,  by  eliminating  that 
equatorial  break  created  by  a  belt. 

Never,  ever,  wear  clip-ons.  They're 
as  tacky  as  clip-on  neckties.  Have  but- 
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Trafalgar's  pure  silk,  copies  of  Calvin  Curtis  original  designs 
"Conversation"  braces  at  $85  a  pair  and  up. 


Photography  by  Hlng  No 


tons  sewn  inside  the  trousers  you  in- 
tend suspending,  and  remove  the  belt 
loops.  Bear  in  mind  that  braces  look 
particularly  good  with  pleated  pants. 

Watch  your  colors.  Suspenders,  tie, 
shirt  and  pocket  square  should  be  co- 
ordinated. Marvin  Sloves,  chairman 
of  Scali,  McCabe,  Sloves,  the  advertis- 
ing agency,  picks  out  a  different  tie, 
pocket  square  and  one  of  his  100  or  so 
pairs  of  suspenders  every  night  before 
going  to  sleep. 

Don't  introduce  a  color  in  your  sus- 
penders not  present  in  either  tie,  suit 
or  shirt,  and  make  sure  all  the  colors 
are  of  the  same  family.  If  you're  wear- 
ing a  shirt  with  a  contrasting  collar, 
be  cautious  of  patterned  suspenders. 
And,  of  course,  don't  wear  a  belt  when 
you're  wearing  braces. 

For  beginners,  Fenton  recommends 
three  pairs  of  solid  braces — burgundy, 
navy  and  camel.  Add  yellow  for  a  dap- 
per touch.  Many  brace  fanciers  cannot 
resist  being  more  playful.  "Under  their 
gray  flannel,"  says  Patricia  Grodd, 
merchandise  manager  for  Paul  Stuart, 
"the  straightest  customers  wear  the 
most  whimsical  suspenders."  Gerald 
Tanenbaum,  a  Manhattan  corporate 
lawyer,  for  example,  wears  a  pair 
adorned  with  pink  cupids. 

You  don't  have  to  settle  for  off-the- 
rack  sets  featuring  bulls,  bears,  bucks, 
boats  or  birds.  Norwalk,  Corm.-based 
Trafalgar  Ltd.  sells  limited  edition 
braces  for  S85  and  up.  These  include 
silk  duplicates  of  suspenders  that 
were  once  custom-made  by  Calvin 
Curtis,  the  noted  American  accessory 
designs  htse  braces,  woven  on  100- 
year-oia  a    urope,  are  of  silk 

woven  with  airieate  designs  of  acro- 


bats, coins,  clowns,  devils,  roosters 
and  buxom  ladies.  You  can  also  buy 
custom-made  crocodile  braces  from 
Peter  Elliott,  a  New  York  specialty 
shop  ($250). 

But  don't  think  wearing  suspenders 
will  make  you  look  British.  Donald 
Amor,  general  manager  of  London's 
Turnbull  &  Asser,  says  braces  aren't 


nearly  as  popular  in  England  today  as 
in  America.  And  if  you  use  them,  ex- 
pect to  take  a  bit  longer  to  dress  in  the 
morning.  To  avoid  the  fuss  of  button- 
ing them  on  and  buttoning  them  off, 
Tanenbaum  leaves  braces  on  each 
pair  of  his  suit  pants,  so  as  not  to  wear 
out  either  the  buttons  or  his  patience 
with  frequent  changes. 


Careers 


Are  you  facing  the  ax?  Outplacement  firms 
insist  that  there  are  still  plenty  of  jobs  out 
there.  But  it  takes  hustle  to  get  them. 


Pink-slip  time 


By  Dyan  Mac  ban 


If  you're  soon  to  be  fired,  you 
could  wind  up  talking  to  one  of 
the  nation's  booming  outplacement 
companies. 

Promising  to  find  jobs  for  the  newly 
dehired,  they  circle  corporations  like 


vultures  at  the  first  sniff  of  a  downsiz- 
ing. And  as  big  corporate  America 
shrinks,  they  have  their  hands  full. 
Some  2.2  million  big-company  jobs 
vaporized  from  1980  to  1985  alone. 
And  the  beat  goes  on. 

If  your  ex-employer  puts  you  in  the 
hands  of  a  job  consultant,  can  you 
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AIR  FRANCE  HAS  A  SPA  VACATION 
WITH  A  LITTLE  SOMETHING  EXTRA. 
MONTE  CARLO. 


If  you've  always  wanted  to  try  a 
spa  vacation  and  find  the  allure 
of  Monte  Carlo  irresistible,  the 
Air  France  Monte  Carlo  Magni- 
fique  is  for  you. 

From  November  1st,  1986  until 
March  21st,  1987  you'll  get  an  ele- 
gant room  in  the  exclusive  Loews 
Monte  Carlo  and  free  use  of  the 
Loews  Spa  and  Fitness  Center. 

It  gives  you  the  freedom  of  ex- 
ploring Monte  Carlo  and  relaxing 
in  the  Spa's  heated  pool,  well 
equipped  gym,  aerobic  classes, 
sauna  or  jacuzzi.  Unlike  spas  with 
strict  regimes,  ours  is  completely 
unstructured.  Come  and  go  as  you 
please. 

Included  are: 

•  Round-trip  transatlantic  air  transpor- 
tation on  Air  France. 

•  Hotel  accommodations  at  the 
spectacular  Loews  Monte  Carlo. 

•  Daily  continental  breakfast. 

•  Unlimited  use  of  health  spa  and 
fitness  facilities. 

•  A  free  massage. 

•  Free  admission  to  museums  and 
gardens,  courtesy  of  the  Monaco 
Tourist  Office. 

•  Use  of  a  renf-a-car  for  your  entire 
stay,  exclusive  of  gasoline  and  taxes. 

•  Hotel  taxes  and  service  charges. 

The  Air  France  Monte  Carlo 
Magnifique.  7  days/ 6  nights. 
From  $798*  for  New  York  depar- 
tures. A/so  available  from  Wash- 
ington, from  $868;  Miami,  from 
$958!  Chicago  from  $888* 
Houston,  from  $926*  Los  Angeles 
and  San  Francisco  (10  days/9 
nights),  from  $1098* 

Call  your  Travel  Specialist  or 
Jet  Vacations  at  1-800-538-0999. 

For  a  free  video  cassette  pre- 
view, call  1-800-AF-PARIS.  In 
New  York  City,  212-247-0100. 

A  PARTNER  IN: 

UNITED'S  MILEAGE  PLUS  AND 
CONTINENTAL'S  TRAVELBANK. 


m 

US  SHOW  YOU  OUR  RIVIERA 


*AII  prices  based  on  Special  Winter  APEX  air  tare, 
subject  to  availability.  A  supplement  of  $11  to  $71, 
depending  on  gateway,  applies  lor  departures 
Dec  12-20,  1986  Add  $3  US  departure  tax  and 
$10  Federal  Inspection  Fee  21-day  advance  pur- 
chase required.  Hotel  price  is  per  person,  double 
occupancy.  Cancellation  penalties  may  apply 


Robert  Clxipman  of  King,  Chapman  &  Broussard,  Houston  ontplacers 
Business  is  better  than  ever. 


expect  much  help?  Naturally  the  out- 
placers  answer  yes.  "It's  taking  people 
less  time  to  find  jobs  now  than  during 
the  recession,"  insists  James  Chal- 
lenger of  Challenger,  Gray  &  Christ- 
mas, the  oldest  of  these  outplacement 
specialists.  On  average,  he  says,  it  will 
take  most  people  3.2  months  to  find 
work,  and  90%  will  secure  equivalent 
or  better-paying  positions. 

Sounds  encouraging.  But  even 
Challenger  admits  that  more  and 
more  corporate  casualties  have  to  pull 
up  stakes  to  find  work.  A  full  40% 
who  walk  into  his  office  will  have  to 
relocate,  he  says,  twice  as  many  as  in 
the  past  few  years.  And  companies 
that  are  hiring  are  likely  to  be  quite  a 
bit  smaller  than  the  employers  left 
behind. 

William  J.  Morin,  chairman  of 
Drake  Beam  Morin,  the  nation's  larg- 
est outplacement  firm,  also  puts  a 
good  face  on  prospects  for  the  dehired, 
but  then  admits  they  face  some  real 
shocks.  The  new  jobs  may  be  quite 
different  from  the  familiar  old  jobs. 
Morin,  for  example,  recently  urged  an 
audience  of  400  unemployed  geolo- 
gists in  Houston,  where  he  was  invit- 
ed as  a  speaker,  to  change  their 
stripes.  "Don't  expect  to  get  a  posi- 
tion in  your  line  of  work  for  two  to 
three  years,"  he  said. 

Morin  suggested  instead  that  the 
geologists  renew  ties  with  universi- 
ties, think  about  teaching,  consulting 
or  reapplying  their  technical  skills  to 
work  in  wastewater  treatment  or  un- 
derwater exploration.  He  also  urged 
them  to  play  the  networking  game 
"Talk  to  professional  organization s, 
to  youi  minister,  to  your  dentist,"  he 
L  Ik  other  words,  you  axe  on 


Chris  Harris 


Outplacement  grad  Willis  Rossler  Jr. 
But  could  he  have  done  it  alone? 


your  own. 

The  point  is  these  people  are  not 
employment  agencies.  They  are  coun- 
selors, who  will  hold  your  hand,  reas- 
sure you  and  see  that  you  get  as  much 
relevant  information  as  possible. 
Take  Barbara  Henckel,  40,  former  pic- 
ture editor  at  Sports  Illustrated  Though 
Drake  Beam  is  offering  counsel,  she 
knows  that  finding  a  job  is  up  to  her 
and  that  her  search  will  probably  take 
months. 

No  matter  how  bleak  things  might 
seem,  you  could  get  lucky,  of  course. 
Or  be  good  enough  to  make  your  own 
luck.  Even  in  troubled  Houston.  Wil- 
hs  Rossler  Jr.  was  president  of  Petro 


United,  a  petroleum  and  chemical 
warehouser.  He  was  counseled  by 
King,  Chapman  &  Broussard  and 
landed  on  his  feet  again  within  three 
months,  without  moving  outside  of 
Houston,  and  with  comparable  pay. 
Rossler  is  now  vice  president  and  divi- 
sion head  for  industrial  development 
for  Pilko  &  Associates,  a  management 
consulting  firm.  He  is  grateful  to 
King,  Chapman  &  Broussard  for  all  of 
its  help,  but  he  says  that  he  would 
have  found  this  job  with  or  without 
its  counsel. 

Executives  displaced  from  big  com- 
panies may  have  another  adjustment 
to  make.  Joan  Learn,  president  of  Con- 
necticut's Greenwich  Group,  points 
out  that  one  of  the  reasons  job  search- 
es may  take  longer  is  that  it  is  more 
difficult  and  time-consuming  to  find 
and  research  suitable  smaller  compa- 
nies. So  she  often  encourages  the  out- 
of-work  to  start  their  own  businesses. 
Greenwich  even  has  counselors  with 
venture  capital  experience  and  can  of- 
fer legal  and  accounting  aid,  as  well  as 
help  in  raising  funds. 

Business  for  these  counseling  firms 
may  be  better  than  ever,  but  a  lot  of 
companies  evidently  believe  that  the 
hefty  sums  they  charge  can  be  better 
spent  elsewhere.  The  going  rate  for 
one-on-one  placement  help  for  execu- 
tives is  12%  to  15%  of  an  employee's 
annual  salary.  (Group  counseling  is 
considerably  cheaper,  typically  $500 
or  so  per  employee.) 

Wang,  for  example,  recently  slashed 
600  employees  from  its  payroll  and 
decided  it  could  handle  the  counsel- 
ing job  itself.  Severance  paychecks 
might  have  been  smaller  if  consul- 
tants had  been  called  in. 

Similarly,  CBS  offered  no  place- 
ment assistance  when  it  issued  pink 
slips  to  1,200  last  year.  Instead  it 
made  an  office  available  for  telephone 
calls  and  had  someone  from  personnel 
post  job  openings. 

Moral:  Consultants  can  certainly 
ease  the  pain  of  being  fired  and  can  get 
you  started  in  your  search  more 
quickly  and  better  prepared.  But  if  you 
are  an  executive  who  has  the  option  of 
accepting  outplacement  counseling  or 
a  heftier  settlement  on  the  way  out, 
consider  how  much  help  you  will 
really  need  in  order  to  get  off  the 
beach.  If  you  are  young,  have  a  good 
record  and  are  a  self-starter,  take  the 
money  and  run. 

In  any  case,  bear  in  mind  that  your 
next  job  may  be  in  a  different  city,  in  a 
different  industry  and  very  likely  at  a 
smaller  company.  And  you  might  be 
looking  at  your  new  boss  the  next 
time  you  look  in  the  mirror. 
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TRUCK 

GREAT  RATES 

ON  MEDIUM  AND  HEAVY  DUTIES 


70% 

S^KB  U  Annual 

^^^M    SHB     Jtm  Percentage 

I   -^^^T  RateGMAC 
^^^r  Financing* 


If  you  have  been  waiting  for  a  great 
financing  opportunity  on  a  new 
GMC  Medium,  Heavy  or  Used  GM 
Truck,  get  on  down  to  your  partici- 
pating GMC  Medium  or  Heavy  Duty 
Truck  Dealer  today.  They've  got  the 
trucks,  options,  and  financing  to 
get  you  on  the  road  fast. 


NEW  GMC  TRUCKS 

On  all  new  and  un- 
used 1987  and  prior 
year  Medium  Duty 
Conventional,  Top 
Kicks,  Heavy  Duty 
Astros,  Brisadiers 
and  Generals.  Also 
available  on  new 
1986  and  prior  year 
W7  Forward  models. 


CASHBACK  OF  $1 000.00. ..On  new 
1 986  and  prior  year  W7  Forward 
Models  you  may  select  the  7.9% 
financing  or  $1000.00  cashback  on 
W7  models  delivered  on  or  before 
January  31 , 1 987,  (April  30, 1 987  on 
W7R042HV  models). 


Annual 
Percentage 
Rate  GMAC 
Financing* 


USED  TRUCKS 

On  all  used  Gm 
Medium  and  GMC 
Heavy  Duty  trucks 
financed  throush 
GMAC  and  delivered 
from  stock.  See  your 
GMC  Truck  Dealer  for 
details. 


*  You  must  take  delivery  from 
dealers'  stock  by  March  31 , 1 987, 
(January  31 ,  1 987  on  W7R042  and 
April  30, 1987  on  W7R042HV 
models).  See  your  participating 
GMC  Truck  Dealer  for  qualifica- 
tion details.  Dealer  financial  par- 
ticipation may  affect  consumer 
cost.  Fleet  sales  not  eligible. 


_ 


m 


fames  McGooo/Wheefef  Maura 


Edited  by  Harold  Seneker 


And  now  for  the  real  Superbowl 


Now  that  Superbowl  XXI  is  over, 
owners  of  the  National  Football 
League  have  another  matter  to  settle: 
Their  five-year,  $2.2  billion  network 
TV  contract  has  expired.  Gene  Klein, 
who  as  an  owner  of  the  San  Diego 
Chargers  from  1966  to  1984  helped 
negotiate  that  pact,  doubts  whether 
the  NFL  will  do  nearly  as  well  this 
time  around. 

Viewing  has  peaked,  so  "the  adver- 
tisers won't  pay  premium  prices  any 
more,"  says  Klein,  who  sold  his  63% 
of  the  Chargers  as  part  of  an  $85  mil- 
lion package  in  1984.  "And  the  net- 
works have  changed  ownership.  It's 
hard  to  tell  who  is  more  cost-con- 
scious— Capital  Cities,  which  owns 
ABC;  Jack  Welch  at  General  Electric 
[NBC];  or  Laurence  Tisch  [CBS].  The 
way  I  hear  it  on  the  street,  the  net- 
works lost  $75  million  on  pro  football 
this  season.  They  aren't  going  to  take 
losses  like  that  again." 

Klein,  66,  knows  a  thing  or  two 
about  business.  Once  a  used  car  sales- 
man, he  bought  into  National  The- 
atres &  Television  in  1959,  turned 
that  loser  into  a  moneymaker  and  lat- 
er changed  the  name  to  National  Gen- 
eral. By  the  time  he  sold  out,  in  1973, 
it  had  assets  of  $1.1  billion. 
"I  tried  to  bring  business  experience 


to  professional  football,"  says  Klein, 
who  paid  $10  million  for  his  share  of 
the  Chargers  in  1966.  "It  didn't  really 
work.  Your  blood  starts  pumping,  you 
want  to  put  the  best  players  on  the 
field,  costs  mount.  And  you  can  only 
raise  ticket  prices  so  far.  So  I  got  out." 
Klein  has  written  First  Down  and  a 
Billion,  about  his  professional  football 
experiences,  and  switched  to  race- 
horses.— Jeffrey  A.  Trachtenberg 


More  than  a  yen 

Ben  Lambert  is  living  proof  the  Jap- 
anese are  here  to  stay  as  big-time 
real  estate  investors.  Nomura  Securi- 
ties, the  huge  Japanese  firm,  noted 
that  Lambert's  New  York  City-based 
Eastdil  Realty  had  helped  put  together 
such  deals  as  the  Irvine  Ranch  sale  in 
1977  to  a  syndicate  including  Charles 
Allen  and  Henry  Ford,  and  last  year's 
then-record  $620  million  sale  of  the 
Atlantic  Richfield  Plaza  in  Los  Ange- 
les. Today  Eastdil  looks  at  about  250 
deals  a  month  throughout  the  U.S. 
But  Nomura  didn't  just  hire  Lambert, 
48.  In  December  it  bought  him,  pay- 
ing slightly  more  than  $50  million  for 
a  50%  interest  in  Eastdil — all  to  help 
avoid  getting  burned  in  the  continu- 


Ben  Lambert,  founder  of  Eastdil  Realty 
Dealing  for  Tokyo. 


ing  Japanese  land  rush  here. 

Explains  Lambert,  "We've  seen  a 
tremendous  amount  of  investing  by 
private  Japanese  families  and  Japanese 
institutions.  Now  a  major  Japanese 
securities  firm  is  reaching  out  to  pro- 
vide the  middle-market  Japanese  in- 
vestor with  the  same  opportunity." 

Lambert  hopes  to  put  as  much  as  $1 
billion  in  the  next  18  months  into 
commercial  properties  that  he  can 
manage  or  package  for  the  Japanese. 
The  investment  vehicles — limited 
partnerships,  mortgage  securities  and 
so  forth — will  be  designed  by  Eastdil 
and  Nomura,  not  on  Wall  Street,  for 
the  smaller  Japanese  investor. 

And  why  does  Lambert  want  No- 
mura? Besides  partly  cashing  himself 
out,  he  wants  deep  pockets  for  the 
huge — up  to  billions  of  dollars — deals 
being  created  by  Wall  Street's  real- 
estate-backed  securities.  And  he  gets 
cheap  capital:  The  Japanese  will  take 
lower  investment  returns  than  the 
7%  to  9%  American  investors  usually 
want. — Jack  Willoughby 


Straw  in  the  wind? 

Our  idea  is  to  paint  Japan  yellow," 
declares  Albert  Sieg,  president  of 
Kodak  Japan.  Sieg,  56,  means  that  Ko- 
dak has  gotten  serious  about  Japan, 
which  is  the  home  territory  of  archri- 
val Fuji  Photo  Film,  known  for  its 
green  packaging. 

When  Sieg,  an  organic  chemist, 
took  over  his  post  in  1984,  Kodak's 
share  of  the  photographic  film  and 
paper  market  in  Japan  was  10%  to 
12%  and  dropping  fast.  Sieg  discov- 
ered that  young  Japanese,  who  grew 
up  during  a  time  Fuji  was  protected  by 
high  tariffs,  hardly  knew  the  name 
Kodak.  The  duties  had  come  down  in 


Gene  Ktetn,  former  owner  of  the  San  Diego  Chargers 

Against  defenders  like  Welch  and  Tisch,  scoring  $2.2  billion  will  be  tough. 
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Albert  Sieg,  president  of  Kodak  Japan 
They've  heard  of  the  name  now. 

the  1970s,  but  Kodak  still  had  largely 
ignored  the  world's  second-biggest 
film  market.  Sieg's  mission  was  to 
change  all  that. 

Today?  Sieg  himself  won't  say,  but 
analysts  estimate  Kodak's  share  is  al- 
ready rising  toward  15%,  compared 
with  Fuji's  70%.  Meanwhile,  Sieg  has 
boosted  Kodak's  Japan  staff  from  25  to 
140,  formed  a  marketing  joint  venture 
with  his  Japan  distributor  and  invest- 
ed $65  million  in  a  research  center 
that  will  open  in  1988.  To  promote 
the  name,  Sieg  has  increased  ad 
spending  200%,  installed  neon  signs, 
sponsored  judo  and  sumo  matches 
and  listed  Kodak  on  the  Tokyo  Stock 
Exchange. 

By  investing  in  its  distribution 
company,  Kodak  will  get  closer  to  its 
dealers  and  customers.  The  research 
center,  with  150  scientists,  will  help 
tailor  products  to  Japanese  consum- 
ers, whom  Sieg  describes  as  more 
quality  conscious  than  Americans, 
and  study  emerging  technologies. 

Sieg  thinks  competing  with  Fuji  on 
its  home  ground  is  critical  to  under- 
standing Fuji  worldwide.  "As  far  as 
I'm  concerned,  market  research  is 
worthless,"  he  says,  compared  with 
his  reconnoitering.  And  Japan  itself  is 
getting  something  to  think  about,  too. 
Here's  a  formerly  set-in-its-ways  U.S. 
company  willing  to  invade  the  home 
islands  instead  of  just  playing  defense 
abroad. — Andrew  Tanzer 


Zuckerman  bound 

Reaganaut  Jeffrey  Zuckerman  of 
the  Federal  Trade  Commission  is 
an  unlikely  candidate  to  bedevil  take- 
over artists  like  Irwin  Jacobs  and  Carl 
Icahn.  A  self-described  advocate  of  de- 
regulated marketplaces,   he  would 


happily  leave  hostile  takeovers  to 
take  care  of  themselves.  Unfortunate- 
ly, Zuckerman,  37,  is  director  of  the 
FTC's  bureau  of  competition,  and  if 
he  doesn't  have  a  problem  with  take- 
overs, he  does  have  a  problem  with 
takeover  artists  who  evade  filing  re- 
quired premerger  notifications  with 
the  FTC  and  the  Justice  Department 
before  they  have  to  file  publicly  with 
the  SEC.  The  raiders  want  to  avoid 
the  FTC  filings  because,  under  the 
law,  they  must  also  notify  the  target 
company — an  obligation  that  comes 
into  force  as  soon  as  the  raider  ac- 
quires as  little  as  $15  million  of  the 
target's  voting  stock. 

Some  have  thus  been  concealing 
their  plans  by  setting  up  a  new  part- 
nership, whose  initial  assets  don't  ex- 
ceed $10  million  and  thus  need  not 


Jeffrey  Zuckerman  of  the  FTC 
Cute,  but  the  law's  the  law. 

file.  But  with  that  loophole  about  to 
be  closed,  investment  bankers  have 
dreamed  up  yet  another  dodge— buy- 
ing shares  for  themselves  in  a  target 
company  and  selling  an  option  to  the 
raider  client,  who  agrees  to  indemnify 
them  if  the  stock  falls.  (Lately,  for 
instance,  Irwin  Jacobs  exercised  an 


option  for  4  million  Borg-Warner 
shares  from  Bear,  Stearns  for  $166 
million.)  Nobody  notifies  the  FTC, 
since  the  investment  banker  really 
doesn't  want  to  run  the  company  and 
the  raider  is  "only"  buying  an  option. 

Cute,  but  no  dice.  Last  December 
Zuckerman  warned  raiders  to  file  or 
else  see  him  in  court.  He  has  several 
investigations  under  way.  It  seems 
that  even  that  Reagan-era  phenome- 
non, the  antiregulatory  bureaucrat,  is 
bound  by  an  inescapable  fact:  The  law 
is  the  law,  and  he  is  duty-bound  to 
enforce  it. — Gary  Slutsker 


What  gender  gap? 

It's  not  surprising,  given  the  wom- 
en I  see  in  the  graduate  schools," 
says  Wharton  Dean  Russell  Palmer  of 
the  news  that  in  1986,  for  the  first 
time  ever,  the  average  starting  salary 
of  women  M.B.A  s  graduating  from 
the  University  of  Pennsylvania's 
Wharton  School  of  business  exceeded 
men's  by  1.3%.  The  overall  average, 
women  included,  was  $44,074. 

Feminism  triumphant?  Palmer  is 
cautious  about  interpreting  the  re- 
sults. He  notes  that  the  difference  is 
small,  and  that  the  women's  median 
salary  ($44,000)  still  lagged  a  bit  be- 
hind the  men's  ($45,000).  "The  gap 
between  women's  and  men's  starting 
salaries  has  been  closing  throughout 
my  four  years  at  the  school,"  he  re- 
ports. If  the  trend  continues  in  1987, 
it  might  be  time  to  take  a  good,  hard 
look  at  how  much  the  taken-for- 
granted  bias  against  women  in  busi- 
ness still  exists. — Peter  Brimelow 


fraub/Wheeler  Pictures 


Russell  Palmer,  dean  of  Wjarton  School  of  business,  with  M.B.A.  candidates 
For  their  1.3%  edge,  you  might  smile,  too. 
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If  you're  about  to  take  a  business  trip  or  vaca- 
tion, don't  forget  to  bring  your  AT&T  Card. 

With  the  AT&T  Card  in  your  pocket,  you  can 
travel  around  the  country  and  to  many  foreign  lo- 
cations and  still  be  able  to  manage  matters  at  your 
office  on  a  daily  basis.  You'll  also  be  able  to  keep  in 
touch  with  most  anyone  who  really  matters — from 
your  son  to  your  stockbroker.  Because  being  on  the 
road  shouldn't  mean  being  out  of  reach. 

So,  if  you  travel  a  lot,  let  your  AT&T  Card 
plug  you  into  the  AT&T  Long  Distance  Network. 
And  if  you  don't  have  an  AT&T  Card  but  want 
to  make  sure  everything's  running  smoothly 
when  you're  away,  order  your  AT&T  Card  today. 
Simply  call 

1  800  CALL  ATT,  Ext.  229. 


AT&T 

The  right  choice. 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Throwing  the  bull  around.  In  the  two- week  period  reported 
on  below,  the  P/E  (against  trailing  earnings)  of  the  Wilshire 
index  shot  up  from  1 7.8  to  19.3.  That's  the  highest  multiple 
on  the  Wilshire  since  Forbes  began  measuring  it  over  four 
years  ago.  In  August  of  1982  the  market  was  trading  at  only 
7.1  times  latest  12-month  earnings.  Will  the  rally  contin- 
ue? Unless  earnings  rose  sharply,  a  rising  Wilshire  index 
would  soon  be  trading  at  more  than  20  times  earnings. 
During  the  last  day  of  the  two-week  period  the  rally  lost 


some  of  the  momentum  Wall  Street  built  up  as  the  Dow 
industrials  ran  right  through  the  2000  barrier.  The  Dow 
posted  its  11th  consecutive  advance,  but  the  Amex  and 
Nasdaq  scored  minor  declines. 

Summing  up  the  spectacular  two  weeks  ended  Jan.  16: 
The  Dow  advanced  7.7%  and  the  average  big  board  issue 
7.9%.  The  Dow  was  up  over  180  points  since  year-end 
1986.  The  Amex  finished  the  two-week  stretch  up  8.7%, 
and  Nasdaq  issues  were  up  10.4%. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Wilshire 

Forbes 

Dow  Jones 

NYSE 

Amex  Market 

NASDAQ 

Percent  change 

5000 

5002 

industrials 

Composite 

Value  Index 

Composite 

in  last  4  weeks 

7.4 

6.4 

7.7 

6.7 

9.5 

10.7 

in  last  52  weeks 

24.5 

21.7 

35.1 

26.5 

17.4 

17.9 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

7.3 

13.6 

19.5 

5.8 

11.9 

7.9 

6.0 

16.2 

21.0 

5.3 

6.9 

14.7 

in  last  52  weeks 

28.2 

39.4 

53.5 

28.4 

19.2 

25.5 

21.6 

35.7 

46.5 

30.4 

32.4 

20.7 

'Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  2Based  on  sales  'A 
stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4  A  quantitative  evaluation  f  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  1/16/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Stars  and  aspiring  stars.  The  Wilshire  index  is  up  more 
than  133%  since  the  bull  market  began  in  August  of  1982. 
The  best  stocks  in  this  market  have  been  consumer  non- 
durables,  which  gained  some  173%.  Other  big  winners 
include  consumer  durables  and  finance  shares,  which 
show  increases  in  excess  of  160%.  The  three  weakest 
groups  were:  energy,  up  87%;  technology,  up  100%;  and 


utilities,  up  91%.  Few  utility  investors  are  unhappy,  since 
they  purchased  utility  stocks  primarily  for  their  yields; 
compared  on  total  return,  utilities  would  be  near  the 
middle  of  the  pack.  Until  now  those  who  invested  in 
energy  and  technology  stocks  have  been  disappointed.  If 
there  is  additional  life  in  this  bull  market,  these  two 
lagging  groups  may  deserve  a  piece  of  the  action. 


Percent  change  in  last  52  weeks  "O-O 

Percent  change  in  last  two  weeks 

Capital  goods 

Consumer  durables 

Consumer  nondurables  and  services 
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What  The  Analysts  Think 


Problems  with  transportation.  Security  analysts  made 
slight  downward  revisions  across  eight  sectors,  but  they 
significantly  pared  back  their  1987  forecasts  for  transpor- 


tation shares.  Estimates  were  cut  for  trucking  firms,  air- 
lines, railroads  and  ocean  shippers.  Arkansas  Best,  a  truck- 
er, had  its  estimate  cut  the  most,  nearly  12%. 


forecasting 

Forbes  500 

Average 

Performance 

earnings  per 

period 

share  P/E 

latest  12  mouths 

$2.63  17.8 

1987  estis 

3.71  12.6 

1988  estui 

NA  NA 

NA.  Noi  av«: 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS        •  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

l 

Finance 

$3.83 

9.0 

-0.09% 

-0.45% 

2 

Utilities 

3.38 

10.6 

-0.09 

-0.40 

3 

Raw  materials 

2.37 

14.8 

-0.19 

-0.69 

4 

Capital  goods 

2.73 

15.7 

-0.33 

-0.62 

5 

Consumer  nondurables 

2.43 

15.4 

-0.42 

-0.35 

6 

Energy 

2.36 

16.0 

-O.50 

-1.49 

7 

Technology 

2.88 

13.8 

-0.70 

-1.44 

8                   Consumer  durables 

3.63 

12.5 

-0.85 

-1.47 

9 

Transportation 

2.54 

12.7 

-5.89 

-6.08 

!  Earnings  projections 
|  Estimate  System  (IBEb' 

Note:  AfHlataTfor  pc:  i 


D  weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brokers 

v  W  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm. 


1/16/87.  Pte^tca  by  W;kh  ire  Associates,  Santa  Monica,  Calif.;  IBES,  a  service  of  Lynch,  [ones  &  Ryan,  New  York. 
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High  integrity  castings  of  lightweight  metal  alloys  are  essential 
to  the  design  and  operation  of  today's  new  generation  of 

jet  aircraft  engines. 

Typical  of  the  intricate  shapes  and  metallurgical  complexity  of 
these  components  is  this  magnesium  alloy  support  frame  sand 
casting  (above),  for  the  Avco  Lycoming  ALF-502  jet  engine. 

This  casting  was  produced  by  Fansteel's  Wellman  Dynamics 
operation;  and  is  one  of  many  achievements  the  company  has 
pioneered  in  support  of  major  programs  in  the  aerospace 

industries. 

Fansteel's  Wellman  Dynamics,  another  reason  why 
it  will  pay  you  to  know  more  about  us. 

arreted 

An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 

FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 


Fund  Ratings 


Confused  by  the  seemingly  endless  prolifer- 
ation of  mutual  funds  and  fund  gim- 
micks? Don 't  be.  Forget  the  frills  and furbe- 
lows and  stick  to  the  basics. 


Keep  it  simple 


By  William  Baldwin 


Y1  OU  MAY  HAVE  SEEN  the  full- 
page  ads  for  the  "revolutionary" 
Dreyfus  Strategic  funds.  The 
bond  fund  will  generate  "high  yields 
from  sophisticated  trading  tech- 
niques." The  stock  fund  will  have 
"unusual  flexibility  to  seek  maxi- 
mum returns  in  almost  any  kind  of 
market."  Sounds  good.  "Sophisticat- 
ed." "Flexible."  But  forget  the  adjec- 
tives. What's  "revolutionary"  is  the 
heavy  turnover  of  puts,  calls,  futures, 
futures  options  and  other  exotics. 

The  Zweig  Fund,  a  closed-end  that 
came  out  last  year,  aims  to  make 
money  in  bear  and  bull  markets  by 
using  hedging  strategies.  Terrific. 
Don't  we  all.  But  saying  it  is  easier 
than  doing  it,  and  if  Martin  Zweig 
really  has  the  secret,  he  will  soon  own 


the  stock  market.  Oppcnheimer  Capi- 
tal's Quest  for  Value  Fund  a  month 
ago  added  "dynamic  hedging"  against 
market  declines.  More  funds  will  no 
doubt  follow,  since  the  new  tax  law 
has  loosened  rules  on  short-term 
hedging  gains. 

Then  there  are  the  sector  funds, 
concentrated  in  specific  corners  of  the 
market.  The  idea  itself  is  as  old  as 
mutual  funds,  but  it  has  never  worked 
well  and  probably  won't  now. 

Is  good  investing  really  so  compli- 
cated? We'll  hazard  a  no  in  offering  a 
simple  philosophy  of  investing:  The 
simplest  is  often  the  best.  Put  your 
money  with  managers  of  proven  mer- 
it and  let  them  invest  using  time- 
tested,  old-fashioned  methods.  And, 
no  matter  how  exotic  the  strategy, 
don't  expect  that  you  can  get  rewards 
without  risks. 


In  this  respect,  Charles  Ellis,  part- 
ner in  Greenwich  Associates,  the 
prominent  pension  consultant,  is  a 
man  after  our  own  heart.  Ellis  advises 
investors:  "The  biggest  risk  is  getting 
intrigued  by  what's  different  rather 
than  by  what's  important." 

It's  hard  for  the  investor  not  to  be 
intrigued  by  what  promises  to  be  dif- 
ferent, what  with  1,338  stock  and 
bond  funds  currently  clamoring  for 
attention.  Intrigued  and  somewhat 
dazed.  Wasn't  the  whole  idea  of  the 
fund  industry  to  spare  investors  the 
worry  of  picking  securities?  The  day 
is  approaching  when  there  will  be  as 
many  funds  to  choose  among  as  there 
are  stocks  on  the  New  York  Stock 
Exchange. 

We  can't  cure  the  proliferation,  but 
we  do  try  to  make  the  choosing  a  little 
easier.  The  table  that  begins  on  page 
130  lists  334  stock  and  balanced  funds 
that  have  been  around  long  enough 
(about  six  years)  for  us  to  assign  rat- 
ings. Following  on  page  138  are  129 
bond  funds,  each  with  at  least  $100 
million  in  assets.  These  are  shown 
with  a  new  measure  of  risk  that  puts 
the  raw  performance  numbers  in  a 
better  light. 

Well,  what  about  these  hotshot 
new  funds  with  all  the  gadgets  and 
gimmicks  that  promise  to  beat  both 
bull  and  bear  markets?  The  three- 
month-old  Dreyfus  Strategic  funds — 
Strategic  Investing  for  stocks  and 
Strategic    Income    for    bonds — are 
much  too  young  to  be  rated.  So  far 
they  have  but  $44  million  in  assets 
between  them.  But  they  are  worth  a 
closer  look,  since  they  get  to  the  heart 
of  the  matter  of  risk  and  reward.  The 
enticement  of  these  funds 
is  that  they  are  supposed 
to  keep  up  with  bull  mar- 
kets yet  have  the  tools  to 
hedge  when  the  market  is 
headed  down. 

Unlike  many  investors, 
Forbes  has  a  long  memo- 
ry. Four  years  ago  Pruden- 
tial-Bache  opened  its  Op- 
tion Growth  Fund,  with 
the  declared  strategy  of 
buying  stocks  and  stock 
futures  in  bull  markets 
and  buying  puts  when  the 
market  is  going  down.  Its 
performance  has  been  rot- 
ten, more  than  6  points  a 
year  behind  the  market. 

What  about  bonds? 
Dreyfus  Strategic  Income 
says  it  will  try  to  "en- 
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How  to  make  7%  look  like  14% 


The  Dreyfus  Strategic  Income 
Fund  says  it's  getting  14%  from 
bonds  issued  by  Sallie  Mae,  the 
student  loan  finance  agency. 
That's  an  extraordinarily  high  cou- 
pon from  such  a  creditworthy  bor- 
rower. There's  a  catch,  though. 
The  bonds  are  denominated  in 
Australian  dollars.  If  the  Austra- 
lian dollar  falls  as  fast  as  currency 
traders  expect,  when  the  bonds 
mature  Strategic  Income  will  suf- 
fer an  erosion  of  principal  that  will 
eat  up  half  the  coupon. 

The  exact  arithmetic  is  messier, 
but  in  round  numbers  it  works  like 
this.  Sallie  Mae  distributes  a  14% 
coupon  and  gets  back  7%  from  an 
anticipated  drop  in  the  Australian 
currency.  Sallie  Mae  doesn't  do 
loan  business  down  under,  and  in 
fact  is  ultimately  borrowing  in 
U.S.  dollars  and  repaying  in  U.S. 
dollars.  It  locks  in  its  7%  net  cost 
with  currency  hedges.  Why  all  the 
beating  about  the  bush?  Because, 
demand  for  high-coupon  bonds  be- 
ing what  it  is,  Sallie  Mae  is  able  to 
save  a  tad  on  its  borrowing  costs 
this  way. 

But  what's  good  for  the  astutely 
run  Sallie  Mae  is  bad  for  U.S.  inves- 
tors on  the  other  side  of  the  table. 


A  bondholder  could  hedge  his  cur- 
rency risk  by  shorting  Australian 
dollars.  But  then  he  winds  up  with 
a  plain  old  7%  bond — a  tad  worse 
than  he  could  have  gotten  from  a 
conventional  Sallie  Mae  bond. 

The  other  possibility,  of  course, 
is  that  the  bondholder  doesn't 
hedge  the  currency.  That,  says  Al- 
bert Lord,  Sallie  Mae's  chief  finan- 
cial officer,  is  equivalent  to  buying 
a  7%  U.S.  dollar  bond  and  simulta- 
neously making  a  side  speculation 
on  Aussie  dollars. 

If  the  investor  is  a  fund,  howev- 
er, there  is  a  certain  perverse  logic 
to  the  investment,  with  or  without 
a  currency  hedge.  A  fund  doing  this 
trade  would  calculate  a  "yield"  of 
14%,  while  burying  the  expected 
7%  loss  as  a  capital  loss,  a  drop  in 
net  assets  per  share. 

The  Dreyfus  fund  is  doing  just 
fine,  for  now.  Manager  Barbara 
Kenworthy  has  not  yet  hedged 
away  her  currency  exposure,  and 
since  she  bought  the  bonds  the 
Australian  dollar  has  been  much 
firmer  than  expected.  As  a  result, 
the  fund  has  been  making  not  only 
the  7%  true  yield  on  the  bond  but 
also  some  side  profits  on  its  invisi- 
ble currency  position. — W.B. 


hance  income"  yet  "limit  risk."  Con- 
sider this  dilemma:  Short-term  Trea- 
sury bills  pay  about  5%,  long-term 
Treasury  bonds  7%  to  8%.  Should 
interest  rates  shoot  up,  however, 
funds  that  buy  the  bonds  will  suffer 
murderous  capital  losses.  So  why  not 
buy  the  bonds  for  the  nicer  yield  and 
cover  your  risk  by  selling  bonds  short 
in  the  futures  market? 

Because  that  won't  get  you  any- 
where, explains  MIT  Professor  Robert 
Merton.  You'll  get  a  price  on  the  fu- 
ture just  crummy  enough  to  wipe  out 
the  yield  advantage.  "If  the  futures  on 
T  bonds  are  properly  priced,  and  you 
go  long  T  bonds  and  short  T  bond 
futures,  you're  just  going  to  end  up 
earning  the  short-term  rate,"  he  says. 

A  sample  of  recent  trades  at  the 
Dreyfus  Strategic  funds  gives  some 
hints  of  what  they  can  and  can't  ac- 
complish. Merton  doesn't  rule  out  the 
possibility  that  bond  futures  will  be 
slightly  mispriced  sometimes,  en- 
abling a  trader  to  pick  up  an  extra 
return.  But  there  are  no  free  lunches, 
only  an  occasional  hors  d'oeuvre. 

Stanley  Druckenmiller,  the  33- 
year-old  manager  of  Strategic  Invest- 
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ing,  is  telling  how  he  can  beat  the 
market.  The  other  day,  he  says,  he 
sold  short  some  puts  on  the  S&P's 
100.  That's  a  way  of  "simulating"  a 
long  position,  he  says — of  being  bull- 
ish on  stocks. 

"It  is  mathematically  true,"  he 
says,  "that  if  we  hold  these  put  [posi- 
tions] until  they  expire,  what  they  are 
simulating  will  have  outperformed 
the  S&P's  100."  Suppose,  he  says,  the 
put  exercise  price  is  240  when  the 
underlying  stocks  are  trading  at  236. 
The  value  of  the  put,  if  exercised  im- 
mediately, is  $4.  But  he'll  get  a  little 
extra,  more  like  $5.50,  when  he  sells 
the  put.  The  $1.50  is  gravy.  So  he'll 
beat  the  fellow  who  bought  the  stocks 
the  old-fashioned  way,  he  says. 

Really?  Is  the  rest  of  Wall  Street 
that  dumb?  Not  quite.  True,  over  a 
wide  range  of  possible  outcomes 
Druckenmiller  comes  out  ahead.  But 
not  all.  What  if  stocks  shoot  up  from 
236  to  250  before  the  puts  expire 
(which  is  just  what  happens  after  our 
interview)?  Then,  Druckenmiller 
concedes,  he  could  come  out  behind. 
He  has  his  $5.50,  but  he's  missed  a 
much  larger  gain.  Moral:  There  are  no 


free  lunches.  Nor  are  there  any  certi- 
fied geniuses  who  have  shown  an  abil- 
ity to  call  bull  and  bear  markets  year 
after  year. 

Barbara  Kenworthy,  the  41 -year-old 
manager  of  Strategic  Income,  the 
bond  fund,  aims  to  get  a  10%  yield 
before  expenses  on  fairly  safe  bonds — 
not  easy  when  safe  bonds  are  paying 
much  less.  How  is  she  doing  that?  On 
New  Year's  Eve  a  spike  in  overnight 
money  rates  enabled  her  to  get  20% 
interest  on  a  fourth  of  her  assets  for 
two  days.  Nice  move,  but  it  will  add 
only  about  0.02%  to  her  annual  per- 
formance. No,  the  big-ticket  item  on 
her  way  to  10%  is  some  14%  Austra- 
lian-dollar bonds  (see  box).  Why  do 
those  bonds  carry  so  high  a  yield? 
Because  of  the  currency  risk  in  the 
Australian  dollar.  Strip  away  the  com- 
plexity, and  Kenworthy  is  simply 
speculating  on  currency  futures.  Is 
this  what  a  bond  fund  investor  wants? 

Yes,  "sophisticated"  trading  strate- 
gies can  deliver  profits  from  occasion- 
al pricing  disparities.  But  these  Drey- 
fus funds  levy  a  3%  upfront  load,  plus 
a  0.25%  annual  marketing  fee.  Ken- 
worthy and  Druckenmiller  are  going 
to  have  to  work  hard  to  keep  the  in- 
vestor even.  They  may  end  up  making 
more  money  for  brokers  and  their 
sponsors  than  for  their  investors. 

Considering  how  difficult  it  is  for 
most  professionals  to  match  the  mar- 
ket, let  alone  beat  it,  our  advice  is 
stodgy  but  sound:  Keep  it  simple. 
Trust  proven  managements,  not 
trumpeted  gimmicks.  Distrust  prom- 
ises of  miracles — in  particular,  any- 
thing that  purports  to  enhance  perfor- 
mance and  reduce  risk  at  the  same 
time.  On  the  following  pages,  Forbes 
updates  its  annual  mutual  fund  rank- 
ings to  help  readers  pick  the  best  con- 
sistent performers.  ■ 


Fund  Ratings 


Stock  and  balanced  funds 


On  these  pages  are  334  mutual  funds  with  at  least  $10 
million  in  assets  rated  by  Forbes  on  the  basis  of  their 
performance  to  Dec.  31,  1986.  Stock  funds  and  balanced 
funds,  although  listed  together,  were  evaluated  and  ranked 
separately  in  the  grading  process.  To  be  rated,  a  fund  must 


go  back  at  least  two  full  market  cycles — that  is,  to  Nov.  30, 
1980.  Funds  that  have  been  around  for  the  full  evaluation 
period,  which  starts  Sept.  30,  1976,  are  graded  over  three 
market  cycles.  Raw  data  are  from  CDA  Investment  Tech- 
nologies in  Bethesda,  Md. 


Fund 

Performance  in 
UP  DOWN 
— markets — 

12-month 
total 
return 

ABT  Growth  &  Income  Trust 

C 

D 

16  S% 

ABT  Utility  Income  Fund 

D 

B 

18.3 

Acorn  Fund 

B 

A 

16.7 

Adams  Express 

D 

B 

16.0 

Affiliated  Fund 

C 

B 

22.9 

Afuture  Fund 

B 

C 

-5.9 

Alpha  Fund 

C 

B 

13.1 

AMA  Growth  Fund 

D 

B 

11.0 

Amcap  Fund 

B 

A 

15.6 

American  Balanced  Fund 

C 

B 

16.8 

American  Capital  Comstock  Fund 

c 

A  + 

13.5 

American  Capital  Convertible  Sees 

A 

B 

15.1 

American  Capital  Enterprise  Fund 

A 

D 

10.2 

American  Capital  Harbor  Fund 

A  + 

D 

13.4 

American  Capital  Pace  Fund 

B 

A  + 

10.8 

American  Capital  Venture  Fund 

B 

A 

4.4 

American  Growth  Fund 

D 

A 

6.3 

American  Investors  Fund 

B 

D 

-1.7 

American  Leaders  Fund 

D 

B 

14.6 

American  Mutual  Fund 

D 

A 

18.4 

American  National  Growth  Fund 

B 

B 

10.9 

American  National  Income  Fund 

D 

A 

8.0 

AMEV  Capital  Fund 

A 

C 

21.5 

AMEV  Growth  Fund 

A  + 

c 

19.5 

Analytic  Optioned  Equity  Fund 

D 

A 

10.5 

Armstrong  Associates 

B 

D 

11.3 

ASA  Limited 

A 

C 

89.5 

Axe-Houghton  Fund  B 

B 

D 

23.1 

Axe-Houghton  Stock  Fund 

B 

F 

10.9 

David  L.  Babson  Growth  Fund 

D 

D 

18.8 

Bailarci  Biehl  &  Kaiser  Intl 

C 

C 

61.7 

Baker,  Fentress  &  Co  - 

B 

B 

9.6 

Bancroft  Convertible  l  and 

A 

D 

12.4 

Boston  Co  Capita!  Appreciation 

C 

C 

22.5 

Bull  &  Bear  Capital  Growth  Fund 

B 

D 

3.6 

Bullock  Balanced  Shades 

C 

C 

19.0 

Bullock  Dividend  Shares 

D 

c 

21.3 

Bullock  Growth  Shares 

C 

C 

15.7 

Note:  Funds  included  if  they  had  ever  J  .  o  million  in  net  assets  on  Sept.  30,  1986 


Fund 

Performance  in 
UP  DOWN 
— markets — 

12-month 
total 
return 

Canadian  Fund 

D 

D 

2.7% 

Cardinal  Fund 

C 

B 

19.3 

Castle  Convertible  Fund 

C 

A 

6.1 

Central  Securities 

B 

D 

8.8 

Century  Shares  Trust 

D 

A 

9.4 

Charter  Fund 

B 

B 

17.6 

Chemical  Fund 

C 

D 

11.5 

Cigna  Growth  Fund 

C 

D 

12.6 

Claremont  Capital 

B 

A  + 

13.5 

Colonial  Fund 

B 

D 

21.5 

Colonial  Growth  Shares 

B 

D 

19.1 

Colonial  Option  Income  I 

F 

B 

4.5 

Columbia  Growth  Fund 

A 

C 

6.8 

Commerce  Income  Shares 

C 

C 

10.4 

Commonwealth  Indenture  A  &  B 

D 

A 

!3.9 

Commonwealth  Indenture  C 

F 

B 

12.3 

Composite  Bond  &  Stock  Fund 

C 

D 

14.1 

Composite  Growth  Fund 

D 

B 

19.7 

Constellation  Growth  Fund 

A  + 

F 

27.8 

Convertible  Yield  Securities 

B 

D 

4.6 

Corp  Leaders  Trust  Fund  Series  B 

D 

C 

26.0 

Country  Capital  Growth  Fund 

C 

D 

8.4 

Dean  Witter  Industry- Valued  Sees 

C 

C 

16.1 

Decatur  Income  Fund 

D 

A 

21.9 

Delaware  Fund 

D 

B 

11.0 

Delta  Trend  Fund 

B 

B 

5.3 

deVegh  Mutual  Fund 

C 

D 

8.2 

Dodge  &  Cox  Balanced  Fund 

B 

D 

19.1 

Dodge  &  Cox  Stock  Fund 

C 

C 

18.8 

Drexel  Burnham  Fund 

C 

B 

22.0 

Dreyfus  Convertible  Securities 

C 

C 

24.3 

Dreyfus  Fund 

D 

B 

16.3 

Dreyfus  Growth  Opportunity  Fund 

A 

C 

15.0 

Dreyfus  Leverage  Fund 

B 

B 

is  x 

Dreyfus  Third  Century  Fund 

B 

C 

4.6 

Eaton  &  Howard  Stock  Fund 

D 

C 

15.6 

Eaton  Vance  Growth  Fund 

C 

B 

10.5 

Eaton  Vance  Income  Fund  of  Boston 

D 

B 

14.9 

and  have  been  in  existence  since  11/30/80. 
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  Call  T.  Rowe  Price  for 

IRA  answers  now! 


Get  the  facts  and  the  funds  for  1986  and  beyond. 
Call  the  IRA  Answer  Line:  1-800-1 RA-5000 


If  you're  confused  about  the  new  IRA  rules, 
you're  not  alone.  Call  the  T.  Rowe  Price  IRA 
specialists.  We'll  help  you  understand  how  the 
changing  tax  rules  may  affect  you  and  your  IRA 
investments  now  and  in  the  future. 
For  1986,  get  a  $2,000  deduction! 
For  1986  tax  year,  you  can  still  contribute  to 
your  IRA  and  take  up  to  a  $2,000  deduction, 
regardless  of  your  tax  bracket  or  other  retire- 
ment plans. 

For  1987  and  beyond,  get  the  facts! 

Starting  with  tax  year  1987,  the  rules  change. 
However,  it  is  estimated  that  over  75%  of 
investors  will  still  be  eligible  for  either  a  total 
or  partial  deduction  for  IRA  contributions. 
The  T.  Rowe  Price  IRA  specialists  can  tell  you 
how  you  may  be  affected. 

Benefit  from  the 
opportunity  for 
tax-deferred 
compounding! 

Whether  you  can  deduct  or 
not,  the  powerful  advan- 
tages of  tax-deferred  com- 
pounding of  earnings  and 
specialists  can  give  you        capital  gains  in  an  IRA 
the  answers  you  need.         haven't  changed  at  all.  This 
means  that  your  money  could  grow  faster  in  an 
IRA  than  it  would  in  a  taxable  account.  And  the 
longer  you  invest  in  your  IRA,  the  greater  this 
advantage  can  be.* 
We'll  make  IRAs  easy 
Our  IRA  specialists  can  help  you  choose  the 
investments  that  match  your  needs  for  safety, 
income  and  growth.  And  we  give  you  a  wide 
range  of  services,  including  reinvestment  of 
dividends,  free  exchange  among  T.  Rowe  Price 
funds,  Discount  Brokerage  for  Self-Directed 
IRAs  and  automatic  payroll  deduction  plans, 
among  others. 

Need  help  opening  or  transferring  your 
IRA?  Call  us! 

Our  service  specialists  can  tell  you  everything 
you  need  to  know  about  opening  an  IRA,  or 
transfers  and  rollovers.  Just  return  the  coupon, 


Call  the  IRA  Answer  Line: 
1-800-IRA-5000 


Choose  from  15  no-load  funds 

T.  Rowe  Price  is  a  leader  in  offering  mutual  funds 
for  retirement  investing.  This  IRA  season  we  offer 
15  funds  with  safety,  income  or  growth  objectives, 
which  may  be  appropriate  for  your  IRA.  Each  fund 
has  a  low  $500  initial  minimum  investment,  and 
no  sales  charges. 

Safety:      Prime  Reserve  Fund 

U.S.  Treasury  Money  Fund 

Income:    International  Bond  Fund 
High  Yield  Fund 
New  Income  Fund 
Short-Term  Bond  Fund 
Equity  Income  Fund 
GNMA  Fund 

Growth:    Capital  Appreciation  Fund 
Growth  and  Income  Fund 
Growth  Stock  Fund 
New  Horizons  Fund 
New  Era  Fund 
International  Stock  Fund 
New  America  Growth  Fund 


or  call  the  IRA  Answer  Line  toll  free  week- 
days 8:30  am  to  8:00  pm,  Sundays  10:00  am 
to  4:00  pm  EST:  1-800-1 RA-5000. 


Send  for  your  free  updated 
IRA  Planning  Kit 

Mail  to:  T.  Rowe  Price 
100  E.  Pratt  St.,  Baltimore,  MD  21202 
Send  me  your  free  IRA  Planning  Kit  and 
a  prospectus  for  the  fund(s)  indicated 
below,  with  more  complete  information, 
including  management  fees  and  other  charges 
and  expenses.  I  will  read  them  carefully  before 
I  invest  or  send  money. 


Please  fill  in  fund  name(s). 

[  1  Send  information  on  Discount  Brokerage 


Name 


Address 


City 


State  Zip  R732 


T.RoweFticejSl 

Invest  With  Confidence 


*0f  course,  investment  results  are  not  guaranteed.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC. 


Fund  Ratings 


Stock  and  balanced  funds 


Fund 

Performance  in 
UP  DOWN 
— markets — 

12-month 
total 
return 

Performance  in 
UP  DOWN 
Fund                                           — markets — 

12-month 
total 
return 

Eaton  Vance  Investors  Fund 

B 

c 

8.9% 

General  Securities 

D 

c 

9.0% 

Eaton  Vance  Special  Equities  Fund 

B 

B 

-1.6 

Golconda  Investors 

D 

D 

35.0 

Energy  Fund 

c 

c 

10.2 

Greenway  Fund 

B 

D 

9.7 

Engex 

A 

D 

O.O 

Growth  Fund  of  America 

A 

A 

i  o.u 

Evergreen  Fund 

A  + 

B 

Growth  Industry  Shares 

B 

C 

Q  1 

y.  i 

Evergreen  Total  Return  Fund 

c 

A 

20.2 

GT  Global  Growth  Funds-Pacific 

F 

A 

70.0 

Fairfield  Fund 

A 

F 

3.5 

Guardian  Mutual  Fund 

B 

B 

11.9 

Farm  Bureau  Growth  Fund 

D 

c 

9.5 

Guardian  Park  Ave  Fund 

B 

B 

18.1 

Federated  stock  &  Bond  fund 

D 

B 

lo.o 

Hamilton  Funds 

C 

D 

ly  .o 

Fidelity  Contrafund 

C 

D 

IZ.o 

John  Hancock  Growth  Trust 

A 

F 

lo.o 

Fidelity  Destiny  Portfolio  I 

B 

A 

17.6 

Hartwell  Growth  Fund 

A 

D 

24.4 

Fidelity  Discoverer  Fund 

B 

C 

15.1 

Hartwell  Leverage  Fund 

A  + 

D 

19.3 

Fidelity  Equity-Income  Fund 

c 

A 

16.8 

IDS  Equity  Plus 

C 

D 

18.1 

Fidelity  Fund 

c 

c 

1  £  A 

IDS  Growth  Fund 

A  + 

C 

1  o 

iy.D 

Fidelity  Magellan  Fund 

A  + 

A 

lit. 

IDS  Mutual 

C 

C 

Li  .O 

Fidelity  Puritan  Fund 

D 

A 

20.8 

IDS  New  Dimensions  Fund 

A 

C 

19.1 

Fidelity  Trend  Fund 

B 

D 

13.5 

IDS  Progressive  Fund 

C 

B 

9.9 

Financial  Dynamics  Fund 

c 

B 

5.8 

IDS  Stock  Fund 

D 

C 

19.6 

Financial  Industrial  Fund 

c 

c 

o.Z 

Income  Fund  of  America 

D 

A 

t  ^  i 

Financial  Industrial  Income  Fund 

D 

A 

1  A  A 
14.0 

International  Investors 

A 

C 

First  Investors  Discovery  Fund 

c 

c 

-14.7 

Investment  Company  of  America 

c 

B 

21.3 

First  Investors  Fund  for  Growth 

B 

D 

-5.3 

Investment  Trust  of  Boston 

c 

F 

11.9 

First  Investors  Natural  Resources 

D 

F 

-18.7 

Investors  Research  Fund 

A  + 

D 

28.3 

First  Investors  Option  Fund 

F 

A 

Z  1 

O.l 

ISI  Growth  Fund 

F 

A 

—  l.o 

44  wan  street  runu 

A 

C 

--lo.o 

ISI  Trust  Fund 

F 

A  + 

O.l 

Founders  Equity  Income  Fund 

F 

A 

14.5 

Ivy  Growth  Fund 

c 

B 

16.8 

Founders  Growth  Fund 

B 

D 

19.3 

Janus  Fund 

B 

A 

11.2 

Founders  Mutual  Fund 

c 

D 

16.8 

Japan  Fund 

D 

A 

67.5 

Founders  Special  Fund 

A 

c 

18.9 

JP  Growth  Fund 

D 

B 

13.9 

rrrt  v-dpiia!  runu 

D 

D 

12.  o 

Kemper  Growth  Fund 

A 

D 

1  T  A 

FPA  Paramount  Fund 

D 

A 

5.5 

Kemper  Option  Income  Fund 

F 

A 

2.5 

Franklin  Custodian  Dynatech 

B 

D 

-5.8 

Kemper  Summit  Fund 

A 

c 

13.9 

Franklin  Custodian-Growth 

D 

c 

14.7 

Kemper  Total  Return  Fund 

A  + 

D 

17.5 

Franklin  Custodian— Income 

C 

A 

19.3 

Keystone  Custodian  K-l 

D 

C 

16.0 

naiuiiiu  \^usiuuian— vJiniiies 

D 

A  + 

23.7 

Keystone  Custodian  K-2 

C 

D 

21.3 

Franklin  Equity  Fund 

B 

C 

19.0 

Keystone  Custodian  S-l 

D 

D 

16.4 

Franklin  Gold  Fund 

A 

C 

30.7 

Keystone  Custodian  S-3 

B 

D 

15.0 

Franklin  Option  Fund 

D 

B 

7.6 

Keystone  Custodian  S-4 

A 

D 

7.6 

Fund  of  America 

C 

B 

6.6 

Keystone  International  Fund 

D 

C 

47.9 

Fund  of  the  Southwest 

B 

C 

-1.6 

Keystone  Precious  Metals  Holdings 

A 

c 

39.9 

Fundamental  Investors 

D 

B 

21.8 

Lehman  Capital  Fund 

A 

B 

13.9 

Gateway  Option  lucorce  Fund 

F 

B 

12.6 

Lehman  Corp 

C 

C 

14.4 

General  America:  1 

A 

C 

10.0 

Lehman  Investors  Fund 

C 

C 

14.6 

I  Note:  Funds  included  it 

| 

i 

S10  million  in  net  assets  on  Sept.  30,  1986  and  have  been  in  existence  since  11/30/80. 
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Morgan  Grenfell  Group  pic 

and 

C.  J.  Lawrence  &  Company,  Inc. 

are  pleased  to  announce  that 


Morgan  Grenfell  Group  pic 

has  completed  the  acquisition  of 

C.  J.  Lawrence  &  Company,  Inc. 

and  its  wholly  owned  subsidiary 

Cyrus  J.  Lawrence  Incorporated 


Morgan  Grenfell  Group  Offices  in: 

Adelaide  Athens  Auckland  Bogota  Cairo  Caracas  Edinburgh  Frankfurt 
Geneva  Grand  Cayman  Guernsey  Hong  Kong  Jersey  London  Madrid 
Melbourne  Milan  Moscow  Nairobi  New  Delhi  New  York  Paris  Perth  Quito 
Rio  de  Janeiro  Santiago  Singapore  Stockholm  Sydney  Tokyo 


December  30,  1986 


Fund  Ratings 


Stock  and  balanced  funds 


Fund 

Performance  in 
UP  DOWN 
— markets — 

1  O  _  m  on  t  \t 
1  ^~II1UUI.I1 

total 
return 

Lehman  Opportunity  Fund 

D 

R 
D 

6.4% 

Lepercq-Istel  Fund 

p 

LJ 

8.2 

Lexington  Growth  Fund 

D 
D 

c 

20.6 

Lexington  Research  Fund 

p 

c 

20.2 

Lindner  Fund 

D 

A  + 

13.8 

Loomis-Sayles  Capital  Development 

A 
/\ 

D 
D 

27.6 

Loomis-Sayles  Mutual  Fund 

D 
D 

24.9 

Lord  Abbett  Developing  Growth 

u 

D 

LJ 

0.4 

Mairs  &  Power  Growth  Fund 

p 

11.5 

Manhattan  Fund 

B 

c 

17.0 

Horace  Mann  Growth  Fund 

p 

LJ 

12.1 

Mass  Capital  Development  Fund 

A 

A 

D 
D 

6.1 

Mass  Financial  Development  Fund 

D 

LJ 

13.1 

Mass  Financial  Total  Return  Trust 

u 

D 

/~> 

19.9 

Mass  Investors  Growth  Stock  Fund 

B 

12.5 

Mass  Investors  Trust 

p 

LJ 

17.6 

Mathers  Fund 

ti 

D 

D 

12.9 

Medical  Technology  Fund 

A 

A 

LJ 

15.3 

Meeschaert  Capital  Accumulation 

r 

A 

13.7 

Merrill  Lynch  Basic  Value  Fund 

c 

B 

1 7.2 

Merrill  Lynch  Capital  Fund 

D 

n 

D 

19.5 

Merrill  Lynch  Equi-Bond  I  Fund 

r 

n 
D 

11.3 

Merrill  Lynch  Pacific  Fund 

D 

A 

77.9 

Merrill  Lynch  Special  Value 

B 

D 

1.7 

MidAmerica  High  Growth  Fund 

£) 

g 

8.7 

Mid  America  Mutual  Fund 

D 

B 

11.7 

Mutual  Benefit  Fund 

D 

c 

22.3 

Mutual  of  Omaha  Growth  Fund 

D 

D 

15.9 

Mutual  of  Omaha  Income  Fund 

F 

B 

9.3 

Mutual  Qualified  Income  Fund 

A 

16.9 

Mutual  Shares  Corp 

C 

A  + 

16.9 

National  Aviation  &  Technology 

C 

C 

15.3 

National  Growth  Fund 

Q 

p 

15.5 

National  Industries  Fund 

D 

D 

9.7 

National  Stock  Fund 

D 

C 

15.3 

National  Total  Income  Fund 

B 

A 

22.2 

National  Total  ReturoTund 

A 

C 

19.2 

Nationwide  Fund 

D 

B 

17.5 

Nationwide  Growth  Fund 

C 

B 

18.2 

Neuwirth  Fund 

A 

F 

8.1 

New  England  Eqa 

A 

21.9 

New  England  G; 

A 

B 

18.3 

New  England  Retirement  Eqi 

C 

B 

23.4 

Fund 

Performance  in 
UP  DOWN 
— markets — 

1  O  ivi.inlk 

i  z-montn 
total 
return 

New  Perspective  Fund 

Q 

B 

26.8% 

New  York  Venture  Fund 

A 

Q 

22.8 

Newton  Growth  Fund 

B 

rj 

9.1 

Niagara  Share  Corp 

A 

F 

1 1.4 

Nicholas  Fund 

B 

A  + 

1 1.7 

North  Star  Regional  Fund 

B 

Q 

22.8 

North  Star  Stock  Fund 

B 

12.9 

Northeast  Investors  Growth 

B 

Q 

24.3 

Nova  Fund 

7.7 

Omega  Fund 

B 

D 

12.2 

One  Hundred  Fund 

B 

fj 

20.0 

Oppenheimer  AIM  Fund 

A  + 

fj 

46.4 

Oppenheimer  Directors  Fund 

4.5 

Oppenheimer  Equity  Income  Fund 

Q 

B 

15.8 

Oppenheimer  Fund 

B 

F 

2.2 

Oppenheimer  Premium  Income 

p 

A 

1.2 

Oppenheimer  Special  Fund 

B 

B 

15.1 

Oppenheimer  Time  Fund 

A 

Q 

19.1 

Over-the-Counter  Securities  Fund 

B 

A 

5.4 

Partners  Fund 

B 

A 

17.3 

Pax  World  Fund 

D 

Q 

8.4 

Penn  Square  Mutual  Fund 

£) 

q 

12.9 

Pennsylvania  Mutual  Fund 

B 

A 

10.9 

Petroleum  &  Resources  Corp 

B 

L") 

14.4 

Philadelphia  Fund 

C 

C 

8.4 

Phoenix  Convertible  Fund 

£) 

A 

17.4 

Pilgrim  MagnaCap  Fund 

£) 

B 

16.8 

Pilot  Fund 

Q 

pj 

10.6 

Pine  Street  Fund 

P 

p 

14.3 

Pioneer  Fund 

c 

C 

1 1.7 

Pioneer  II 

B 

A 

12.3 

T  Rowe  Price  Growth  Stock  Fund 

p 

L  > 

21.7 

T  Rowe  Price  International  Fund 

Q 

B 

60.6 

T  Rowe  Price  New  Era  Fund 

A 

D 

16.2 

T  Rowe  Price  New  Horizons  Fund 

A 

C 

-0.1 

Princor  Capital  Accumulation  Fund4 

D 

A 

11.8 

Princor  Growth  Fund5 

B 

D 

13.0 

Provident  Fund  for  Income 

D 

A  + 

12.4 

Putnam  Convertible  Income-Growth 

D 

A 

15.7 

Putnam  Energy-Resources  Trust 

D 

D 

-2.3 

Putnam  Fund  for  Growth  &  Income 

C 

B 

21.9 

George  Putnam  Fund  of  Boston 

B 

C 

18.8 

Putnam  International  Equities 

C 

B 

38.0 

Note:  Funds  included  if  they  1 
'Formerly  NEL  Equity  Fund 
^Formerly  NEL  Retirement  Ec 


510  million  in  net  assets  on  Sept.  30,  1986  and  have  been  in  existence  since  11/30/80. 
■  NEL  Growth.  4Formerly  BLC  Capital  Accumulation. 

'Formerly  BLC  Growth 
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For  198] 

the  President 
gave  real  estate 

investors  several 
more  reasons  to 


callus. 


Sound  principles  that  make  bring  the  strength  of  quality 
economic  sense.  performance. 


When  President  Reagan  selection  and  management  in- 
signed  the  Tax  Reform  Act  of  eluding  appraisal,  acquisition. 
1986,  he  brought  the  real  estate  disposition,  leasing,  counseling 
industry  back  to  its  basic  and  financing, 
principles.  To  all  these  disciplines  we 


Those  are  the  basics  upon  So  if  you're  concerned  about 

which  Cushman  &  Wakefield  the  quality  of  your  real  estate 

was  founded.  And  that  have  investments,  join  those  who  are 

guided  us  for  over  70  years  of  calling  on  Cushman  &  Wakefield, 
providing  our  clients  with  a  For  the  quality  you  get  only 

wide  array  of  services  in  asset  from  the  leader. 


mm 


A  ROCKEFELLER  GROUP  COMPANY 


Business  America's  Real  Estate  Firm. 


Fund  Ratings 


Stock  and  balanced  funds 


Fund 

Performance  in 
UP  DOWN 
— markets — 

12-month 
total 
return 

Putnam  Investors  Fund 

B 

D 

15.0% 

Putnam  Option  Income  Trust 

F 

B 

11.7 

Putnam  Vista  Basic  Value 

B 

B 

19.4 

Putnam  Voyager  Fund 

A 

C 

20.2 

Quasar  Associates 

A  T 

11.4 

Quest  for  Value  Fund 

B 

A 

14.3 

Safeco  Equity  Fund 

C 

c 

12.6 

Safeco  Growth  Fund 

B 

B 

1.8 

Safeco  Income  Fund 

D 

B 

20.0 

Scudder  Capital  Growth  Fund 

A 

A 

L  ) 

16.5 

Scudder  Development  Fund 

B 

B 

7.6 

Scudder  Growth  &  Income  Fund 

B 

D 

17.8 

Scudder  International  Fund 

C 

B 

50.5 

Security  Equity  Fund 

A 

D 

13.1 

Security  Investment  Fund 

LJ 

Kt 

11.6 

Security  Ultra  Fund 

A 

D 

5.1 

Selected  American  Shares 

D 

B 

17.0 

Selected  Special  Shares 

C 

D 

7.4 

Seligman  Capital  Fund 

A 

D 

18.3 

Seligman  Common  Stock  Fund 

D 

n 

\^ 

22.1 

Seligman  Growth  Fund 

B 

D 

16.5 

Seligman  Income  Fund 

D 

B 

17.0 

Sentinel  Balanced  Fund 

D 

B 

19.0 

Sentinel  Common  Stock  Fund 

D 

A 

23.7  ^! 

Sentinel  Growth  Fund 

A 

D 

12.9 

Sentry  Fund 

B 

C 

15.1 

Sequoia  Fund 

D 

A  + 

12.6 

Shearson  Appreciation  Fund 

B 

B 

20.0 

Sigma  Capital  Shares 

B 

B 

11.4 

Sigma  Investment  Shares 

D 

B 

25.3 

Sigma  Special  Fund 

B 

C 

16.5 

Sigma  Trust  Shares 

D 

B 

18.3 

Sigma  Venture  Shares 

A 

B 

5.3 

Smith  Barney  Equity  Fund 

B 

C 

16.2 

Smith  Barney-Income  &  Growth 

D 

A 

21.3 

Sogen  International  Vund 

C 

A 

25.1 

Source  Capital 

C 

A  + 

13.7 

Sovereign  Investors 

D 

A 

21.9 

State  Bond  Common  Stock  Fund 

C 

D 

13.9 

Slate  Bond  Diversified  Fund 

D 

C 

19.8 

State  Street  Investment  Corp 

c 

12.0 

Steadman  Associated  l  and 

F 

B 

2.8 

Stein  Roe  &  Farnhan;  Capital  Opp 

A  + 

D 

16.8 

Fund 

Performance  in 
UP  DOWN 
— markets — 

12-month 
total 
return 

Stein  Roe  &  Farnham  Stock  Fund 

A 

ri 

C 

r 

1 7.4% 

SteinRoe  Special  Fund 

A 
/\ 

14.8 

SteinRoe  Total  Return  Fund 

A 

B 

r 

16.9 

SteinRoe  Universe  Fund 

D 
D 

LJ 

13.2 

Strategic  Investments  Fund 

A 

F 

28.3 

Stratton  Growth  Fund 

f 

V— 

11.8 

Stratton  Monthly  Dividend  Shares 

LJ 

A  -l- 
A  T 

20.4 

Surveyor  Fund 

R 

LJ 

14.0 

Technology  Fund 

D 
D 

LJ 

14.2 

Templeton  Growth  Fund 

c 

A 

21.3 

Templeton  World  Fund 

c 

n 

17.9 

Transatlantic  Fund 

LJ 

51.7 

Tri-Continental  Corp 

D 
D 

LJ 

22.3 

Tudor  Fund 

A 

D 
D 

12.4 

20th  Century  Growth  Investors 

A  + 

c 

19.4 

20th  Century  Select  Investors 

A  -t- 
A  t 

D 
D 

20.7 

Unified  Mutual  Shares  Fund 

LJ 

c 

11.6 

United  Accumulative  Fund 

17.5 

United  Continental  Income  Fund 

A 

A 

18.5 

United  Income  Fund 

c 

B 

22.3 

United  International  Growth 

n 

D 

28.8 

United  Science  &  Energy  Fund 

LJ 

18.1 

United  Services-Gold  Shares  Fund 

A 

A 

37.5 

US  Trend  Fund 

D 

D 
D 

9.4 

'  United  Vanguard  Fund 

B 

B 

17.7 

USAA  Mutual-Growth  Fund 

V_, 

LJ 

9.8 

Value  Line  Fund 

D 
D 

D 

16.7 

Value  Line  Income  Fund 

LJ 

A 
A 

16.3 

Value  Line  Leveraged  Growth  Inv 

D 

D 

A 
A 

23.3 

Value  Line  Special  Situations 

B 

5.1 

Vance,  Sanders  Special  Fund 

A 

A 

-5.5 

Vanguard  Explorer  Fund 

A 

A 

D 
D 

-8.7 

Vanguard  Index  Trust 

c 

rS 

LJ 

16.9 

Vanguard  WL  Morgan  Growth  Fund 

B 

c 

7.8 

Vanguard  Naess  &  Thomas  Special 

B 

c 

0.1 

Vanguard  Qualified  Dividend  I 

D 

A  + 

21.6 

Vanguard  Trustees'  Commingled-US 

C 

c 

15.6 

Vanguard  Wellesley  Income  Fund 

D 

A 

18.4 

Vanguard  Wellington  Fund 

B 

D 

18.2 

Vanguard  Windsor  Fund 

C 

A 

20.2 

Washington  Mutual  Investors 

D 

A 

22.5 

Weingarten  Equity  Fund 

A  + 

C 

24.4 

WPG  Fund 

A 

D 

11.5 

Note:  Funds  Included  il  they  had  over  $I0  million  in  net  assets  on  Sept.  30,  1986  and  have  been  in  existence  since  11/30/80. 
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Do  Not  Attempt  Without 
CompuServe. 


Get  all  the  facts  as  fast  as 
the  experts  do  before  you 
try  to  tame  the  market. 

Without  accurate,  up-to-the-minute 
data  you  can  easily  get  taken  for  a  ride  on 
Wall  Street.  That's  why  it's  important  to  get 
your  hands  on  CompuServe.  The  fastest, 
most  reliable  source  of  comprehensive 
financial  data  available. 

Now,  just  like  Wall  Street's  most  pres- 
tigious firms,  you  can  check  out  a  tip  or 
find  a  hot,  money-making  lead  in  a  matter 
of  seconds.  Investigate  any  area  of  interest. 
Or  scan  CompuServe's  financial  news 
highlights  to  find  new  areas  to  investigate. 
Including. . . 

Continuously  updated  quotes  on  over 
10,000  issues. 

MicroQuote  II — 12  years  of  daily 
historical  prices,  along  with  dividends, 
splits,  distributions  and  interest  payments 
on  more  than  90,000  stocks,  bonds, 
mutual  funds,  options,  foreign  exchange 
rates  and  hundreds  of  market  indexes. 


Graph  trends  quickly  online.  Review 
your  portfolio  performance,  investigate 
returns  in  bull  and  bear  markets.  Screen 
for  stocks  to  buy,  or  transfer  prices  and 
dividends  to  your  microcomputer  for 
detailed  analysis. 

Standard  &  Poor's  descriptive  informa- 
tion on  over  3,000  companies. 
Value  Line  Data  Base  II — extensive, 
fundamental  data  for  analyzing  the  perfor- 
mances of  over  1,800  major  corporations. 

Disclosure  II — descriptive  and  financial 
information  from  the  SEC  filings  and 
annual  reports  of  over  8,500  companies. 

Institutional  Broker's  Estimate  System 

(1/B/E/S) — earnings  projections  from 
top  research  analysts  on  over  3,000  widely 
followed  companies. 

You  can  also  research  technical  market 
trends,  review  economic  projections  and 
high-powered  market  analyses.  Get  expert 
advice  on  retirement,  financial  planning, 
managed  accounts,  taxes  and  insurance. 
Evaluate  your  own  portfolio,  even  connect 
to  a  variety  of  at-home  banking  and 
brokerage  services. 


And  all  this  comes  with  CompuServe's 
base  of  news,  weather,  telecommunications, 
special  interest  and  entertainment  services. 

Compare  CompuServe's  rates  to  the 
cost  of  expensive  floppy-based  sources. 
Compare  our  up-to-the-minute  delivery 
to  time-consuming  publication  research. 
Compare  the  depth  and  breadth  of  our 
virtually  infinite  databases  to  any  other 
source  of  investment  information. 

Then  see  your  nearest  computer 
dealer  for  a  CompuServe  Subscription 
Kit.  Suggested  retail  price  is  only  $39.95 
and  includes  $25  of  online  time. 

For  more  information  or  to  order  direct, 
call  or  write: 

CompuServe 


Information  Services 
RO.  Box  20212 
5000  Arlington  Centre  Blvd. 
Columbus,  OH  43220 


800-848-8199   

In  Ohio,  call  614-457-0802  | 
 milium  I 

An  H&R  Block  Company 


Fund  Ratings 


Bond  and  preferred  stock  funds 


Please  resist  the  temptation  to  read  the  yield  column  first. 
It  is  one  of  the  first  things  people  want  to  know  about  a 
bond  fund.  But,  taken  out  of  context,  this  information  can 
be  harmful  to  your  investment  health. 

Consider,  for  example,  the  American  Capital  High  Yield 
Investment  Fund.  Bond  fund  buyers  who  shop  for  income 
might  think  this  is  a  terrific  investment.  Its  income  divi- 
dends last  year  came  to  a  rich  13.7%  of  year-end  net  assets. 

But  what  does  it  profit  an  investor  to  gain  a  big  yield  and 
lose  his  principal?  Look  at  the  total  return  column.  That 
column  is  the  real  bottom  line.  It  combines  interest  yield 
with  capital  gains  or  losses.  American  Capital  High  Yield 
had  a  total  return  last  year  of  6.7% — meaning  it  lost  a 
chunk  of  its  investors'  capital.  If  you  started  with  $1,000 
and  reinvested  dividends  at  the  end  of  every  month  you 
were  $67  ahead  at  year-end.  Pretty  lousy  during  a  bull 
market  for  bonds. 

There's  a  thriving  business  these  days  in  pumping  up 
yields  on  funds.  What  the  funds  are  doing,  in  effect,  is 
taking  away  some  of  your  principal  and  handing  it  back  to 
you  and  calling  it  income.  There  are  a  lot  of  ways  to  play 
this  game,  from  buying  junk  bonds  to  buying  U.S.  bonds 
with  goofy  foreign-currency  provisions  (see  box,  p.  129). 


r 


Fund 

— 12  months- 
total 

return  yield 

Interest 
rate 
risk 

Alliance  Bond  Fund-High  Yield 

11.0% 

13.6% 

Alliance  Bond  Fund-US  Govt 

10.0 

11.2 

Alliance  Mortgage  Sees  Income 

11.1 

10.9 

low 

American  Capital  Bond  Fund 

10.2 

9.7 

American  Capital  Corp  Bond 

11.4 

11.2 

average 

American  Capital  Govt  Sees 

10.5 

7.7 

average 

American  Capital  High  Yield  Inv 

6.7 

13.7 

American  Funds  Inc-US  Govt  Guar 

12.3 

9.8 

AMEV  Securities 

13.9 

9.6 

average 

Benham  Govt  Income-GNMA 

11.5 

9.8 

Bond  Fund  of  America 

15.1 

10.1 

average 

Bull  &.  Bear  High  Yield  Fund 

6.0 

13.6 

Bullock  High  Income  Shares 

4.6 

14.0 

Cigna  High  Yield  Fund 

15.9 

11.7 

Cigna  Income  Fund 

18.0 

7.8 

very  high 

Colonial  Govt  Securities  Plus 

15.6 

7.8 

high 

Colonial  High  Yield  Securities 

14.8 

12.2 

Colonial  Ineorue  Fund 

12.2 

11.2 

average 

Columbia  Fixed  income  j.^cutities 

12.5 

9.2 

average 

Criterion  Bond-In  vestssea?  Qua! 

15.4 

9.2 

very  high 

Criterion  Bond-US  Govt  Ki  Yield 

5.9 

8.0 

Dean  Witter  High  1:  . -■ 

16.5 

12.8 

Besides  total  return,  you  also  need  to  know  how  much 
risk  the  managers  took  to  achieve  whatever  total  return 
they  showed.  Last  year  it  was  easy  to  make  money  in 
bonds,  because  interest  rates  fell.  Sure,  but  rates  some- 
times go  up.  What  happens  if  interest  rates  rise  in  1987? 
Some  of  the  same  guys  who  made  the  most  last  year  will 
lose  the  most  this  year.  So  a  good  return  last  year  may  be 
more  luck  than  genius  if  it  was  accomplished  simply  by 
buying  the  bonds  most  sensitive  to  interest  rate  changes. 

Which  ones  are  those?  Other  things  being  equal,  longer- 
maturity  bonds  are  the  most  sensitive.  But  bond  call 
provisions  and  the  size  of  coupons  also  play  a  role. 

Rather  than  look  merely  at  average  maturities,  we  com- 
puted rate-risk  levels  by  comparing  a  fund's  results  month 
by  month  over  the  past  two  years  to  the  Merrill  Lynch 
Corporate/Government  bond  index.  This  may  sound  com- 
plicated, but  it  really  isn't:  We  are  simply  measuring 
fluctuations  in  each  fund's  asset  value  against  fluctuations 
in  the  market.  No  rating  is  shown  if  the  fund  is  less  than 
two  years  old  or  if  it  historically  has  not  tracked  the 
overall  bond  market. 

Most  of  the  raw  data  on  the  funds  are  from  CDA  Invest- 
ment Technologies  in  Bethesda,  Md. 


Fund 

— 12  months — 
total 

return  yield 

Interest 
rate 
risk 

Dean  Witter  US  Govt  Securities 

8.3% 

10.0% 

Delchester  Bond  Fund 

16.8 

12.6 

average 

Drexel  Series-Government  Sees 

10.7 

9.5 

Dreyfus  A  Bonds  Plus 

13.9 

8.9 

high 

Dreyfus  GNMA  Fund 

9.5 

9.3 

Eaton  Vance  Govt  Obligations 

13.3 

9.7 

average 

Federated  GNMA  Trust 

10.9 

9.8 

low 

Federated  High  Income  Securities 

12.4 

12.2 

Federated  High  Yield  Trust 

15.9 

12.0 

Federated  Income  Trust 

9.8 

9.7 

Federated  Intermediate  Govt 

11.9 

8.6 

low 

Federated  Short-Intermed  Govt 

9.5 

8.4 

very  low 

Fidelity  Flexible  Bond  Fund 

13.7 

9.5 

high 

Fidelity  Ginnie  Mae 

13.0 

8.7 

Fidelity  Government  Securities 

14.7 

8.9 

average 

Fidelity  High  Income  Fund 

18.1 

11.4 

average 

Fidelity  Mortgage  Securities 

11.0 

9.5 

low 

Fidelity  Thrift  Trust 

13.1 

5.7 

high 

First  Investors  Bond  Apprec 

11.5 

10.2 

First  Investors  Fund  for  Income 

13.0 

12.8 

First  Investors  Government  Fund 

12.4 

9.1 

low 

Fort  Dearborn  Income  Sees 

18.6 

8.5 

Note:  Funds  included  if  the.  ! ....  j0  million  in  net  assets  on  Sept.  30,  1986  and  have  been  in  existence  since  12/31/85. 
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Fidelity  makes 

Real  Estate 
investing  easy. 


Introducing  Fidelity  Real  Estate  Investment  Portfolio,  a  noteworthy  new 
investment  opportunity.  Now  you  can  invest  in  the  securities  of  prime  income- 
producing  real  estate  by  simply  buying  shares  in  a  Fidelity  mutual  fund. 

Fidelity  Real  Estate  Investment  Portfolio  will  invest  primarily  in  securities 
which  have  the  potential  for  producing  steady,  long-term  income  from  real 
estate  which  is  managed  by  companies  with  a  proven  track  record. 

And  as  an  added  bonus,  Fidelity  has  waived  the  2%  sales  charge  on 
Real  Estate  Investment  Portfolio  through  January  31, 1987. 

As  with  all  of  Fidelity's  funds,  when  you  invest  in  the  Real  Estate  Invest- 
ment Portfolio,  you  get  exchange  privileges  among  over  fifty  other 
Fidelity  funds.  All  it  takes  is  a  phone  call  to  receive  more  infor- 
mation. Our  toll-free  number  is  open  24  hours  a  day,  seven 
days  a  week.  $2,500  minimum  investment,  $500  for  IRA's. 


Fidelity  Real  Estate  Investment  Portfolio.  For^ 

more  complete  information,  including  management  fees,  expenses  and  the  2%  sales  charge, 
call  or  write  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  Fidelity 
Distributors  Corporation  (General  Distribution  Agent) ,  P.O.  Box  660603,  Dallas,  TX  75266. 


Name  Address . 


City  State  Zip . 

□  Free  IRA  Fact  Kit  (REAI)       □  Free  Keogh  Fact  Kit  (REAK) 

Call  toll-free  24  hours  jM9k. 

1-800-544-6666  CI 


In  Massachusetts,  call  collect  617-523-1919  ^    v  Investments 

FORB/REA/020987 


Fund  Ratings 


Bond  and  preferred  stock  funds 


Fund 

— 12  months — 
total 

return  yield 

Interest 
rate 
risk 

Franklin  AGE  High  Income  Fund 

12.8% 

13.3% 

Franklin  Custodian-US  Govt 

10.6 

11.3 

low 

Fund  for  US  Govt  Securities 

8.6 

10.0 

John  Hancock  Bond  Trust 

13.6 

9.7 

high 

John  Hancock  Income  Securities 

14.6 

9.3 

John  Hancock  Investors 

15.0 

9.2 

John  Hancock  US  Govt  Guar  Mort 

11.4 

9.6 

John  Hancock  US  Govt  Securities 

14.5 

8.5 

high 

Home  Investors  Govt  Guar  Income 

9.1 

8.4 

Hutton  Invest-Bond  &  Income 

21.8 

9.3 

very  high 

Hutton  Invest-Government  Sees 

16.3 

11.2 

average 

IDS  Bond  Fund 

20.3 

9.2 

high 

IDS  Extra  Income  Fund 

16.4 

10.8 

average 

IDS  Federal  Income  Fund 

12.5 

8.3 

IDS  Selective  Fund 

18.0 

8.9 

high 

InterCapital  Income  Securities 

16.4 

10.4 

average 

Investment  Portfolios-Govt  Plus 

11.6 

8.0 

average 

Investment  Portfolios-High  Yield 

18.6 

8.7 

low 

Kemper  High  Yield  Fund 

18.2 

11.0 

low 

Kemper  Income  &  Capital  Preserv 

14.5 

10.3 

average 

Kemper  US  Govt  Securities 

16.2 

10.5 

high 

Keystone  Custodian  B-l 

13.6 

9.0 

high 

Keystone  Custodian  B-2 

12.5 

10.1 

average 

Keystone  Custodian  B-4 

9.3 

12.4 

Kidder  Peabody  Govt  Income 

7.0 

7.7 

Lexington  GNMA  Income  Fund 

11.9 

9.1 

low 

Lord  Abbett  Bond-Debenture  Fund 

10.5 

11.6 

Lord  Abbett  US  Govt  Securities 

15.0 

10.6 

average 

Mass  Financial  Bond  Fund 

16.3 

10.0 

high 

Mass  Financial  High  Income  Trust 

10.8 

13.5 

Mass  Financial  Intl-Bond 

37.9 

7.2 

MassMutual  Corporate  Investors 

27.4 

10.1 

MassMutual  Income  Investors 

10.8 

11.2 

Merrill  Lynch  Corp  Bond-Hi  Inc 

12.9 

11.7 

Merrill  Lynch  Corp  Bond-Hi  Qual 

13.8 

9.0 

average 

Merrill  Lynch  Federal  Securities 

12.8 

8.7 

average 

MFS  Government  Guaranteed  Sees 

10.2 

9.5 

low 

Montgomery  Street  Income  Sees 

13.9 

10.0 

high 

National  Bond  Fund 

5.4 

14.7 

average 

Rational  Federal  Securities 

9.6 

10.7 

average 

j  New  England  Life  Government  Sees 

12.0 

7.7 

Northeast  Investors  Trust 

20.4 

10.7 

— 12  months —  Interest 
total  rate 
Fund  return         yield  risk 


Oppenheimer  US  Government  11.9%  9.5% 

PaineWebber  Fixed  Inc-GNMA  11.1  11.6  low 


PaineWebber  Fixed  Inc-High  Yield      14.1  13.5  low 

PaineWebber  Fixed  Inc-Inv  Grade        14.4  11.2  average 

Phoenix  High  Yield  Fund  15~9  VIA 


Pilgrim  GNMA  Fund  6.5  10.4 

T  Rowe  Price  GNMA  Fund  iTo  <To 


T  Rowe  Price  High  Yield  Fund  1 5.0  1 1 .9 

T  Rowe  Price  New  Income  Fund         13.9  8.4  average 

T  Rowe  Price  Short-Term  Bond  8.3  7.4 


Prudential-Bache  GNMA  Fund  10.6  7.7  average 

Prudential-Bache  Govt  Plus  116  6.8 


Prudential-Bache  Govt-Intermed         13.1  9.1  average 

Prudential-Bache  High  Yield  Fund  14.9  9.8 
Putnam  High  Income  Government      14.2  8.9 


Putnam  High  Yield  Trust  13.5  13.6 

Putnam  Income  Fund  12.6  10.7  average 

Putnam  US  Govt  Guaranteed  Sees  11.0  10.2         very  low 

Scudder  Govt  Mortgage  Sees  10.5  8.4 

Scudder  Income  Fund  14.6  9.1  average 


Shearson  High  Yield  Fund  11.5  11.8 

Shearson  Lehman-Long  Term  Govt  10.5  6.5 

Shearson  Managed  Governments  10.6  9.0  low 

Smith  Barney-US  Government  10.8  10.3 

SteinRoe  Managed  Bonds  16.3  9.0  high 


Thomson  McKinnon  Income  Fund      10.6  10.8  low 


Thomson  McKinnon  US  Govt  12.5  8.5 


Transamerica  Income  Shares  18.0  9.7  average 

20th  Century  US  Govt  Investors  9.9  8.4         very  low 

United  Bond  Fund  15.1  8.7        very  high 


United  Government  Securities  16.9  8.5  very  high 

United  High  Income  Fund  14.7  12.4 

USAA  Mutual-Income  Fund  12.6  10.7  average 

Value  Line  US  Government  Sees  10.7  10.3  average 

Van  Kampen  Merritt  US  Govt  13.8  10.9  average 


Vanguard  Fixed  Income-GNMA  11.8  10.0  low 

Vanguard  Fixed  Income-Hi  Yld  .  16.1  11.2  low 

Vanguard  Fixed  Income  Inv  Grade  14.3  10.3  average 

Vanguard  Fixed  Income-Short  Term  1 1 .4  8.2 

Vanguard  Qualified  Dividend  II  24.7  8.9 


Vanguard  Qualified  Dividend  III  4.2  7.4 

Yes  Fund  8.5  10.8  average 


Oppenheimer  High  Yield  lund  9.7  13.4 


\'oie:  Funcb  included        <         vet  MOO  million  in  net  assets  on  Sept.  30,  1986  and  have  been  in  existence  since  12/31/85. 
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WHAT  IF  YOUR 
NAME  IS  CARSON 
AND  YOU'RE  NOT 
FUNNY? 


If  you  make  serious  money  by 
being  funny,  it's  easy  to  find  invest- 
ment firms  that  will  take  you  seriously. 

Dick  Carson  isn't  as  funny  as  his 
brother,  Johnny.  But,  he  is  a  Dean  Witter 
client,  so  he's  just  as  special. 

And  even  though  he's  not  a  big- 
time  talk-show  host,  there  are  a  host 


of  ways  in  which  Dean  Witter  is  able  to 
help  him  meet  all  of  his  financial  needs. 

In  fact,  we're  helping  Dick  plan  for 
his  business  and  retirement. 

Through  his  Dean  Witter  Account 
Executive,  Dick  has  the  benefit  of 
Dean  Witter 's  resources  and  expert 
advice,  in  addition  to  a  full  range  of 


DICK  CARSON,  TV  DIRECTOR 

investment  opportunities. 

As  a  Dean  Witter  client,  you  can 
expect  the  same  special  treatment. 

So  call  us  today,  or  stop  by  to  talk 
with  one  of  our  Account  Executives. 

You'll  discover  that  you're  some- 
body at  Dean  Witter. 

No  kidding. 


Yovtre  somebody  at  DeanWitter. 


A  member  of  the  I 
Sears  Financial  Network  1JLI 

DEANWITTER 


C  1987  DEAN  WITT  ER  REYNOLDS  INC  MEMBER  SIPC 


FOLLOW  THESE 
5  SIMPLE  RULES  AND 

YOU  TOO  COULD 
MAKE  $667,000,000. 

To  look  at  the  burgeoning  profits  of  Hanson  Trust,  one  might  imagine 
we  had  chanced  upon  a  magical  process  for  spinning  straw  into  gold. 

In  fact,  our  secret  is  far  more  prosaic.  We  have  simply  established  a  few 
rules  w  hich  guide  every  decision  we  make. 

As  you  read  them,  they  may  seem  like  nothing  more  than  good  old- 
fashioned  common  sense.  We  wouldn't  disagree. 

1.  ALWAYS  PUT  THE  INTERESTS  OF  SHAREHOLDERS  FIRST. 

Hanson  Trust  does  not  belong  to  management.  It  belongs  to  some  165,000 
shareholders.  It  is  therefore  our  duty  always  to  put  their  interests  first. 

2.  INVEST  IN  BASIC  INDUSTRIES. 

We  invest  in  industries  providing  basic  goods  and  essential  services  to 
proven  markets.  Thus,  our  shareholders  are  spared  the  hazards  of  changing 
fashions  and  leap-frogging  technology. 

5.  ALWAYS  CONSIDER  THE  DOWNSIDE  RISK. 

When  considering  an  acquisition,  our  first  question  is  "How  much  could 
we  lose  if  it  all  goes  wrong?"  And  if  the  answer  makes  us  nervous,  then  we 
don't  proceed. 

4.  AGREE  BUDGETS  WITH  OPERATING  COMPANIES. 
BUT  NEVER  INTERFERE  FN  DAILY  OPERATIONS. 

If  an  operating  company  wants  to  develop  a  new  product,  or,  indeed,  paint 
it  sky  blue  pink,  that's  fine  by  irs.  They  simply  tell  irs  the  cost,  the  benefits 
and  the  risk  that  accompanies  it. 

Provided  we  agree  with  their  budget,  it  will  then  be  irp  to  them  to  come 
up  with  the  goods  as  promised. 

5.  REWARD  EXCELLENCE. 

We  all  need  a  little  motivation  in  this  life. 

Therefore  our  stock  option  plan  is  reserved  not  for-  a  chosen  few,  but  is 
spread  widely  among  managers  throughout  om  operating  companies. 

Furlhermore,  when  any  one  of  them  turns  in  an  exceptional  performance 
thej  receive  an  equally  exceptional  bonus. 

m  you  know  the  secret  of  our  success.  But  if  you  wish  to 
emulate  it,  you'll  have  some  catching  up  to  do. 

For  23  consecutive  years  we  have  turned  in  record  profrts, 
and  last  year's  reached  $667,000,000. 

Sot]  simple  Riles  have  become  Hanson  Trusts  golden  rules. 


\  SON      T    R  U 


For  further  i  i   i  contact  Karen  Levy,  Investor  Relations,  410  Park  Avenue,  New  York,  NY  10022  212-826-0098. 


Capital  Markets 


MONEY  &  INVESTMENTS 


Not  sure  whether  stocks  or  bonds  will  do 
better  this  year?  Buy  both  in  one  security. 

FENCE-SITTER 
BONDS 


By  Ben  Weberman 


An  optimist's  scenario:  Long-term 
interest  rates  come  down  some 
more,  and  30-year  bonds  priced  to 
yield  6%  become  commonplace.  A 
3000  Dow  arrives  before  the  decade 
is  out. 

What  do  you  do  if  you  aren't  so 
optimistic?  If  you  fear  a  return  of 
inflation  that  would  kill  bonds?  Or 
a  recession  that  would  kill  stocks? 
Buy  a  convertible  bond,  a  cross  be- 
tween a  stock  and  a  bond. 

Convertibles  won't  save  you  if 
stocks  and  bonds  take  a  dive  togeth- 
er, as  they  did  in  1974.  But  converts 
do  offer  a  hedge  against  a  one-sided 
market  fall,  in  which  stocks  or 
bonds  do  badly  but  not  both. 

These  hybrid  securities  start  their 
financial  life  as  debt  issues.  In  addi- 
tion to  drawing  semiannual  inter- 
est, each  debenture  can  be  convert- 
ed into  a  certain  number  of  shares  of 
common  stock.  For  example,  each 
$1,000  of  the  Automatic  Data  Pro- 
cessing 6 'As  of  201 1  can  be  convert- 
ed into  24  shares  of  ADP. 

Putting  a  value  on  this  security  is 
a  little  tricky.  Forget  the  conversion 
feature  for  a  moment.  A  straight 
bond  with  a  $1,000  face  value  and  a 
6'/2%  coupon,  from  a  solid  credit 
like  ADP,  is  worth  about  $730,  says 


Ben  Weberman  is  a  senior  editor  of  Forbes 
magazine. 


Jack  Levande,  manager  of  a  new 
convertible  fund  being  set  up  at  E.F. 
Hutton.  That  pure-bond  value  acts 
as  a  floor  for  the  convertible,  in  case 
ADP  stock  falls  sharply. 

Now  ignore  the  bond  value  and 
think  of  this  security  as  just  another 
way  to  buy  24  shares  of  ADP.  Since 
ADP  is  currently  trading  at  43,  the 
pure-stock  value  is  $1,032. 

The  convertible  bond  will  cost 
you  $1,240 — more  than  its  pure- 
bond  or  pure-stock  value — but  the 
extra  cost  may  be  a  good  invest- 
ment. You're  better  off  than  some- 
one who  owns  just  the  stock,  since 
the  convert  has  that  pure-bond  val- 
ue even  if  the  stock  sinks.  In  addi- 
tion the  bond's  5.3%  current  yield  is 
much  better  than  the  stock's  1%. 

The  difference  between  the 
$1,240  price  of  the  bond  and  the 
$1,032  value  of  the  underlying 
stock  is  called  the  conversion  pre- 
mium. Here  it  is  20%. 

At  the  same  time,  the  convert 
holder  is  better  off  than  someone 
who  owns  just  a  6Vi%  bond.  If  ADP 
stock  takes  off,  the  convertible  will 
participate  in  most  of  the  gain.  In 
effect,  the  convert  buyer  has  bought 
a  straight  bond  for  $730  and  spent 
another  $510  ($1,240  minus  $730) 
on  a  warrant  for  ADP  stock. 

Traditionally,  the  interest  rate  on 
a  newly  issued  convertible  runs 
about  a  third  below  what  the  issuer 
would  pay  on  straight,  nonconvert- 
ible  debt.  The  conversion  premium 
usually  starts  out  at  25%  or  so. 

It  can  get  a  little  confusing,  and 
properly  valuing  convertible  securi- 
ties requires  computers  larger  than 
the  average  investor  is  likely  to 
have  at  home.  But  plenty  of  convert- 
ible-debenture mutual  funds  are 
coming  to  market,  from  Fidelity 


and  E.F.  Hutton,  for  example.  Estab- 
lished funds,  such  as  those  from 
Putnam,  Value  Line,  Alliance  and 
Vanguard,  are  growing  rapidly. 

A  Kidder,  Peabody  index  of  the 
past  ten  years  shows  that  the  total 
return  on  converts  has  been  within 
98%  of  the  return  on  stocks  while 
the  price  volatility  has  been  25% 
less  than  that  on  stocks.  But  two 
cautions  must  be  raised.  One  is  that 
if  interest  rates  rise  and  stock  prices 
fall,  anyone  holding  converts  could 
suffer  the  worst  of  both  worlds. 

The  other  hazard  is  that  most 
convertible  issues  can  be  called. 
When  that  happens,  the  conversion 
premium  is  erased.  For  example,  a 
convertible  trading  at  $1,240  but 
convertible  into  only  $1,032  of 
stock  is  called  at  $1,000.  The  holder 
is  free  to  convert  before  the  call 
deadline,  but  he  still  loses  $208. 

The  best  hedge  is  to  buy  a  convert 
that  pays  substantially  more  than 
the  common  and  determine  how 
long  it  would  take  for  the  income 
advantage  of  the  convert  to  wipe  out 
the  cost  of  the  conversion  premium. 
A  debenture  paying  6%  while  the 
underlying  stock  has  a  yield  of  1%, 
for  example,  would  be  offsetting  the 
premium  at  an  annual  rate  of  5%. 

Richard  Nelson,  head  of  convert- 
ible research  at  Kidder,  Peabody, 
suggests  Liebert  Corp.  8s  of  2010. 
The  bonds  are  convertible  into  Lie- 
bert shares  that,  after  a  pending 
merger  is  complete,  will  be  worth  a 
total  of  12.4  shares  of  Emerson  Elec- 
tric common.  Those  Emerson 
shares  are  now  worth  $1,175.  The 
bond  trades  for  $1,250,  meaning  the 
conversion  premium  is  only  7%. 
Meanwhile,  the  merger  will  give 
the  bondholder  the  added  benefit  of 
Emerson's  stronger  credit  quality. 

Robert  Haber,  manager  of  the 
new  Fidelity  Convertible  Securities 
Fund,  has  been  buying  Panhandle 
Eastern  12s  of  2010,  exchangeable 
into  28.4  shares  of  National  Distill- 
ers &.  Chemical  Corp.  The  Panhan- 
dle bonds  trade  at  $1,510,  for  a 
cheap  4%  conversion  premium. 

To  bring  higher  yield  to  the  bond 
fund,  Haber  will  be  selecting  so- 
called  busted  convertibles — issues 
on  which  the  common  has  fallen  far 
below  the  conversion  price.  The  de- 
bentures sell  on  a  yield  basis  with 
little  concession  for  conversion  val- 
ue. They  trade  like  bonds — usually 
like  junk  bonds.  Haber  mentions  In- 
ternational Rectifier  9s  of  2010, 
which  are  priced  at  $810  for  an 
11.3%  yield  to  maturity.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 

What  goes  up  must  go  down.  So  your 
friendly  columnist  has  been  talking  with 
that  secretive  bunch,  the  short-sellers. 

TAILING  IT  OUT 
OF  RETAIL 


By  Susan  Lee 


Markets  do  go  down  as  well  as  up — 
remember?  With  the  market  up  as 
much  as  it  is,  it  seemed  like  a  good 
time  to  visit  the  short-sellers.  Soon- 
er or  later  they  will  have  their  day. 


Short-sellers  are  not  chatty  when 
it  comes  to  their  own  positions. 
However,  they  talk  up  a  storm 
when  it  comes  to  chortling  over  col- 
leagues whose  positions  have 
turned  against  them.  Over  the  past 
year,  I've  heard  lots  of  blab  about 
guys  who  were  burned  shorting  re- 
tailers— and  incinerated  shorting 
The  Limited.  Nonetheless,  these 
gossips  are  now  saying  that  the  hot 
areas  in  retailing — specialty  stores 
and  discount  warehouses — offer 
juicy  opportunities. 

What  has  excited  the  shorts  is  the 
ton  of  venture  capital  that  has  been 
pouring  into  specialty  retail. 
They're  hoping  that  the  venture 
capitalists  will  do  the  same  for  re- 
tailing as  they  did  for  technology  in 
1982-83  when  a  ton  of  venture  capi- 
tal capsized  the  disk  drive  business. 
Says  Anthony  Hobcrman  of  Al- 
liance's venture  capital  investing, 
"Instead  of  financing  the  64th  disk 
drive  company,  they're  now  doing 
the  64tb  specialty  retail  company." 
What  does  selling  fashion  jeans 


Susan  Lee  is  a  senior  editor  of  Forbes 

magazine. 


have  in  common  with  disk  drives? 
More  than  you'd  think.  The  retail 
industry  has  some  of  the  character- 
istics that  made  technology  so  sen- 
sitive to  oversupply.  There  are  low 
barriers  to  entry,  and  plenty  of 
cheap  products  overseas. 

Moreover,  there's  a  distinct  possi- 
bility that  while  supply  is  growing, 
demand  will  be  slowing.  Gary 
Helms  at  Criterion  Investment 
Management,  for  example,  expects 
consumption  spending  to  slow  to 
2%  to  4%  from  its  current  6%.  If 
consumer  spending  can't  support  all 
these  new  stores,  where  will  their 
business  come  from?  Moreover,  the 
extra  competition  isn't  coming  only 
from  new  stores.  Older  and  larger 
retailers,  R.H.  Macy,  for  example, 
have  shown  a  wily  flexibility  in  ad- 
justing to  consumer  desires  for 
smaller,  specialized  stores. 

In  other  words,  the  shorts  are  bet- 
ting supply  will  surpass  demand 
and  take  its  toll  on  profits.  Venture 
capitalist  Ed  Glassmeyer  of  Oak  In- 
vestment admits:  "The  weeding  out 
that  happened  in  technology  will 
happen  in  specialty  retail." 

And  if  that  isn't  enough  to  start 
the  shorts  salivating,  consider  the 
potential  disaster  embedded  in  pro- 
tectionist trade  legislation.  If  Con- 
gress slaps  on  import  controls,  a  lot 
of  stores  that  are  heavy  on  imported 
merchandise  are  going  to  be  signifi- 
cantly less  competitive. 

And  speaking  of  potential  disas- 
ters— The  Limited  uses  lots  of  im- 
ported apparel.  No  one  is  willing  to 
confess  that  he  or  she  is  shorting  the 
stock,  but  many  are  happy  to  make 
the  bear  case.  As  Robert  Simonson 
of  Kidder,  Peabody  says,  "If  The 
Limited  shows  up  with  a  quarter  of 
modest  earnings  growth  or,  God  for- 


bid, a  down  quarter,  you  won't  be 
able  to  get  out  of  the  way  of  the 
stampede.  Why  own  The  Limited  at 
30  times  earnings  if  it's  not  doing 
better  than  Payless  Cashways  or 
Sears  at  10  times  earnings?"  . 

Two  other  shorts  I've  heard  men- 
tioned are  Clothestime  and  Claire's 
Stores.  Both  are  growing  fast. 
Claire's  operates  almost  400  retail 
boutiques  and  plans  to  increase  its 
store  base  by  30%  over  the  next  two 
years.  That  growth  looks  a  bit  fre- 
netic to  some  of  the  shorts. 

The  second  area  of  retailing  that 
has  the  short-sellers  drooling  is  dis- 
count membership  warehouses  that 
carry  brand  names  at  low  prices  on  a 
cash-and-carry  basis.  The  leader  is 
Price  Co.,  which  has  spawned  a 
bunch  of  copycats:  Costco  Whole- 
sale, Pace  Membership  Warehouse, 
Wholesale  Club  and  Warehouse 
Club.  The  clones  went  public  in  the 
last  year  or  two  and  are  selling  way 
below  their  initial  prices. 

Here,  the  short  money  is  expect- 
ing a  shakeout  because  a  lot  of  the 
new  people  don't  have  much  retail- 
ing experience.  For  example,  the  se- 
cret to  success  is  to  plop  down  in 
the  right  location.  Aside  from  lots  of 
parking  and  access  to  a  highway, 
this  also  means  cheap  land  and  the 
zoning  to  put  up  cheap  structures. 
One  problem  with  the  newcomers 
is  that  they  are  compromising  on 
sites,  but,  says  one  observer,  profit 
margins  are  so  narrow,  that  you 
can't  compromise  on  anything. 

Consider  Costco.  Management  is 
opening  a  lot  of  stores  in  California 
where  they  will  compete  against 
Price.  But  Price  has  responded,  fur- 
ther discounting  its  prices,  and 
Costco  doesn't  have  any  profits  yet 
to  cushion  a  price  war. 

Note,  however,  that  shorting  dis- 
count warehouses  is  a  little  more 
iffy  than  specialty  retailers.  Not 
only  have  the  stock  prices  washed 
out  in  the  past  year,  but  wholesale 
clubs  are  a  sensible  change  in  the 
distribution  channel — Rosie  aside, 
it's  simply  not  economic  for  a  sup- 
plier to  deliver  a  roll  of  paper  towels 
to  a  diner.  It's  now  a  $5  billion  biz, 
and  some  think  it  could  go  as  high 
as  $20  billion;  in  which  case,  the 
industry  has  room  for  more  players. 

None  of  this  is  for  sissies.  As  the 
past  two  years  have  proved,  any- 
body betting  against  The  Limited  or 
Price  would  have  wound  up  with  a 
bloody  nose.  Nonetheless,  a  lot  of 
shorts  now,  at  least,  feel  comfy  bet- 
ting against  the  clones.  ■ 
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More 
Sector  Choices 
Than  Anyone 

Name  the  sectors  you're  most  interested  in— chances  are  good  that  one  of  our  35  sector 
portfolios  will  give  you  the  focus  you  want.  Consider  these  four ,  for  example: 


Health  Care  Portfolio.  Consider 
investing  in  the  health  care  industry, 
now  preparing  to  serve  the  needs  of 
a  growing,  aging,  more  health  con- 
scious population  with  new  drugs, 
techniques  and  technologies. 

Utilities  Portfolio.  Not  a  traditional 
income-producing  utility  investment, 
this  portfolio  seeks  capital  apprecia- 
tion from  a  broad  range  of  companies 
throughout  the  gas,  electric  and  com- 
munications industries. 


Leisure  Portfolio.  This  portfolio 
focuses  on  a  range  of  industries: 
broadcasting,  motion  pictures,  enter- 
taining, publishing,  resorts,  photog- 
raphy, retailing,  leisure  equipment 
and  others. 

Financial  Services  Portfolio. 

Why  not  invest  in  financial  stocks  the 
Fidelity  way?  This  portfolio  focuses 
on  banks,  brokerage  houses,  leasing 
firms,  and  insurance  companies, 
among  others. 


Fidelity  Select  Portfolios  are  non-diversified  and  focus  on  specific  industries,  so  share  prices  may 
be  volatile.  •  Management  by  Fidelity's  industry  experts.  •  24-hour  toll-free  service.  •  Liquidity.  •  Conve- 
nient, low-cost  exchange  privileges.  •  Start  with  just  $1,000;  $500  for  IRAs. 

FIDELITY  SELECT  PORTFOLIOS 


Fidelity  Select  Portfolios.*  For  more  complete  information,  including  management  fees,  expenses,  the 
2%  sales  charge  and  1  %  redemption  fee,  please  write  or  call  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or 
send  money.  Fidelity  Distributors  Corporation  (General  Distribution  Agent) ,  P.O.  Box  660603,  Dallas,  TX  75266 


Name. 
City. 


.  Address . 
State  


□  Free  IRA  tact  kit  (SELI )  □  Free  Keogh  fact  kit  ( SELK) 

Call  toll-free  24  hours 

1-800-544-6666 

In  Mass.  call  collect  617-523-1919 


Zip. 
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Stock  Trends 


MONEY  &  INVESTMENTS 

— — ■    ■  —  ■  1  •■■  i  

Unlike  my  fellow  forecasters,  I  predict 
that  stock  market  success  in  the  first  half 
of  1987  will  come  more  from  avoiding 
the  big  losers  than  from  picking  winners. 

POP,  DROP  &  SHOP 


By  Ann  C.  Brown 


The  question  of  the  moment  as  I  see 
it  is  not  how  high  the  market  will 
go  in  1987  but  how  fast  and  far  it 
will  fall  when  it  tests  2000  on  the 
DJI  as  a  support  level.  The  initial 
surge  in  the  averages  can  best  be 
described  as  an  aberration  atop  an 
anomaly.  Because  of  the  stock-relat- 
ed provisions  in  the  tax  reform  act, 
the  1986  year-end  rally  was  post- 
poned until  the  first  weeks  of  1987. 
There  it  combined  with  the  new 
year's  new  money  to  create  a  mini- 
serious  buying  binge  and  short-cov- 
ering panic. 

Adding  fuel  to  this  fired-up  mar- 
ket was  the  fact  that  it  was  within 
easy  range  of  the  psychologically 
charged,  media-attention-grabbing 
point  of  2000  on  the  Dow.  Some 
temporary,  cursorily  attractive  eco 
nomic  numbers  helped,  too:  a  de- 
cline in  the  unemployment  rate, 
high  retail  sales  and  the  huge  drop  in 
the  wholesale  price  index  for  1986. 

However,  several  things  have 
been  lacking  in  the  rally  that  make 
its  sustainability  suspect.  First, 
quality  market  leadership  is  miss- 
ing, with  stocks  like  IBM,  AT&T 
and  GM  holding  eve n  or  declining 
in  price.  Second,  the  volume,  al- 
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though  high,  is  nowhere  near  what  a 
new  major  bull  move  would  be  ex- 
pected to  generate.  And  third,  the 
impressive  breadth  figures  appear  as 
much  a  result  of  the  specialists'  and 
marketmakers'  marking  up  their  in- 
ventories as  any  meaningful 
groundswell  of  buying  interest. 

News  from  the  monetary  front  is 
not  especially  favorable,  either.  Gi- 
ant jumps  in  Ml  and  a  continuing 
drop  in  the  value  of  the  dollar  vis-a- 
vis other  currencies  practically 
guarantee  that  the  Fed  will  not  cut 
the  discount  rate  anytime  soon.  The 
bond  market  has  managed  to  hold 
steady  and  even  rise  slightly,  in 
spite  of  the  negatives,  but  this 
seems  largely  attributable  to  sea- 
sonal investment  patterns  coupled 
with  a  light  bond  calendar. 

With  interest  rates  declining,  the 
stock  market  faces  only  minimal 
competition  from  its  chief  rival.  But 
interest  rates  may  soon  start  to  edge 
upward — particularly  considering 
the  increasingly  worrisome  outlook 
for  inflation. 

Oil  prices,  for  instance,  continue 
to  advance,  much  to  the  amaze- 
ment of  almost  everyone — includ- 
ing OPEC.  Even  if  they  are  unable  to 
maintain  the  price  of  $18-plus  per 
barrel  throughout  the  year,  the  cost 
of  petroleum  is  all  but  certain  to 
average  noticeably  higher  this  year 
than  last,  when  Saudi  Arabia  scared 
the  cheaters  out  of  the  cartel. 

Other  prices  are  climbing  as  well. 
The  exporting  nations  can  no  longer 
swallow  the  dollar  differential  in 
their  margins.  And,  since  U.S.  con- 
sumers are  hooked  on  everything 
from  Japanese  cars  to  German  beer, 
the  Consumer  Price  Index  should  go 
up  and  the  imbalance  of  trade  stay 
up,  despite  the  relative  price  attrac- 


tiveness of  American-made  goods. 

Probably  the  biggest  thing  the 
stock  market  has  going  for  it  for 
the  next  few  months  is  the  likeli- 
hood that  the  Federal  Reserve  will 
be  slow  to  tighten  the  money  sup- 
ply. Among  the  reasons:  The  com- 
position of  the  board  has  become 
more  liberal,  the  memories  of  dou- 
ble-digit inflation  have  faded,  and 
the  demand  for  funds  from  the  pri- 
vate sector  is  apt  to  be  moderate, 
in  keeping  with  the  modest  out- 
look for  GNP  growth.  This  should 
help  keep  interest  rates  from  rising 
more  than  1%,  if  that,  at  least  un- 
til summer. 

Last  June  30 1  wrote  that  the  stock 
market  would  probably  trade  with- 
in a  range  of  1700  to  1950  on  the  DJI 
for  the  balance  of  1986.  This  it  did, 
except  for  a  one-day  pop  to  1955  on 
Dec.  2.  For  the  next  six  months  my 
guess  is  that  the  market  will  trade 
200  points  either  way  of  2020.  This 
is  close  to  the  consensus  view, 
which  is  cause  for  alarm.  However, 
even  the  consensus  isn't  wrong  all 
of  the  time. 

Unlike  my  fellow  forecasters, 
however,  I  predict  that  stock  mar- 
ket success  in  the  first  half  of  1987 
will  come  more  from  avoiding  the 
big  losers  than  from  picking  win- 
ners. This  is  one  nervous  market — 
filled  with  high-powered,  high-anxi- 
ety money  managers  who  will  have 
even  more  than  their  usual  impa- 
tience with  corporate  earnings  dis- 
appointments. While  the  overall 
market  may  be  up  or  down  5%  to 
10%,  individual  issues  could  de- 
cline a  good  15%  to  25%  at  the  drop 
of  an  estimate. 

One  way  to  tiptoe  through  a  mine 
field  market  is  to  be  sure  you  hold 
or  buy  only  those  stocks  that  are 
currently  selling  below  their  recent 
historical  average  annual  P/E  ratios 
(based  on  estimated  1987  earnings 
per  share).  Coors  (Adolph)  "B" 
(25,  o-t-c)  is  one  example.  For  1987, 
AACOB  is  estimated  to  earn  $2.40 
per  share.  Recently  the  average  an- 
nual P/E  ratio  has  been  12,  which 
suggests  a  price  of  around  $30  per 
share  before  year-end. 

Progressive  Corp.  (34,  o-t-c)  has  the 
potential  to  sell  at  over  $40  per 
share,  if  the  company  earns  the  cur- 
rently estimated  $2.90  per  share  and 
maintains  its  14  multiple. 

Zayre  (27)  could  earn  as  much  as 
$2.30  per  share  for  the  fiscal  year 
ending  January  1988.  With  a  16 
multiple,  ZY  could  sell  at  around 
$35  per  share  or  more.  ■ 
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As  Chairman  and  Founder  of  a  company  that  specializes  in 
providing  information  on  the  computer  industry,  I  know  the  vital  role  top  management 
must  play  in  directing  their  company's  information  systems  investments.  I  also  know 
how  important  Forbes  Magazine  is  to  these  decision-makers. 

That's  why  we're  so  excited  about  joining  forces  with 
Forbes  to  produce  a  series  of  special  supplements  designed  to  help  executives  better 
understand  their  computer  and  communications  equipment  options,  y  j 


Forbes'  1987 
Information 
Industry 
Supplements 

INFORMATION: 
THE  STRATEGIC 
RESOURCE  FOR 
THE  90'S 

INTELLIGENT 

BUILDINGS: 

LINKING 

COMPUTERS  AND 

COMMUNICATIONS 

Issue  Date  April  20 
Closing  Date  February  23 

ELECTRONIC  PUB- 
LISHING &  TODAY'S 
OFFICE:  THE  DESKTOP 
REVOLUTION 

Issue  Date  May  4 
Closing  Date  March  9 

COMPUTER 
SYSTEMS  & 
SOFTWARE  FOR 
BUSINESS  AND 
INDUSTRY 
Issue  Date  June  29 
Closing  Date  May  4 

TRENDS  IN 
COMMUNICATIONS: 
NETWORKS  FOR 
TOMORROW 

Issue  Date  September  21 
Closing  Date  July  27 

OFFICE 

AUTOMATION  & 

DESKTOP 

COMPUTING 

Issue  Date  October  19 
Closing  Date  August  24 


Patrick  J.  McGovern 
Chairman  of  the  Board 
International  Data  Group 


Use  Forbes'  IDC  Information  Industry 
Supplements  to  Promote  Your  Information 
Technology  and  Services  to  Top  Business 
Executives  and  Decision-Makers. 


Forbes 

INFORMATION 
INDUSTRY 
SUPPLEMENTS 


Success  in  the  decade  ahead 
will  belong  to  those  organizations 
who  invest  in  intormation  sys- 
tems today  and  tomorrow.  Virtually 
YAVAV  all  business  enterprises  will 
  have  to  integrate  advanced  com- 
puter and  communications  technology  into 
their  everyday  operations.  In  response  to  this 
challenge,  Forbes  Magazine  has  teamed  up 
with  International  Data  Corporation,  the  leading 
research  and  consulting  firm  serving  the  infor- 
mation industry,  to  produce  a  series  of  five 
special  advertising  supplements  in  1987. 

Forbes'  Information  Industry  supplements 
enable  advertisers  of  computer,  communica- 
tions, office  automation  and  peripheral  equip- 
ment, software  and  services  to  effectively  reach 
America's  most  influential  business  audience. 
Each  supplement  will  address  a  specific  area  of 
information  technology,  and  will  provide  an 
ideal  environment  for  your  company  message. 


In  addition  to  this  supportive  text,  participants 
will  receive  free  reprints,  reader  service  card 
listing,  and  bonus  distribution  at  major  infor- 
mation industry  trade  shows  and  through  direct 
mail. 

The  combination  of  Forbes'  powerful  execu- 
tive and  computer  influential  audience  and  IDC's 
twenty-three  years  experience  and  recognized 
expertise  in  its  field  provide  a  most  valuable 
opportunity  for  advertisers  of  information- 
products  and  services.  Make  Forbes'  Information 
Industry  supplements  part  of  your  1987  mar- 
keting plans.  For  reservations  and  additional 
information,  contact  Joseph  L.  Levy  at  IDC  at 
(617)  872-8200,  Arnold  J.  Prives  at  Forbes  at 
(212)  620-2224,  or  your  Forbes  representative. 
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My  carpenter  is  getting  good  at  predict- 
ing the  market.  Watch  your '  wallets,  folks. 

BACK  TO  BASICS 


By  Kenneth  L.  Fisher 


John,  who  has  been  doing  carpentry 
for  us  for  a  few  months,  recently 
started  foretelling  the  market's  dai- 
ly movements.  How  did  he  know 
what  was  going  to  happen?  He  based 
his  judgment  on  what  he  heard  on 
the  TV  morning  news.  One  day  he 
said,  "Well,  they  say  the  Dow's 
goin'  over  2000  today."  And  it  did. 

With  a  formal  academic  back- 
ground and  years  of  professional 
study,  I  never  know  where  the  mar- 
ket is  going,  but  "they"  do.  What  is 
more  interesting  is  that  "they"  nev- 
er used  to  care.  But  they  do  now. 

As  Bernard  Baruch's  autobiogra- 
phy said  of  1929,  "When  beggars 
and  shoeshine  boys,  barbers  and 
beauticians  can  tell  you  how  to  get 
rich,  it  is  time  to  remind  yourself 
that  there  is  no  more  dangerous  illu- 
sion than  the  belief  that  one  can  get 
something  for  nothing." 

Maybe  I'm  a  36-year-old  fogy,  but 
I  can't  get  myself  to  buy  based  on  a 
bull  market.  I  can  only  do  it  the  way 
we  did  it  back  in  the  static  markets 
of  the  1970s.  We  tried  to  buy  thmgs 
you  were  content  to  hold,  whether 
the  market  rose  or  fell. 

The  way  I  learned  it,  the  really  big 
moves  for  a  stock  come  from  the 


Kenneth  L.  Fisher  is  a  money  manager  based 
in  Woodside,  Calif  His  book  Super  Stocks  is 
published  by  Dow  Jones  lru  in 


differences  between  what  Wall 
Street  thinks  a  company  is  and  what 
it  really  is.  When  Wall  Street  is 
wrong,  it  pays.  When  an  outfit  is 
better  than  Wall  Street  thinks  it  is, 
the  market  pays  up,  via  a  higher 
price.  Likewise,  when  expectations 
for  a  firm  exceed  reality,  the  stock 
falls  in  proportion  to  the  gap. 

In  those  days  you  were  supposed 
to  scratch  around  among  the  more 
unpopular  stocks,  looking  for  good 
companies,  ones  where  Wall  Street 
was  pessimistic — perhaps  because 
of  short-term  industry  trends  or 
temporary  internal  problems — but 
ones  where  the  outfit  had  growth 
prospects  and  a  real  niche  to  pro- 
tect it  from  big,  bad  competitors. 
You  wanted  outfits  with  a  real  ad- 
vantage, like  low-cost  production 
or  novel  products  or  supenor  ser- 
vice. And  since  you  couldn't  as- 
sume rising  stock  prices  before  a 
recession  might  appear,  you  also 
wanted  a  strong  balance  sheet  so 
your  company  could  weather 
tough  times. 

Has  all  this  gone  by  the  board? 
Only  temporarily.  For  those  who 
still  want  to  invest  the  old-fash- 
ioned way,  my  firm's  computers 
point  out  pockets  of  unpopulanty, 
as  statistically  measured  by  low  ra- 
tios of  stock  price  to  sales,  earnings 
and  book  value,  among  the  auto  and 
the  oil-related  stocks,  the  nonresi- 
dential construction  stocks  and  the 
mobile  home  shares.  The  market 
seems  to  envision  a  downtrend  in 
building  because  of  existing  overca- 
pacity and  the  new  tax  law,  which 
takes  away  most  of  nonresidential 
real  estate's  longstanding  tax  good- 
ies. Folks  also  expect  the  tradition- 
ally cyclical  auto  world  to  crash  af- 
ter 1986's  record  sales. 


But  each  of  these  factors  also  has 
opposite  possible  consequences. 
Slower  new  car  sales  may  help  auto 
replacement  parts  outfits,  which  are 
in  the  market's  doghouse,  too.  Low- 
income  folks  can't  afford  many  new 
cars  now  at  $8,000  to  $20,000  a 
crack,  but  Uncle  Sam's  new  tax  bill 
helps  them  fix  up  their  old  clunkers. 
More  than  60%  of  the  new  income 
tax  cuts  come  as  windfalls  to  folks 
who  earn  less  than  $20,000  per  year. 

That  should  help  Arrow  Automo- 
tive (11),  the  leader  in  low-priced, 
rebuilt  parts,  which  are  ideally  suit- 
ed for  low-income  car  fixers.  When 
your  car  is  fixed  at  the  shop,  the  old 
parts  are  likely  sold  to  Arrow, 
which  rebuilds  them  and  puts  them 
back  through  normal  distribution 
channels.  If  car  sales  fall,  Arrow's 
profits  will  build.  Meanwhile,  prof- 
its are  meager,  but  cash  flow  is 
strong,  and  the  stock  is  cheap  based 
on  the  price/sales  ratio. 

New  cars  have  gotten  ever  harder 
to  repair,  with  the  increased  use  of 
electronics — which  most  mechan- 
ics can't  handle.  That  should  be 
great  for  Sun  Electric  (13),  whose 
sophisticated  auto  diagnostic  gear 
offers  clearly  more  capability  and 
ease  of  use  at  lower  selling  prices 
than  its  arch  competitors,  Allen 
Group  (18)  and  Bear  Automotive  (8). 
Its  stock  is  cheaper,  too.  Why?  Sun 
lost  money  for  five  straight  years 
because  of  managerial  nightmares 
and  miserable  marketing.  But  the 
balance  sheet  is  rock  steady.  And 
D.  Barry  Davis,  its  new  chief  execu- 
tive, has  stemmed  the  bleeding, 
while  recruiting  Allen's  three  top 
marketing  guns,  who  are  busy  re- 
building Sun's  sales  arm  based  on 
professional  management  skills. 
Sales  growth  and  profits  should  be 
great  next  year.  But  right  now  Sun 
sells  at  only  two-thirds  of  the  mar- 
ket's price-to-revenue  or  pnce-to- 
book  ratios. 

Sealed  Power  (30)  may  get  bogged 
down  next  year  with  its  limited  ex- 
posure to  new  car  sales,  but  it  is 
directmg  itself  toward  growth  in  the 
foreign  replacement  parts  market, 
which  few  U.S.  firms  have  cracked 
yet.  Meanwhile,  it  sells  at  just  12 
times  earnings,  a  hair  over  book  val- 
ue and  about  half  of  sales.  You  get  a 
4%  dividend  yield,  to  boot. 

The  time  will  come  again  when 
John,  my  carpenter,  will  cease  to  be 
a  market  seer,  and  he  will  return  to 
the  sports  pages.  The  stocks  I  want 
to  buy  today  are  those  that  will  still 
be  as  good  when  that  happens.  ■ 
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You'll  find  us  right  in  the  heart  of  America  the  beautiful 
nestled  in  the  rolling  hills  of  magnificent  Missouri 


Forbes  Magazine,  through  its  af- 
filiate, Sangre  de  Cristo  Ranches, 
Inc.,  presents  Forbes  Lake  of 
the  Ozarks.  Over  12,000  acres  of 
playland  that  stretches  along  the 
fabulous  Lake  of  the  Ozarks. 

The  90-mile-long  lake  boasts 
over  1,200  miles  of  shoreline,  chock- 
full  of  fish,  fun  and  a  once-in-a- 
lifetime  recreational  opportunity  for 
you  and  your  family. 

It's  still  one  of  the  country's  best 
kept  vacation  secrets.  For  genera- 
tions, Missourians  and  tuned-in 
Midwesterners  have  come  here  to 
watch  their  young  people  catch 
their  first  largemouth  bass,  learn  to 
sail,  water-ski  and  spend  glorious 
summers  in  and  around  that  special 
world  of  boats.  At  Forbes  Lake  of 
the  Ozarks,  we  preserve  this  way  of 

"Prices  subject  to  change  without  notice. 


life.  A  great  place  for  vacations  and 
also  for  year-round  retirement  living. 

If  you  love  to  spend  your  life  by 
the  water,  you  owe  it  to  yourself  and 
those  closest  to  you  to  come  share 
this  secret.  Get  away  from  the  rat 
race.  Go  back  to  the  country.  To 
clean  air.  To  quiet  days  and  family 
fun.  It's  time  to  come  home  to  your 
own  special  place.  To  Forbes  Lake  of 
the  Ozarks. 

For  as  little  $60  a  month,  choice 
land  near  the  lake  can  be  yours. 
Prices  start  at  $6,000*  for  our 
minimum  one  acre  lots,  with  in- 
terest at  9%.  It's  an  opportunity 
you  won't  want  to  miss.  Just  call 
or  write  for  complete  details  with 
no  obligation.  Better  yet,  come 
see  us.  We'd  love  to  call  you 
neighbor. 


Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks 
PLEASE  PRINT 


Name 


'  Address 

B  City/State/Zip 
I 

}_  Telephone . 


or  phone  816/438-2801 

9HBHHKBM  *  _J 

Obtain  the  Property  Report  required  by  Federal  law  and  read  i!  before  signing  anything  No  Federal  agency  has  |udged  the  merits  or  value,  it  any.  of  this  property  Equal  Credit  and 
Housing  Opportunity  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or 
offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offenng  A  copy  of  the  offering  statement  is  available,  upon 
request,  from  Sangre  de  Cristo  Ranches  Inc  NYA86  153 
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Are  you  doomed  to  frustration  if  you 
have  become  dissatisfied  with  the  choice 
of  profession  that  you  made  10,  20  or 
even  30  years  ago?  Certainly  not. 


SECOND  CAREERS 


By  S  rally  Blotnick 


Perhaps  the  most  unfortunate  thing 
that  happens  to  educated  American 
youngsters  is  that  they  are  required 
to  make  a  career  decision  at  20  that 
is  supposed  to  last  them  until  they 
are  65.  How  can  a  person  possibly 
know  at  such  a  tender  age  what  will 
interest  him  or  her  decades  later? 

Miraculously,  some  do  get  it 
right.  Approximately  one-third  of  a 
nationwide  random  sample  I  have 
been  monitoring  for  a  quarter  of  a 
century  have  remained  content 
with  their  choices  of  profession. 

Mickey  E.;  44,  knew  by  the  time 
he  was  a  junior  in  high  school  that 
he  would  major  in  accounting  in 
college.  He  did  so,  became  a  CPA, 
and  since  that  time  has  never 
thought  seriously  about  switching 
fields.  Only  once,  six  years  ago, 
when  I  asked  him  about  other  pro- 
fessions, did  he  reply:  "If  not  ac- 
counting, being  a  real  estate  broker 
might  be  okay."  He  hasn't  men- 
tioned it  again. 

A  larger  percentage  of  the  sam- 
ple— about  45% — have  obviously 
missed  the  target.  The  members  of 
this  portion  are  chronically  dissatis- 
fied with  their  choices  and  would 


Srulfy  Blotnick  is  a  business  psychologist 
and  author  of  Ambitious  Men:  Their  Drives, 
Dreams  and  Delusions,  just  published  by 
Viking  Press 


dearly  love  to  switch  careers.  Many 
have.  Nancy  M.  majored  in  political 
science,  looked  forward  to  teaching 
and  being  an  analyst  of  political 
events.  But  after  getting  a  master's 
degree  in  the  subject  and  spending 
three  years  working  for  a  congress- 
man, followed  by  four  more  at  a 
local  newspaper,  she  lost  interest 
entirely  in  the  field  of  politics.  At  32 
she  landed  a  job  with  an  advertising 
agency  and,  11  years  later,  seems 
happy  with  her  choice. 

Most  of  the  people  I  have  studied 
don't  do  as  she  did.  Instead,  they 
stay  with  their  original  choices. 
What  keeps  people  wedded  to  a  field 
for  which  they  presently  feel  indif- 
ference, or  even  contempt? 

In  Philadelphia  there  is  an  ambi- 
tious 33-year-old  attorney.  Eight 
years  out  of  law  school,  he  now  dis- 
likes lawyers  and  the  practice  of 
law.  In  January  I  asked:  "Are  you 
thinking  of  switching?"  His  reply: 
"No,  It  would  mean  going  back  to 
school,  and  school  was  a  drag."  Hav- 
ing "tried  out"  other  fields  mentally 
in  the  last  few  years,  the  Philadel- 
phia attorney  now  wishes  he  had 
gone  into  investment  banking. 

What  will  he  do?  My  guess:  noth- 
ing. He's  afraid  to  discard  what  he 
has,  even  though  he  detests  it.  My 
advice  to  him  would  be:  Rather  than 
throwing  caution — as  well  as  your 
credentials,  contacts  and  confi- 
dence— to  the  winds,  move  into  a 
profession  that  represents  a  mixture 
of  where  you  are  now  and  where  you 
would  like  eventually  to  be.  In  his 
case,  he  could  try  securities  law. 
Switching  to  it  would  be  easier  for 
him  and  more  practical  than  drop- 
ping out  of  law  completely. 

If  you  are  like  our  lawyer  friend, 
unhappy,  but  unlike  him  want  to  do 


something  productive  about  it, 
what's  the  best  thing  to  do? 

The  first  step  is  to  make  certain 
you  don't  confuse  momentary  frus- 
tration with  permanent  dissatisfac- 
tion. That's  what  Jeff  T.  did.  His 
college  major  was  English,  which  he 
viewed  as  natural  preparation  for 
becoming  a  book  editor.  However, 
after  working  for  two  years  at  a  New 
York  publisher  specializing  in  qual- 
ity contemporary  fiction,  he  be- 
came a  stockbroker.  "Things  don't 
happen  fast  enough  in  the  publish- 
ing field,"  he  told  me  at  the  time  of 
his  switch.  There  may  be  brokers 
making  a  million  dollars  or  more  a 
year,  but  Jeff  isn't  one — and  isn't 
likely  to  be.  He  doesn't  like  the  bro- 
kerage business,  yet  is  reluctant  to 
return  to  publishing.  "For  me,"  he 
now  says,  "it  would  be  a  step  back- 
ward. And  I  want  to  get  moving." 

What  Jeff  did,  tens  of  thousands 
of  others  do.  There  are  prolonged 
periods  in  the  life  of  every  profes- 
sional during  which  nothing  seems 
to  be  happening.  Be  wary  about 
confusing  such  a  period  with  termi- 
nal disillusionment.  Make  certain 
you  have  been  disenchanted  with 
your  profession  for  at  least  three 
years  before  you  leave.  I  know  that 
sounds  like  a  painfully  long  time  to 
people  who  are  used  to  instant  ev- 
erything and  who  regularly  eat  fast 
food.  But  remember:  It  is  easy  to 
make  a  second  choice  that's  every 
bit  as  wrong  for  you  as  the  first  one 
turned  out  to  be.  In  fact,  I  have 
found  that  70%  of  those  who  make 
a  career  change  will  make  another 
within  five  years. 

Every  field  has  its  ups  and 
downs — periods  when  it  is  doing 
well  and  other  times  when  it  ap- 
pears to  be  decaying.  Sometimes  the 
business  cycle's  expansions  and  re- 
cessions, affecting  the  economy  as  a 
whole,  are  to  blame.  In  these  cir- 
cumstances it  might  be  wise  to  be  a 
career  contrarian.  If  everyone  else  in 
your  field  really  is  leaving  (and  not 
just  talking  about  doing  so),  wait  a 
while.  Your  relative  position  may 
be  on  the  verge  of  improving. 

Okay,  but  suppose  none  of  this 
applies.  You've  been  unhappy  long 
enough  to  know  your  dissatisfac- 
tion is  real.  You  are  determined  to 
switch.  What  are  your  chances? 

Not  at  all  bad.  The  good  news  is 
that,  along  with  the  experience  and 
wisdom  you  will  have  gained  during 
your  first  career,  you  inevitably 
bring  a  fresh  perspective  to  your  sec- 
ond one.  That  has  been  the  key  to 


150 


FORBES,  FEBRUARY  9,  1987 


many  a  success.  The  most  typical 
explanation  I  hear  late  bloomers 
give  for  the  major  achievements  of 
their  second  career  is,  "No  one  had 
told  me  that  this  way  wouldn't 
work — it's  just  not  done.  So  I  did  it 
and  made  a  fortune." 

The  question  workers  who  are 
ready  to  leave  their  field  ask  more 
than  any  other  is:  "Where  should  I 
go  next?"  There  is  an  easy  way  to 
determine  the  answer.  Ask  yourself: 
What  did  I  like  between  the  ages  of 
15  and  25?  Literature,  music,  math- 
ematics, economics,  athletics, 
wheeling  and  dealing? 

The  budding  interests  of  adoles- 
cents— which  they  didn't  act  on  at 
the  time — often  provide  useful 
clues  later.  Here  are  two  representa- 
tive examples.  Rick,  a  finance  major 
in  college,  was  fond  of  tinkering  and 
designing  things  (especially  toys) 
but  thought  "it  was  more  realistic — 
and  would  pay  better"  if  he  got  a  job 
with  a  bank,  which  is  where  he  cur- 
rently works.  And  he  hates  it. 

Rick  seems  not  to  have  noticed 
that  toys  are  now  a  billion-dollar-a- 
month  business  in  the  U.S.  What 
would  his  transition  job  be?  A  finan- 
cial one  at  a  toy  company,  of  course. 

Ken  works  for  the  marketing  divi- 
sion of  a  large  packaging  company. 
He  yearned  to  be  an  actor  but  stud- 
ied business  instead,  "because  I 
wouldn't  have  earned  a  dime  on  the 
stage,"  he  says.  But  now  this  gregar- 
ious 38 -year-old,  who  dislikes  his 
job  and  his  company,  is  thinking  of 
going  back  to  school  to  get  an 
M.B.A.  so  that  "I'll  be  better  pre- 
pared for  whatever  I  finally  decide 
to  be  when  I  grow  up." 

In  his  case,  this  represents  an  un- 
warranted detour  and  delay.  Unless 
I  miss  my  guess,  he  will  dislike 
graduate  business  school  even  more 
than  he  dislikes  his  present  employ- 
ment, since  he  wants  to  be  around 
people  more,  not  books  and  class- 
rooms. Perhaps  he  should  forget 
about  school  and  get  involved  with 
conventions.  (More  than  once  he's 
said,  "They  seem  like  great  big  par- 
ties to  me.")  It's  a  huge  field  and  a 
first  cousin  to  show  business. 

Each  case  is  different;  every  per- 
son unique.  But  the  mistakes  you 
make  in  your  first  career  choice  can 
either  be  compounded  or  serve  as  an 
invaluable  hint  about  what  to  do 
next.  If  you  really  want  to  change, 
do  so  — and  the  sooner  the  better — 
by  finding  ways  to  make  a  gradual 
transition  to  the  work  that  helps 
you  feel  glad  to  be  alive.  ■ 
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WHY  PLAY  AROUND  WITH  YOUR  MONEY? 

For  the  12  months  ended  10/30/86  Founders  Mutual  Fund  provided  a  total  return  of 
34.4%.*  For  nearly  half  a  century,  the  Fund  has  attracted  serious  investors  seeking 
long-term  growth  of  capital  and  income.  The  Fund's  diversified  portfolio  of  blue-chip 
stocks— chosen  for  their  records  of  profitability  and  dividend  payments— is  just 
part  of  its  appeal.  Cost-conscious  investors  also  appreciate  the  Fund's  services  and 
savings  •  no  commissions  •  no  deferred  sales  charges  •  no  fees  for  asset  switching 
among  our  Funds.  You  can  even  open  your  account— including  IR  As— by  phone. 
So,  if  you're  tired  of  playing  around,  call  for  more  information. 


1-800-525-2440 

(In  Colorado:  1-800-874-6301) 


Founders 

810  Cherry  Creek  Nat  l  Bank  Bldg. 
3033  East  First  Avenue 
Denver,  Colorado  80206 


Call  for  a  prospectus  containing  information  about  management  fees  and  expenses  Read  it  carefully  before  you  invest. 
*From  11/30/83,  when  the  Fund  became  an  open-ended  diversified  management  investment  company,  to  10/30/86.  the 
Fund's  total  return  was  58.3%.  Performance  figures  include  change  in  share  price  and  reinvestment  of  dividends  and 
capital  gain  distributions  Net  asset  value  will  fluctuate  as  market  conditions  change  and  past  performance  is  no 
guarantee  of  future  results. 


Now,  international  bonds  for 
independent  investors! 


T.  Rowe  Price  International  Bond  Fund 

By  investing  in  top-quality  foreign  bonds,  this  Fund  offers  you 
high  income  potential  and  overseas  diversification— with  all  the 
conveniences  of  a  sales-commission-free  mutual  fund.  It  also  offers 
potential  capital  appreciation  through  foreign  currency  and  interest 
rate  changes.  Yield  and  share  price  will  vary.  $1,000  minimum 
investment  ($500  for  IRAs).  No  sales  charges.  Call  weekdays 
8:30  am  to  8  pm,  Sundays  10  am  to  4  pm  EST:  1-800-638-5660. 


T.RowefticejBL 

Invest  With  Confidence  WmJmk 

Mail  to:  T.  Rowe  Price 
100  East  Pratt  Street,  Baltimore,  MD  21202 
Please  send  me  a  prospectus  with  more 
complete  information,  including  manage- 
ment fees  and  other  charges  and  expenses. 
1  will  read  it  carefully  before  I  invest  or 
send  money. 


T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Commodities 


MONEY  &  INVESTMENTS 


Not  many  things  that  cost  under  $100 
could  improve  a  speculators  trading,  but 
here  are  two  books  that  do  and  could. 

AN  ALMANAC  FOR 
ALL  SEASONS 


By  Stanley  W.  Angrist 


Have  you  ever  contemplated  taking 
a  position  in  the  futures  market  and 
said  to  yourself,  "I  wonder  when 
first  notice  day  [the  first  day  on 
which  a  person  holding  a  long  posi- 
tion can  be  tendered  a  delivery  no- 
tice for  the  commodity  being  traded 
by  someone  holding  a  short  posi- 
tion] occurs?"  As  a  speculator,  not 
knowing  such  things  could  be  haz- 
ardous to  your  wealth. 

The  answer  to  this  question  and 
hundreds  of  others  are  now  gathered 
together  in  a  single  book  that  can 
also  be  used  as  a  desk  diary.  It  is 
Frank  Taucher's  TJ)e  1987  Commod- 
ity Trader's  Almanac.  I  have  cited 
Taucher's  work  before,  simply  be- 
cause I  think  he  offers  exceptional 
value  for  the  money. 

The  Almanac  is  another  example. 
In  addition  to  presenting  the  essen- 
tial information  that  all  commodity 
traders  must  have  at  their  fingertips 
to  avoid  costly  mistakes,  it  also  of- 
fers a  wealth  of  suggested  trades.  By 
means  of  a  huge  database,  Taucher 
has  tested  thousands  of  seasonal 
trades.  He  then  includes  the  best  of 
these  in  the  Almanac,  providing  in 
addition  a  ;alth  of  information 
about  each  trade. 


Stanley  W.  Angris  commodity  specu- 
lator, consultant  a/.  igtime  observer  of 
the  commodity  meo 


The  Almanac  also  includes  his- 
torically high  and  low  prices  for  all 
commodities  and  the  dates  they 
were  reached,  commodity  cycle 
lengths,  estimated  cost  of  produc- 
tion for  various  commodities  and 
astronomical  information.  In  order 
to  give  you  a  taste  of  the  seasonal 
trades  offered,  I  have  summarized 
four  of  them  in  the  table  below.  I 
believe  that  this  year's  Almanac  is  a 
best  buy  at  $75  from  Market  Move- 
ments, Suite  190,  8236  East  71st 
Street,  Tulsa,  Okla.  74133. 

In  my  Oct.  27,  1986  column  I 
described  the  work  of  J.  Peter  Steidl- 
mayer,  who  over  more  than  25  years 
has  developed  a  unique  trading 
method  based  on  market-generated 
information.  The  book  he  wrote 
with  Kevin  Koy,  Markets  &  Market 
Logic,  has  now  been  published.  In 
160  pages  it  succinctly  covers 
Steidlmayer's  theory  of  markets  and 
describes  how  market-generated  in- 


formation can  be  used  to  profitably 
trade  the  markets.  The  authors  ana- 
lyze ten  examples  in  considerable 
detail,  pointing  out  the  clues  that 
the  market  itself  is  constantly  re- 
vealing to  informed  traders. 

Anyone  who  wants  a  better  un- 
derstanding of  how  markets  work  in 
general  and  how  they  signal  their 
moves  would  be  well  advised  to 
spend  some  time  with  this  book.  It 
is  available  (for  $39.95)  from  J.F. 
Dalton  Associates  at  800-362-8117. 

On  Jan.  4,  1987  60  Minutes  carried 
a  story  about  a  churning  case.  It  was 
a  classic — an  84-year-old  widow  had 
opened  a  $300,000  account  with  a 
major  wire  house,  and  over  a  couple 
of  years  the  equity  diminished  to 
$800  or  so.  The  woman  alleges  she 
did  not  know  very  much  about  in- 
vesting, while  the  broker  claims  he 
was  constantly  urged  to  be  more 
active  in  the  market.  So,  whom  do 
you  believe?  Well,  the  arbitrator  be- 
lieved, at  least  in  part,  the  woman, 
and  she  received  from  the  broker 
about  $120,000  after  attorney's  fees. 

Of  course,  most  churning  cases 
would  be  settled  instantly  if  all  bro- 
kers tape-recorded  all  conversa- 
tions, as  do  the  discount  commod- 
ity brokers  with  whom  I  am  famil- 
iar. Then,  if  any  dispute  comes  up, 
the  customer  and  the  broker  listen 
to  the  tape  together,  and  the  matter 
is  usually  settled  on  the  spot. 

Given  the  simplicity  of  the  idea 
and  its  low  implementation  cost,  it 
makes  you  wonder  why  all  conver- 
sations with  brokers  are  not  record- 
ed. Can  you  think  of  any  party  to 
broker-customer  discussions  that 
would  not  want  them  taped?  I'll  bet, 
with  a  little  effort,  you  can.  ■ 


Please  pass  the  seasonal  s 

Listed  below  are  four  of  the  hundreds  of  seasonal  trades  given  in  The  1987 
Commodity  Trader's  Almanac.  These  trades  have  high  reliability  and  low 
average  losses.  Under  each  (right)  is  the  number  of  years  it  has  been  tracked 
and  (left)  the  percentage  of  those  years  it  has  been  profitable.  The  stop-loss  is 
on  a  close-only  basis,  and  is  the  amount  that  should  be  risked  on  the  trade. 

Trade 

Enter 

Exit 

Average 
profit 

Average 
loss 

Stop-loss 
risk 

Short  Mar  Palladium 

(4)  (75%) 

(an  31 

Feb  28  • 

$1,706 

$330 

$  500 

Soread  \  Long  Apr  Catt,e/ 
p         Short  May  Feeder  Cattle 

(9)  (89%) 

Feb  22 

Mar  31 

1,034 

3 

1,400 

Long  Minn.  May  Wheat 
(6)  (83%) 

Feb  28 

May  15 

919 

150 

500 

Spread  [  Long  Sept  Beans/ 
1  Short  Nov  Beans 
(17)  (71%) 

Feb  28 

June  7 

753 

235 

1,200 
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homes  Market/ 


I 


WINE  CELLARS 


WINE  CELLARS 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.007sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price 

•  Fully  Insulated  •  Built-in  Computer  Center 

•  Thermo  Pane  Windows  which  allows  the  home 

•  Cathedral  Ceilings         to  perform  many  tunc- 

•  Exterior  Decks  tions  for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  one  district  representative  to  establish  retail  sales 
Protected  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 
Home  may  be  lived  in  or  used  as  an  office. 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1569 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


REAL  ESTATE 


PALM  BEACH 

Unique  Lakefront  Estate  For  Sale 
Ideal  As  A  Corporate  Retreat 

*  21.322  sq.  ft.  Mediterranean- 
style  residence. 

*  Only  10  minutes  from  Palm 
Beach  International  Airport. 

*  Over  270'  of  lake  frontage — 
deepwater  fully  equipped  dock. 

*  25  x  60  heated  pool  and  pool 
pavilion. 

*  7  main  bedrooms — 2  guest 
bedrooms — 3  staff  bedrooms. 

*  Nautilus  Gym — steam  and  sauna 
room — whirlpool  and  solarium. 

*  7-car  garage — state-of-the-art 
security  system. 

For  more  information  and  a  color 
brochure  please  contact: 
J.  Richard  Allison  at  305/659-3555 
or  after  hours  at  305/655-4274 


SOTHEBY'S 

INTERNATIONAL  REALTY 

155  Worth  Avenue,  Palm  Beach, 
Florida  33480 
^      Telephone:  (305)  659-3555 


One  Million  Difference 

E  you  buy  land  and  build  estate, 
.attingtown,  exclusive  area  north 
hore  Long  Island  45  mins  from 
■JYC  8'/2  wooded  acre  lot  on  a  beau- 
iful  pond. 
Price  $995,000  excl  financing 
Owner:  516-889-8940 
212-532-2077 


BUSINESS  OPPORTUNITIES 


DVER  $500,000,000.00  WORTH 

I  ButlnisiM  FOR  SALE  By  Owniu  Nationwide 

AVE... No  Brokerage  Fees  .-fc^. 
you  want  to  Llit  or  Buy  Call  g  **rk 
)ll  Free  1-800-233-2115      'IjJ  M 
i  Tex  1-214-612-0072  ^^Wr 

GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 

MANY  OFFER  OWNER  FINANCING 


MISCELLANEOUS  FOR  SALE 

NVESTMENT  GEMSTONES! 
.UARANTEED  LIQUIDITY!!! 

:e  wholesale  catalog  Satisfaction  Gtd 
18  yrs!  Member  Jewelers  Board  of 
ide,  Chamber  Commerce,  American 
m  Trade  Assn 

HOUSE  OF  ONYX 
No  One  Main  Street 
Greenville.  Kentucky  42345 
TOLL  FREE  1-800-626-8352 


brbes:  Capital  ist  Tool 


mtEmJ    15.000  BUSINESSES 

«HJjP        from  coast 

^PP|  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
it\     Toll  Free  800-327-9630 
Vp/  in  Fla  call  800-533-4663 


FRANCHISING 


Franchise 


Your  Business. 

Franchise  Consulting  Group,  Inc. 

101  Derby  Street,  Hingham,  MA  02043 
In  Mass         -  (617)  848-7550 
Outside  Mass  -  (800)  358-8011  . 


COMPUTERS 


Radio  /hack -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  Si  CELLULAR  PHONES 
Fgt  Prepaid  Save  Tax 
a,      Toll  Free  800-231-3680 

M\  mflRYfTlflC  INDUSTRIESINC 
22511  Kaiy  Fwy 
Kaly  (Houston)  TX  77450 
1-713-392-0747  Telex:  774132 


TRAVEL 


EASTERN 

AIRLINES 

Bondholders 

For  Top  Current  Quotes 
on  Travel  Vouchers 
Call: 

800-443-8884 
212-529-0581 


{In  N  V  State) 


GALAPAGOS 

Ypu,  9  other  adventurers  and  our 
licensed  naturalist  will  sail  by  yacht 
to  explore  more  islands  than  any 
other  Galapagos  expedition.  44 
Trip  dates.  Machu  Picchu  Option. 
FREE  BROCHURE 
INCH  GFLOflTS  41 5-435-4622 
I606fb  Juanita.  Tiburon,  CA  94920 


WlNECELLARS-USA  _ 

High-Quality  •  American  Made 
Lifetime AVarranty  on  Redwood  Racks 

Custom  Rack  Systems  and  Cellars  from  600  ■  20.000  Bottles 
Standard  Features  Wood  Construction* Individual  Bottle  Nesting  IPtt 
5  Yr  Warranty  on  Compressor*  Uniform  Temperature  &  Humid- 
ity and  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 
.  „~  „      .         ^  Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

880  Bottle  Twin  Unit   4495  2795 

Earn  $100  or  more  commission  on  sales  from  your  leads . 

Our  cellars  are  bigger,  better  &  cost  less!  Request  our  catalog  of 

rare  wines  &  other  cellars,  we  are  licensed  wine  merchants— Call 

Olympic  Sales  Co.  since  1947 

839S.LaBreaAve.,  Los  Angeles,  CA  90036  Visa/AmEx/MC 
(800)421-8045  orinCA(213)937-3221    •    We  Ship  Anywhere. 


FASHION 


EXECUTIVE  MATERNITY  CLOTHING 


Catalog  with  swatches  and  fit 
guide $3.  refundable  with  order 
Visit  our  stores  in  Atlanta,  Bain- 
more,  Boston.  Charlotte.  NC.  Chicago. 
Cleveland.  Costa  Mesa,  CA,  Dallas. 
Denver  Hamsburg  PA  W 
Hartford,  CT,  Haverford  PA. 
Houston.  Los  Angeles  Mesa. 
AZ.  Minneapolis.  New 
Orleans,  New  York.  Phda 
delphia,  Pittsburgh.  San 
Diego.  San  Francisco.  Slam- 
(ord.  CT,  Washington  D  C 
or  inquire  about  open- 
ing a  store.  Ttlephont 
21S-62S-0151  P.O.  Box 
40121  Dept.  FO  TB 
Phila  .  PA  19106 


MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS 


DRIONIC-  —the  heavy 
sweater's  answer  to 
costly  and  embarrass- 
ing underarm,  hand  or 
foot  sweat.  Short  treat- 
ment with  electronic 
Drionic  keeps  these 
areas  dry  for  6  week 
periods  Recommend- 
ed by  dermatologists 
everywhere  Send  for 
free  information. 
Clinical  studies 
available  to  physicians. 

GENERAL  MEDICAL  CO 
Dept  FOB  ? 
1935  Armacost  Ave 

Los  Angeles.  CA  90025 


UNDERARMS 


FINANCIAL  SERVICES 

^  IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

NO  RED  TAPE— NO  DELAY 

TOWERS 
CREDIT  CORPORATION 

A  subsidrtry  of  TFC  Towers 
Finonciol  Corporotion,  on  OTC  Company 

200  Madison  Avenue 
New  York,  NY  10016 

212-696-0505 

Outside  New  York  State 

800-553-3322 


CAPITAL 

for  companies  with  regional,  national,  and/or 
global  market  potential  From  $500,000  to  $50 
million.  Call  Mr.  Anthony  at  303-442-4867 
or  Mr.  Michaels  at  800-259-9674  for  prompt 
response.  Or  mail  your  Business  Plan  to 
CAPITAL  INVESTMENT 
FINANCIAL  FUND  INC. 
P.O.  Box  623  Waimanalo,  HI  96795. 


EXECUTIVE  GIFTS 


CUSTOM 

STAND-UP  DESK 


3819  Fondren,  Houston.  Icxas  77063 
(713)475-9721 
Outside  Texas  1-800-645-2065 


Remington  Bronzes 


,  h  23" 


'The  Outlaw 


$795 

Full  size 
cast  from 
original. 

To  purchase  or  to 
obtain  details  on  (17) 
other  fullsize  Remington 
bronzes  call  or  write: 

(818)  988-8396 
Munyon  &  Sons 
6918  Matiliia  Ave..  Van  Nuys.  CA  91405 


.    ALL  NAME  BRANDS 
FAST-FRESH-CHEAP 

1-800-JR-CIGAR 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
We  II  narrow  your  closet 
classics  to  a  stylish  3  Vfe"  |or 
state  widtfil  Great  birth- 
day or  Christmas  gift 
Send  S 1 3  50  for  each  set 
of  3  ties  to 
SUM  TIES  CO. 
44  Monterey  Blvd ,  Dept  O 
San  Francisco.  CA  94 1 3 1        |41S|  S85-610O 


FOR  INFORMATION  ON  FORBES 
CLASSIFIED  WRITE  OR  CALL: 
LINDA  LOREN 
FORBES  CLASSIFIED 

60  Fifth  Avenue/New  York.  N  Y.  1001 1 

(212)  620-2440 


If 


Streetwalker 


Big  questions  for  big  oils 

So  strong  have  the  oils  been  that 
Exxon  is  selling  at  a  premium  to 
its  appraised  worth.  Well,  it's  only  a 
slight  premium,  4%  above  John  S. 
Herold  Inc.'s  $55  billion  estimate  of 
its  breakup  value.  But  the  fact  is,  Ex- 
xon has  sold  at  a  steep  discount  since 
1974.  As  a  group  the  international  oils 
(Amoco,  BP,  Chevron,  Exxon,  Mobil, 
Royal  Dutch/Shell  Group  and  Tex- 
aco) now  sell  for  an  unusually  high 
average  of  82%  of  breakup  values  esti- 
mated by  Herold,  which  uses  $17.50- 
a-barrel  oil  as  a  benchmark.  Note,  too, 
that  the  average  is  brought  down  by 
the  Pennzoil  lawsuit,  which  depresses 
Texaco's  shares. 

The  big  question:  Is  there  much  op- 
portunity left  in  the  big  oils?  Herold's 
Arthur  Smith  fears  not.  The  recent 
runup,  he  says,  was  entirely  predict- 
able. The  oils  were  beaten  unrealisti- 
cally  low  last  summer,  when  oil  fell 
below  $10.  Yet  even  then  companies 
were  acquiring  other  companies'  re- 
serves on  the  assumption  of  $17  oil  in 
1987 — just  the  range  to  which  oil  has 
lately  risen.  So  Smith  says  the  market 
efficiently  called  the  turn. 

Now  that  the  internationals  are 
fairly  valued,  Smith  doesn't  see  big 
gains  without  further  appreciation  in 
the  oil  price.  If  that  happens,  he 
thinks  the  prime  beneficiaries  will  be 
those  producers  now  penalized  in  the 
market  for  having  high  debt.  Smith's 
favorite:  Chevron,  which  at  a  recent 
52  was  selling  for  less  than  60%  of 
breakup  value.  But  absent  higher  oil, 
Smith  cautions,  "Exxon  could  per- 
form like  IBM  in  1987."— Thomas  Jaffe 


Oil  service  service 

If  you  are  worried  that  oil  service 
shares  have  run  way  ahead  of 
themselves,  Suzanne  Cook  of  First 
Boston  recommends  McDermott  In- 
ternational and  its  7.5%  yield  as  a 
conservative  way  to  play  the  group. 

At  first  blush,  $3.3  billion  (sales) 
McDermoti  is  an  odd  choice.  Its  over- 
seas operations  are  incorporated  in 
Panama  so  it  can  retain  profits  earned 
outside  the  U.S.  without  having  to 
pay  U.S.  taxes — hardly  a  conservative 
image.  Moreover,  operations  are  just 
so-so.  Th  ck  &  Wilcox  unit,  in 

power  gene)  e  ngineered  ma- 

terials, is  in  ick.  But  marine 

constructu  ter. 
Despite  iS)  though, 


McDermott  has  consistently  generat- 
ed positive  cash  flow  from  operations. 
That's  why  the  dividend — $1.80  since 
1983 — appears  safe  to  Cook.  Exclud- 
ing a  $7.15  a  share  gain  on  its  bond 
portfolio,  Cook  estimates  McDermott 
will  lose  $2.65  a  share  for  the  fiscal 
year  ending  Mar.  31.  The  following 
year,  however,  she's  looking  for  earn- 
ings of  $1  a  share. 

But  what  if  earnings  disappoint  or 
the  oil  services  group  sells  off  again? 
Cook  isn't  worried.  She  notes  the 
company  controls  enormous  realiz- 
able cash  balances:  $1.3  billion  in  U.S. 
government  bonds,  positive  working 
capital  of  $200  million,  a  pension  plan 
with  excess  assets  of  $500  million, 
and  more.  Valuing  the  assets  and 
cash,  and  netting  out  some  $950  mil- 
lion of  long-term  debt,  Cook  thinks 
McDermott's  45  million  fully  diluted 
shares  are  worth  at  least  $35  each,  vs. 
a  recent  NYSE  price  of  $24.  So,  says 
Cook,  if  the  stock  dropped,  say,  to  20, 
the  asset  values  and  a  yield  that 
would  then  be  9%  would  break  the 
fall.  A  stock,  you  might  say,  for  the 
morning  after. — T.J. 


The  once  and  future 
King  World 

Television  advertising  sales  are 
soft,  and  many  independent  TV 
stations  are  hurting.  This  spells  trou- 
ble for  some  syndicators  of  TV  pro- 
grams: The  indies  are  their  prime 
market  for  the  sale  of  rerun  rights. 
Game  show  producer  Barris  Indus- 
tries' stock  recently  took  a  hit.  Even 
MCA,  Hollywood's  biggest  TV  pro- 
ducer and  syndicator,  announced  a 
$50  million  pretax  writeoff  on  the  af- 


Talk  show  host  Oprah  Winfrey 
Queen  for  King  World. 


termarket  value  of  its  TV  series, 
which  include  such  popular  shows  as 
Magnum  P.I.  and  Miami  Vice. 

Yet  the  picture  at  $146  million 
(sales)  King  World  Productions  is 
coming  in  crisp  and  clear.  King,  head- 
quartered in  Summit,  N.J.,  has  been 
riding  high  on  the  phenomenal  syndi- 
cation success  of  the  Wheel  of  Fortune 
and  Jeopardy!  game  shows.  The  sales 
of  these  two  programs  haven't  been 
hurt  much  by  the  indies'  troubles,  for 
the  simple  reason  that  most  of  King's 
customers  are  network  affiliates. 

Now  King  has  another  winner:  an 
hour-long  talk  show  hosted  by  Oprah 
Winfrey,  supporting  star  of  The  Color 
Purple.  The  program  is  broadcast  on 
134  stations  and  should  approach  200 
by  the  fall.  Oprah  Winfrey  has  done  so 
well  in  the  morning  that  many  sta- 
tions are  shifting  her  to  late  after- 
noon, where  the  show  can  be  a  valu- 
able lead-in  to  their  5  o'clock  news. 

Last  year  King's  earnings  nearly 
doubled,  to  65  cents  a  share.  The 
stock,  half  of  whose  31.2  million 
shares  are  owned  by  the  King  family, 
recently  sold  for  173/4  on  the  NYSE. 
An  awfully  rich  multiple,  unless  you 
believe  PaineWebber's  Lee  Isgur,  who 
expects  King  to  earn  as  much  as  $1.25 
a  share  for  the  fiscal  year  ending  in 
August.  He  recommends  tuning  in, 
especially  if  the  stock  sells  off  on  oth- 
er syndicators'  static. — T.J. 


Double  play 

Here's  a  fascinating  company  for 
those  who  want  to  play  energy 
and  the  West  German  deutsche  mark 
simultaneously.  The  company  is 
North  European  Oil  Royalty  Trust, 
units  of  which  trade  on  the  NYSE. 
North  European  holds  royalty  rights 
covering  oil  and  gas  production — 
mostly  gas — on  some  3  million  acres 
in  West  Germany.  Substantially  all 
the  income  is  distributed  quarterly  to 
holders  of  the  8.2  million  units. 

These  are  salad  days  for  North  Eu- 
ropean. With  the  cold  snap  on  the 
Continent,  North  European's  royal- 
ties, which  are  received  in  marks,  are 
strong.  Better  yet,  the  royalties  are 
converted  to  dollars  and  distributed  in 
dollars.  So  when  the  mark  is  rising 
against  the  dollar,  the  trust  pays  out 
more  dollars.  Dollar-based  investors 
win  both  ways.  (Of  course,  if  the  mark 
and  the  gas  prices  fall,  unit  holders 
lose  both  ways.) 
The  units  are  up  roughly  50%  since 
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late  summer,  to  about  $23.  The  divi- 
dend rose  20%,  to  $2.42,  in  the  fiscal 
year  ended  Oct.  31.  While  the  yield 
has  fallen  lately  as  the  unit  price  has 
climbed,  it  still  measures  a  tempting 
10.5%.  And  the  dividend  could  rise 
substantially  more  this  year.  Many 
international  economists  believe  the 
dollar  must  fall  further  against  the 
mark,  perhaps  to  below  DM  1 .70/$! 
from  the  recent  DM  1.80/$1.  With  so 
much  attention  these  days  on  ex- 
change rates  and  energy  prices,  Street- 
walker thinks  North  European  is  too 
darned  interesting  not  to  follow. — T.J. 


Jersey  jewel 

Last  fall  Streetwalker  reported  on 
the  hidden  value  of  Michigan  En- 
ergy Resources,  holding  company  for 
a  gas  distribution  utility,  several  ca- 
ble-TV systems  and  one  TV  and  two 
radio  stations.  Mark  Feldman  of  pri- 
vate New  York  investment  firm  Ross- 
rock  Co.,  who  tipped  us  to  Michigan 
Energy,  has  found  another  stock  with 
more  value  than  meets  the  eye:  $277 
million  (sales)  NUI  Corp.  of  Bridgewa- 
ter,  N.J.  It  recently  sold  on  the  NYSE 
for  323/4,  yielding  7.1%. 

NUI's  main  subsidiary  is  Elizabeth- 
town  Gas,  a  public  utility  serving 
New  Jersey.  For  most  of  1986  the 
shares  traded  between  29  and  34 — 
first  anticipating,  then  reflecting,  a 
$28  million  pretax  writedown  taken 
on  oil  and  gas  assets.  But  with  the  bad 
news  out,  Feldman  says  the  stock 
merits  a  closer  look.  He  figures  that 
even  when  you  subtract  the  parent's 
long-term  debt,  the  Elizabethtown 
subsidiary  alone  might  trade  publicly 
at  around  $33.50  a  share.  (There  are 
nearly  2.4  million  NUI  shares,  27% 
owned  by  the  Kean  family.) 

NUI  also  runs  a  growing  spot  gas 
brokerage  business  that  could  be 
worth  almost  $3  a  share.  There's 
some  $1.70  of  cash  in  the  till.  Even  at 
a  sharp  discount,  NUI's  oil  and  gas 
reserves  might  fetch  another  $2.  And 
there  are  $3.80  of  aftertax  overfunded 
pension  assets.  Total:  nearly  $44  a 
share  of  asset  values,  or  some  33% 
more  than  the  shares  trade  for. 

Feldman  says  he's  being  conserva- 
tive. Elizabethtown  internally  pays 
dividends  to  NUI  well  in  excess  of 
what  the  holding  company  pays  out  to 
shareholders.  It  also  pays  taxes  to  NUI 
well  in  excess  of  what  the  parent  pays 
to  the  government.  "There's  no  trick 
to  finding  higher  value  here,"  he  says, 
"and  while  you  wait  for  the  price  to  go 
up,  you're  paid  for  your  patience  with 
a  7%  yield."— T.J. 
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Read  what 
Andrew  Harper's 
exclusive  guide  to  unspoiled  places 
says  about  Malcolm  Forbes' 
exotic  Fiji  Island  paradise. 


It's  the  vacation 
of  a  lifetime  for 
$1,950  a  week! 

^aken  as  a  whole,  Fiji  is 
'perhaps  the  most  idyllic  and 
LL\       hospitable  archipelago  in  the 
South  Seas,  its  essence 
^BL.    springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fiji  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Bounty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  corner  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 

and  wild  birds  

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


South  Pacific 
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Contact: 
Fiji  Manager 
Forbes  Magazine 
60  Fifth  Avenue 
New  York,  NY  10011 
Tel:  (212)  620-2461 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling/scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells  

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific... 


Fire  up  my  imagination! 
Send  me  a  free  color  brochure. 


~1 


Name 


Zip. 
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Admiral  98 
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Allied  Stores    13 

Amdahl   76 

American  Capital  High  Yield 
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American  Express   27 
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Caterpillar   78 
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Century  Pacific  Capital   54 

CGCT   84 

Challenger,  Gray  &  Christmas    118 

Chevron    15,  154 

Chrysler   78,  104,  116 

Citicorp   100 

Claire's  Stores    144 

Clothestime   144 

Coca-Cola    Ill 

Collins  Publishers   19  19 

Color  Systems  Technology  56 

Colorization   56 

Adolph  Coors    146 

Coming  Glass   76 

Costco  Wholesale   144 

Criterion  Investment  Management    144 

CW  Group    112 

Daewoo   76,  78 

Daimler-Benz    40,  46,  116 
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DEC   76 

Deere  68 

Diamond-Star  Motors    104 

DPF   62 

Drake  Beam  Monn   118 

Drexel  Bumham  Lambert  32,  117 

Dreyfus  Strategic  funds    128 

Dunkin'  Donuts   98 

Eastdil  Realty    122 

Eastman  Kodak   8,  122 

Electric  Mobility   88 

Peter  Elliott    117 

Embassy  Communications  56 

Emerson  Electric    143 

Endo-Lase    70 

Enterprise  Social  Investment   54 

Ernst  &  Whinney   34 

M.  Evans    19 

Everest  &  Jennings  International   88 

Exxon   8,  154 

Fairchild  76 

Federal  Kemper  Life  Assurance   15 

Federated  Department  Stores   13 

Federated  Department 

Stores  (Bloomingdale's)    1 1 1 

Fidelity   143 

Find/SVP   12 

First  Boston    154 

First  Chicago   54 


Ford  Motor   40,  78,  104,  111,  116 

Freightliner  40 

Frigidaire   159 

Fuji  Photo  Film    122 

Fujitsu  76 

E.&J.  Gallo  Winery   Ill 

The  Gap   34 

General  Electric    8,  76,  78,  122 

General  Instrument    76 

General  Mills   62 

General  Motors    40,  68,  78,  98 

104,  111,  116,  146 

Gillette    14 

Gillis  &  Associates    116 

Gold  Star   76 

Good  Stuff  Food   62 

Green  Mountain  Herbs  60 

Greenwich  Associates    128 

Greenwich  Group    118 
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Robert  Halmi  56 
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John  S.  Herold    154 

Hewlett-Packard    10 
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Hitachi   76 

Holiday  Inns    13 

Honda  Motor    104,  116 

Honeywell    76 

Hoya  76 

E.F.  Hutton    143 

Hyundai   76,  104 

IBM    52,  62,  68,  76, 

78,  111,  146,  154 

ICL    76 

In  Vitro  Care   112 

Industrial  Equity 

(Pacific]  Limited   88 

Intel  76,  84 

International  Paper   22 

International  Rectifier    143 

Interstate  Bakeries   62 

Invacare   88 

Isuzu    78,  116 

ITT   68,  84 

IVF  Australia  (USA|    112 

Johnson  &  Johnson    Ill 

Kellogg  62 

Kelvinator  98 
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Kidder,  Peabody   143,  144 

King  World  Productions    154 

King,  Chapman  &  Broussard   118 

Kraft    Ill 

Ralph  Lauren    Ill 

Levi  Strauss    Ill 

Liebert   143 

Lite  Instruments   94 

The  Limited   144 

Local  Initiatives  Support   54 

Los  Angeles  Times   46 

Louisville  Redbirds   36 

Lowe's  70 

Mack  Trucks   40 

R.H.  Macy   144 

Malmgren   84 

Market  Movements    152 

Marriott    13 

MCA    154 

McDermott  International    154 

McDonald's   98,  111 

McGraw-Hill  (Business  Week)  8 

Medtronic    88 

Meret   34 

Merrill  Lynch    128 

Metromedia   56 

Michigan  Energy  Resources    155 

Mitel   76 

Mitsubishi    84,  104,  116 

Mobil    154 

Robert  Morris  Associates   70 

Motion  Designs    88 

Motorola    76 

National  Advance  Systems    76 

National  Distillers 
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National  General    122 

Navistar   40 

NEC   76 

New  England  Critical  Care   94 

New  York  Mets  36 

New  York  Times   18 

NHP   52 

Nomura  Securities    122 

North  European  Oil 

Royalty  Trust   154 

Northern  Nevada  Fertility  Clinic    1 12 

NTT   76 

NUI    155 


Oak  Investment    144 

Olivetti   76 

Olympia  &  York    15 

Oppenheimer  funds    128 

Paccar  40 

Pace  Membership  Warehouse    144 

PaineWebber  Group   154 

Panhandle  Eastern   143 

Pay  less  Cash  ways    144 

Pennzoil    154 

Penzer  &  Sloan  72 

PepsiCo   Ill 

Petro  United    118 

Philco  98 

Philip  Moms   6,  108,  111 

Philips  76 

Pilko  &  Associates   118 

Pillsbury  (Burger  King)  98 

Polaroid  8 

Price    144 

Progressive   146 

Prudential  Insurance    112,  128 

Pulte  Home   62 

Putnam  funds    143 

Qintex  56 

Quaker  Oats   54 

Ralston  Purina  62 

Rawson  Associates   117 

Reading  Phillies   36 

Reliance  Electric   8 

Renault    116 

Revlon  14 

Rheingold    14 

Hal  Riney  &  Partners    Ill 

RfR  Nabisco  (Kentucky  Fried  Chicken)   98 

RKO  Studios   14 

Hal  Roach  Studios  56 

Rolm   76 

Rossrock    155 

Rover  Group   40 

Royal  Dutch/Shell  Group   154 

Saatchi  &  Saatchi  Compton    Ill 

Salomon    15 

Samsung   76 

San  Francisco  Giants   36 

Sara  Lee  54 

Scali,  McCabe,  Slovis   117 

Sealed  Power    148 

Sears,  Roebuck    52,  68,  144 


Sears,  Roebuck  (Dean  Witter  Reynolds)    10 

Serono  Labs    112 

Mark  Shale   34 

Shearson  Hayden  Stone    100 

Shin-Etsu   76 

Siemens   76 

Melvin  Simon  &  Associates  34 

Smi  ch  Travel  Research    13 

Sony   Ill 

Southland  (7-Eleven)   98 

Standard  Oil   54 

Sterling  Products    159 

Paul  Stuart   117 

Student  Loan  Marketing  Association    128 

Subaru    104,  116 

Sun  Electric    148 

Suzuki  78 

Tambrands   112 

Texaco    154 

Texas  Instruments    78 

Textron   40,  68 

Thorndike,  Deland  Associates    13 
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Toshiba   76 

Toyota   104,  116 

Trafalgar    117 

TRW  46 

Tumbull  &  Asser    117 

Unisys  (Sperry)   76 

United  Financial  Operations   60 

USX  78 

Value  Line    143 

Vanguard  funds    143 

Volkswagen    40,  108,  116 

Volvo  40,  116 

Louis  Vuitton    Ill 

Wang  Laboratories    118 

Warehouse  Club   144 

Welbilt   98 

Wertheim  Schroder  40 

Wesray  56 

Weyerhaeuser    78 

White  Consolidated  Industries  (Frigidaire)  ....  98 

The  Whitston  Publishing    15 

Wholesale  Club    144 

Xerox  68 

Yugo   104,  116 

Zayre    146 
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,..  ^tigress  about  to 
wage  war  against  the 

forces  of  change? 


Not  a  day  passes  but  a  major  com- 
pany announces  a  restructuring, 
job  layoffs,  takeovers  and  raw- 
sometimes  criminal— speculation 
accompanies  it.  Some  people  say: 
All  these  layoffs  and  plant  closings 
mark  the  end  of  the  U.S.  as  a  manu- 
facturing power.  They  say:  We're 
living  in  a  casino  society.  They 
say:  Our  economy  is  nothing  but 
"hollow"  corporations. 

Forbes  says:  Nonsense. 

Four  times  in  this  century  res- 
tructuring has  occurred  on  a 
frightening  scale  in  U.S.  business. 
Each  time  we  emerged  stronger 
than  before.  Joseph  Schumpeter, 
the  great  Austrian  economist, 
called  such  upheavals  "The  process 
of  creative  destruction." 

Yes,  a  destructive  gale  rages 
today.  Once-great  corporations  like 
RCA,  Sperry,  General  Foods  and 
International  Harvester  disappear. 
Greenmail  thrives  and  crooked 
inside  traders  make  hundreds  of 
millions  of  dollars.  One  car  in  four 
sold  in  the  U.S.  today  is  Japanese 
and  mighty  General  Motors  is 
shaken  by  dissent  and  lagging 
sales. 

But  m  sweeping  so  much  away, 
this  latest  gale  of  creative  destruc- 
tion has  added  10  million  net  new 
jobs  in  just  four  years.  Semicon- 
ductors, fiber  optics,  and  genetics 
are  opening  vast  new  frontiers  of 
wealth  creation.  Lively  new  com- 


panies are  springing  up  and  grow- 
ing fast.  The  financial  system  is 
evolving  new  forms  in  response 
to  modern  communications  and 
economic  complexity. 

Drawing  on  the  magazine's  uni- 
que knowledge  about  business  and 
business  people,  Forbes'  70th  Anni- 
versary Issue  will  pull  together  the 
seemingly  contradictory  events  of 
the  past  few  years  into  a  meaning- 
ful pattern  that  will  help  executives 
cope  with  the  current  turmoil  and 
uncertainties. 

Forbes'  70th  Anniversary  Issue 
will  feature  lists  of  the  leading 
companies  of  the  past  and  of  today. 
These  statistical  rankings  will 
show,  more  dramatically  than 
prose  can,  that  change,  not  stabil- 
ity, has  been  the  defining 
characteristic  of  the  U.S.  corporate 
system. 

Feature  articles  will  answer  such 
key  questions  as: 

Where  is  all  this  restructuring 
taking  us? 

Why  have  we  not  caught  the 
British  disease? 

Could  we  have  another  1929? 

Is  free  trade  obsolete? 

What  causes  great  companies 
to  decline? 

What  became  of  the  other 
waves  of  restructuring — and 
the  politicians  who  tried  in 
vain  to  check  them? 


Be  present  in  Ftorbes  magazine's  70th 
Anniversary  Issue-  the  year's  most 
important  issue  of  any  publication. 

Closing  date  is  June  1st. 


We  will  look  at  restructuring  in 
Japan;  at  the  dealmakers  of  the 
20th  century,  from  J. P.  Morgan,  to 
Clarence  Dillon,  to  the  van  Swer- 
ingen  brothers,  to  Jimmy  Ling,  to 
Michael  Milken;  and  at  the  inter- 
nationalization of  business — why 
it  is  both  irresistible  and 
beneficial. 

Some  of  our  regular  features 
(Numbers  Game,  Taxing  Matters, 
Technology,  Careers)  will  treat  the 
theme  of  change  and  restructuring 
from  different  perspectives.  Consid- 
er, for  example,  the  great  failures  of 
attempts  to  predict  technologies: 
How  much  has  been  lost  on  under- 
sea farming"  and  "magnetohydrody- 
namics"  and  "automated  highways" — 
and  how  many  companies  missed 
the  opportunity  to  sell  computers 
for  desktops? 

Forbes'  70th  anniversary 
issue  (dated  July  13)  will 
influence  the  direction  of 
public  policy  when  Congress 
is  tempted  to  build  dams 
against  the  tidal  wave  of 
change. 

Editor 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  February  15,  1927) 

"  'Electric  refrigeration  is  another 
thing  whose  future  I  very  early  fore- 
saw,' said  Mr.  Durant.  Again  he 
dipped  into  his  cherished  folder. 
Again  he  brought  forth  proof  of  a  long- 
time-ago  prediction  having  been  ful- 
filled. It  was  William  Crapo  Durant 
who  supplied  the  capital  and  the 
name  for  Frigidaire.  That  was  ten 
years  ago." 


"There  are  more  Frigidaires  in  use," 
boasted  this  1927  ad,  "than  all  other 
electric  refrigerators  combined" 

"  'These  decorations,'  said  Sir  Thom- 
as [Lipton],  showing  them,  'have 
strings  to  them  in  more  ways  than 
one.  The  greatest  drawback,  making 
them  null  and  void  to  a  practical  busi- 
nessman, is  that  they  cannot  be  used 
for  advertising.  With  one  exception.  I 
have  a  decoration  here  from  the  King 
of  Italy.  It  comes  without  restrictions 
or  prohibitions.  I  value  this  Italian 
decoration  above  them  all.  For  some 
day  I  may  fail  as  a  tea  merchant,  and 
then  with  this  decoration  as  an  em- 
bellishment I  will  advertise  myself 
everywhere  as  Sir  Thomaso  Liptoni, 
the  Ice  Cream  King.'  " 

Fifty  years  ago 

(From  the  issue  of  February  15,  1937) 

"As  the  great  flood  swept  through  the 
Ohio  Valley  and  then  subsided,  busi- 
nessmen all  over  the  nation  turned  to 
the  task  of  rescue  and  rehabilitation. 
Food  manufacturers  worked  with  the 
Red  Cross  to  distribute  supplies  in 
stricken  regions.  Foodstuffs  by  the 
carload  were  shipped  in  for  free  distri- 


Shot  of  Home's  department  store  in  Pittsburgh  during  the  great  flood  in  1936 


bution.  .  .  .  Sterling  Products  (tooth 
powder,  aspirin,  patent  medicines)  an- 
nounced that  it  would  give  druggists 
all  the  merchandise  they  needed  to 
replace  damaged  stocks  of  the  com- 
pany's products.  One  distillery  gave 
away  its  whiskey  for  medicinal  use." 

"This  writer,  who  has  been  traveling 
extensively  in  the  Middle  West  and 
the  East,  has  been  impressed  by  how 
the  public's  mind  is  working.  Briefly, 
there  is  insistence  that  working  class- 
es hereafter  receive  a  more  generous 
share  of  the  nation's  total  income; 
but,  at  the  same  time,  there  has  set  in 
antagonism  to  turning  America  top- 
sy-turvy. .  .  ."  — B.C.  Forbes 

Twenty -five  years  ago 

(From  the  issue  of  February  15,  1962) 

"For  nearly  two  decades  the  savings 
and  loan  industry  of  America  has 
faced  no  more  serious  problem  than 
keeping  up  with  its  own  enormous 
growth.  It  had  a  winning  formula:  At- 
tract savings  with  rates  as  high  as 
4.5%,  and  then  lend  the  money  on 
mortgages  for  the  postwar  housing 
boom  at  rates  as  high  as  8%,  including 
fees.  The  S&L  business  has  grown  in 
assets  from  $5.7  billion  in  1940  to  $82 
billion  in  1961.  ...  It  set  new  records 
both  in  new  mortgage  loans,  with 
$17.4  billion,  and  in  net  new  savings, 
with  $8.7  billion.  But  near  the  end  of 
last  year  a  time  of  great  troubles  began 
to  descend  on  the  S&.L  industry." 

"When  Massachusetts  legislators  re- 
cently demanded  action  against  gam- 
bling, police  responded  by  taking  the 
State  House  elevator  to  the  basement, 
where  they  uncovered  a  flourishing 
and  well-established  (20  years  old) 
bookmaking  business." 


Ten  years  ago 

(From  the  issue  of  Feburary  15,  1977) 

"Only  a  few  years  ago  when  the  dollar 
was  falling  and  falling,  the  U.S.  was 
treated  to  innumerable,  finger-wag- 
ging lectures  from  European  central 
bankers  and  governments  about  the 
disarray  of  our  financial  affairs.  .  .  . 

"How  that  tune  has  changed!  To- 
day the  countries  of  Western  Europe 
.  .  .  express  gratitude  for  Carter's  $31 
billion  stimulation  package  and  hint 
they'd  like  to  see  it  even  larger." 

"Jerry  Ford  fell  on  it,  the  U.S.  Olym- 
pic team  trained  on  it  and  the  $600 
million  ski  industry  would  die  with- 
out it.  Snowmaking,  the  savior  of 
New  England  ski  resorts  earlier  this 
season  .  .  .  seems  to  be  growing  these 
days.  Close  to  30  Colorado  resorts, 
chastened  after  this  year's  snow 
drought,  are  contemplating  the  pur- 
chase of  snow  machines,  as  are  ski- 
area  operators  around  the  world." 

Company  ties  were  quite  a  fad  in  1977 


Beechcraft 


Brunswick 
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It  is  odd  how  vanity  supports  the 

man  who  succeeds,  and  ruins  the 
man  who  fails. 
Oscar  Wilde 


In  theory,  there  is  nothing  to 
hinder  our  following  what  we 
are  taught,  but  in  life 
there  are  many  things 
to  draw  us  aside. 
Epictetus 


We  don't  use  that  foreign  word 
'ideals.'  We  have  that  excellent 
native  word  'lies.' 
Henrik  Ibsen 


Some  people  can  live  up  to 
their  loftiest  ideals  without 
ever  going  higher 
than  a  basement. 
Austin  O'Malley 


Hope  is  the  only 
good  thing  that 
disillusion  respects. 
Vauvenargues 


The  chief  ideal  of  the  American 
people  is  idealism. 
Calvin  Coolidge 


Sound  opinions  are 
valueless.  What  matters 
is  who  holds  them. 
Karl  Kraus 


The  idealist  walks  on 
tiptoe,  the  materialist 

on  his  heels. 
Malcolm  de  Chazal 


To  say  that  a  man  is  an  idealist 
is  merely  to  say  that 
he  is  a  man. 
G.K.  Chesterton 


Let  us  work  without  theorizing. 
It  is  the  only  way  to  make 
life  endu  able. 
Voltairi 


Thoughts 

on  the  Business  of  Life 


We  must  set  clearly  before  us  our 
ideals  and  then  press  on  toward  them 
as  the  captain  steers  for  his  port. 
Without  ideals  we  sail  without  a  chart, 
we  tread  an  undefined,  unfenced 
path  from  which  we  are  constantly  in 
danger  of  falling  or  straying.  Ideals 
light  up  the  journey  of  life.  The  life 
barren  of  ideals  is  as  a  dark  sky 
barren  of  stars. 
B.C.  Forbes 


Thoughts  still  in  seed:  they  must 
be  left  to  develop.  If  we  touch 
them,  they  will  be  spoiled. 
Joseph  Joubert 


Pare  an  idealist  to  the  quick 
and  you'll  find  a  Nero. 
Benjamin  de  Casseres 


Idealism  increases  in  direct 
proportion  to  one's  distance 
from  the  problem. 
John  Galsworthy 


Philosophy  is  not  a  body  of 
doctrine  but  an  activity. 
Ludwig  Wittgenstein 


A  man  gazing  at  the  stars  is 
proverbially  at  the  mercy  of 
the  puddles  in  the  road. 
Alexander  Smith 


More  than  6,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  apphcable. 


I  looked  for  great  men,  but 
all  I  found  were  the  apes 
of  their  ideals. 
Friedrich  Nietzsche 


When  people  cease  to  reflect, 
they  become  idealists. 
Norman  Douglas 


An  ideal  cannot  wait  for  its 
realization  to  prove  its  validity. 
George  Santayana 


Our  bitterest  wine  is 
always  drained  from 
crushed  ideals. 
Arthur  Stringer 


Man  is  a  dog's  ideal  of 
what  God  should  be. 
Holbrook  Jackson 


The  political  idealist  is  moved 
not  by  what  he  sees  but  by 
what  he  thinks. 
Johann  Schiller 


A  Text . . . 

Be  ye  therefore  perfect, 
even  as  our  Father  which 
is  in  heaven  is  perfect. 
Matthew  5:48 


Sent  in  by  Mrs.  Harold  Stein,  St.  Louis, 
Mo.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Assumptions  keep  us 
awake  nights. 
Earl  Shorris 


Ideals  travel  upward, 
manners  downward. 
Edward  Bulwer-Lytton 


Some  people  never  have 
anything  except  ideals. 
Ed  Howe 
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AGood  Hotel  ReactsTofour  Requests 
AGrand  Hotel  AnticipatesThem. 


A  grand  hotel  should  be 
judged  not  simply  by  how 
quickly  it  responds  to  your 
requests,  but  by  how  few  re- 
quests you  find  it  necessary 
to  make  in  the  first  place. 

Thus,  at  Four  Seasons, 
we  devote  an  enormous 
amount  of  time  to  anticipat- 
ing precisely  what  the  chang- 
ing needs  and  desires  of  our 
guests  are  likely  to  be. 

Our  exclusive  Alterna- 
tive Cuisine  menu  selections, 
for  example,  were  developed 
in  anticipation  of  the  grow- 
ing number  of  people  who've 
become  careful  about  calories 
—yet  no  less  discriminating 
about  taste. 

We  also  re'_  agnize  that 
whi     'isiness  travellers 

-'!0<i*r,::  .{ot'.lS.Ud 


generally  want  to  eat  in  a  city's 
best  restaurants,  they  don't 
necessarily  want  to  leave  the 
hotel  to  do  so.  Which  is  why 
you'll  find  4-star  restaurants 
in  all  our  hotels. 

And  we  realize  that  the 
rigors  of  business  travel  often 
dictate  irregular  hours.  So 
we  offer  24-hour  room  service 
—with  food  prepared  by  our 
highly  acclaimed  chefs. 

But  the  Four  Seasons 
philosophy  of  anticipating 
needs  rather  than  reacting  to 
them  extends  considerably 
beyond  the  kitchen. 

We've  anticipated,  for 
instance,  that  many  people 
don't  want  travel  to  disrupt 
their  daily  routines— which 
is  why  we  pre  vide  jogging 


maps  and  workout  gear  in  all 
our  hotels,  and  health  clubs 
in  many  of  them. 

And  since  many  of  our 
guests  prefer  to  travel  with 
only  carry-on  luggage,  we  of- 
fer overnight  pressing  and 
shoe  shining,  so  whatever  you 
bring  will  look  fresh  in 
the  morning.  And  we  furnish 
our  rooms  with  bathrobes, 
hair  dryers  and  other  essen- 
tials that  might  not  fit  into  a 
single  overnight  bag. 

We've  anticipated  all  this 
and  more  because  at  Four 
Seasons  we  staunchly  believe 
that  a  grand  hotel  should 
,  adapt  to  its  guests.  Not 
the  other  way  around. 


UNITED  STATES 
Austin  (1987) 
Boston 
Chicago 

The  Ritz-Carlton 
Dallas,  Las  Colinas 

The  Mandalay 

Las  Colinas  Inn  and 

Conference  Center, 

Four  Seasons  Funes: 

Resort  and  Spa 
Houston 

Four  Seasons. 

Inn  on  the  Park 
Los  Angeles  (1987) 
New  York 

The  Pierre 
Newport  Beach 
Philadelphia 
San  Antonio 
San  Francisco: 

TheCUJt 
Seattle: 

The  Ohmpic 
Washington.  DC 
CANADA 
Edmonlon 
Montreal 
Ottawa 
Toronto 

Yorkville: 

Inn  on  the  Park 
Vancouver 

UNITED  KINGDOM 
London 

Inn  on  the  Park 
Call  (800)  268-6282 
or  your  travel  agent 


Four  Seasons  Hotels 


lA^stinghouse? 
What  a  nourishing 
place  to  look  for 

business 
financing! 


If  you  thought  looking  into  Westinghouse  still 
meant  searching  for  a  midnight  snack,  you 
might  be  disappointed.  Westinghouse  no  longer 
makes  refrigerators.  But  we  can  be  a  very 
nourishing  source  for  business  capital. 

Westinghouse  Credit  is  a  prime  mover  in 
real  estate  financing.  A  creator  of  imaginative 
packages  for  asset-based  lending  and  lever- 
aged buyouts.  An  innovator  in  customizing 
loans  for  hotels,  airlines,  franchises,  and  many 
other  potential  growth  areas. 

Find  out  why  we're  one  of  America's  fast- 


est growing  resources  for  business  capital.  A 
lender  with  so  many  satisfied  customers  that 
over  60  percent  of  our  financing  last  year  was 
repeat  business. 

For  your  copy  of  the  Westinghouse 
Credit  Guide  to  Creative  Financing,  write 
to  Betty  Adler  at  Westinghouse  Credit, 
One  Oxford  Centre,  Pittsburgh,  PA  15219. 

After  all,  every  growing  business  needs 
its  nourishment. 


Westinghouse  Credit 


yMQ^  Westinghouse  Credit  Corporation:  Commercial  and  Residential  Real  Estate  Financing 
Corporate  Financing/Leveraged  Buyout  Financing/Asset-Based  Lending/Leasing/Fixed  Asset  Financing 


THE  MERCEDES-BENZ  S-CLASS 
AND  THE  MYSTIQUE  OF  THE  "BIG  MERCEDES." 


From  era  to  era  over  the  decades,  few  auto 
mobile  series  have  been  accorded  the  admira 
tion  verging  on  awe  that  surrounds  the 
premier  sedans  of  Mercedes-Benz. 

Shown  in  descending 
order  at  left  are  examples 
dating  from  1955  to  1963 
to  1972  to  the  1987  S-Class 
sedan  in  the  foreground.  The 
"big  Mercedes,"  they  are  pop- 
ularly called.  Not  so  much 
in  tribute  to  their  size— substantial 
but  never  excessive— as  to  their  prowess. 
Powerful  in  a  silky  way,  baronially  comfortable 
rather  than  garishly  luxurious,  a  big  Mercedes 
manages  to  blend  the  dignity  of  a  limousine 
with  what  one  journal  terms  "the  innate  ability 
to  leap  yawning  stretches  of  landscape  in 
single,  effortless  bounds."  The  big  sedan  as 
marathoner,  in  brief.  With  the  stamina  to 
endlessly  devour  the  miles  on  any  highway  in 
the  world,  at  a  pace  that  might  exhaust  the 
drivers  of  lesser  cars.  If  not  the  cars 
themselves. 

A  big  Mercedes  of  any  era  is  remark- 
able. The  current  series,  the  S-Class,  is  the 
most  remarkable  yet.  For  its  choice  of  three 
models,  crowned  by  the  5.6-liter  gasoline  V-8 


560  SEL.  For  one  of  the  slipperiest  aero- 
dynamic shapes  ever  bestowed  on  a  large 
sedan.  For  its  library  quiet  within  100 
sumptuous  cubic  feet  of  living  space. 
For  its  brilliant  use  of  electronics 
—to  activate  its  Anti-lock 
Braking  System  (ABS),  for 
example.  And  to  deploy  its 
Supplemental  Restraint 
M  System  (SRS)— with  drivers- 
side  air  bag  and  front  seat 
belt  emergency  tensioning  retractors 
—within  a  fraction  of  a  second  of  a  major 
frontal  impact. 

And  at  root,  it  represents  Mercedes- 
Benz:  no  mere  assemblage  of  trendy  tech- 
nological hardware  but  a  specimen  of  auto- 
motive integrity.  In  every  seam  and  sinew,  in 
every  glossy  inch  of  its  hand-rubbed  finish. 

To  drive  an  S-Class  sedan  is  to 
partake  of  one  of  the  timeless  motoring  tradi- 
tions. More  important,  it  is  to  experience  a 
synthesis  of  high  performance  and  high  refine- 
ment matched  by  no  other  automobile. 


Engineered  like  no  other  car  in  the  world 


©  1987  Merreiles-Hrnz  of  VI  .  Inc.,  Monlvak.  N.J. 


Forbes 


FEBRUARY  23,  1987 
VOLUME  139 
NUMBER  4 


32  Questions  of  value 


40  How  long  can  this  go  ont 


The  editorial  index  of  companies  referred  to  in 
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Colonel  Diaz  Herrera  and  Allan  Frank 


Have  trenchcoat,  will  travel 

As  business  becomes  increasingly  international,  Forbes  writers 
increasingly  wander  the  globe.  For  this  issue  Executive  Editor 
James  Cook  visited  Poland.  With  Soviet  leader  Mikhail  Gorba- 
chev striving  to  liberalize  his  sick  economy,  the  editors  felt 
Poland,  where  earlier  efforts  to  liberalize  Communism  have 
come  to  grief,  would  be  worth  a  visit.  Story  begins  on  page  72. 

Associate  Editor  Allan 
Dodds  Frank  went  to 
Panama  to  report  on 
the  newest  trouble  spot 
for  Uncle  Sam  in  Cen- 
tral America. 

He  quickly  discov- 
ered that  Panama  City 
was  a  great  place  for 
learning  about  interna- 
tional intrigue.  In  his 
words:  "Few  other  cap- 
itals so  readily  offer 

asylum  to  right-wing   

military  men,  left-wing  guerrillas  and  notorious  drug  dealers." 
Reporter  Kathleen  Healy  ably  assisted  him  with  the  story, 
which  begins  on  page  37. 

Traveling  in  Australia,  the  editor  of  our  Streetwalker  column, 
Thomas  Jaffe,  had  a  rare  interview  with  one  of  the  world's  most 
successful  investors,  Ron  Brierley,  the  Warren  Buffett  of  the 
South  Pacific.  Jaffe  first  came  across  Brierley's  name  in  a  13D 
filing  by  Brierley's  Industrial  Equity  Pacific.  Says  Jaffe:  "Over 
the  next  year  or  more  I  saw  IEP  pop  up  again  and  again  on  lists  of 
new  13Ds.  What  struck  me  about  some  of  Brierley's  U.S.  stocks 
was  that  I'd  heard  their  names  before — owned  by  other  well- 
known  judges  of  asset  values,  such  as  Mario  Gabelh,  Henry 
Singleton,  Phil  Carret,  Alan  Hoefer,  Chuck  Royce  and  Tweedy, 
Browne.  I  figured  Brierley  would  be  worth  a  closer  look." 

Jaffe  got  his  close  look  in  a  3 '/2-hour  interview  with  Brierley  in 
Sydney.  Wow,  were  we  ever  impressed.  Story  starts  on  page  32. 


Golden  girl 

We're  proud  of  Senior  Editor  Susan  Lee.  Over  the  past  year  her 
column  has  been  quite  prescient  about  the  stock  market.  In 
December  of  1985  when  folks  were  nervous  because  the  Dow 
Jones  industrials  were  on  new  high  ground,  she  advised:  "Bull 
markets  climb  a  wall  of  worry."  In  March  1986,  with  the  market 
still  strong,  she  wrote:  "Go  with  the  flow."  In  her  column  of 
May  19,  1986,  when  the  Dow  was  seemingly  stalled  around 
1900,  she  wrote  that  Dow  2000  was  as  good  as  in  the  bag.  When 
she  came  back  from  her  vacation,  however,  the  market  had 
backed  away  to  1750.  Nevertheless,  in  our  issue  of  Aug.  25  she 
wrote:  "2000  Dow?  Bet  on  it."  When  1987  dawned  and  Dow 
2000  was  history,  she  wrote  that  there  was  still  a  lot  of  strength 
in  the  market,  because  both  bulls  and  bears  were  still  heavily  in 
cash:  "Talk  about  potential  for  a  rally!"  The  market  went  up 
another  175  points. 

So  far,  so  good.  What  is  Lee  saying  now?  Turn  to  page  162. 
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TradeUpTb 
Fidelity  Brokerage  And 
Trade  Down  In  Price. 


Why  Pay  This  Much... 


When  You  Can  Pay  This  Little? 


Full-Cost  Broker  Commission  Fidelity  Commission— Save  Up  To  76% 

Investors  Express.™  offers  you  a  rare  opportunity  to 


Trade  with  Fidelity  Brokerage 
and  you'll  not  only  enjoy  savings 
of  up  to  76%*  on  your  stock,  bond 
and  options  trades,  but  you'll  get 
the  kind  of  service  the  name 
Fidelity  implies. 

A  Discount  Brokerage  With 
A  Wealth  Of  Services. 
•  Prompt  confirmation  of  your 

orders  and  accurate  account 

statements. 


Free  subscription  to  Fidelity's 
new  magazine,  Investment 
Vision. 

A  Discount  Brokerage  With 
A  Wealth  Of  Opportunity. 


lower  the  cost  of  investing  while 
raising  the  quality  of  the  services 
you  receive. 

So  seize  upon  that  opportunity 
right  now— by  calling  Fidelity 
today  toll-free,  at  1-800-544- 


At  Fidelity,  you  get  the  full 

resources  and  expertise  of  one  of  666o  (in  Massachusetts,  call 

America's  largest  independent  collect  617-523-1919),  returning 

investment  firms— one  whose  the  coupon,  or  visiting  the 

intelligence,  aggressiveness  and  Fidelity  Investor  Center  located 

24 -hour  toll-free  access  to  stock  individuality  investors  have  not  nearest  you. 
quotes.                             only  recognized,  but  entrusted        We  accept  orders  24  hours 

Trade  directly  on  your  with  over  62  billion  dollars.  a  day  and  there's  never  a  charge 

computer  through  Fidelity's  Fidelity  Brokerage,  in  short,  for  opening  your  account. 


Call  now  and  you'll  receive  a  copy  of 
Fidelity's  informative  new  magazine, 
Investment  Vision. 
1-800-544-6666. 


Fidelity  Investor  Centers  are  located  in 
over  35  cities  nationwide.  Call  for  the 
address  nearest  you. 

'Compared  to  Jan.  1987  survey  of  full-cost  brokers.  Minimum  commission  $3.3. 
Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC. 
©  1987  Fidelity  Investments. 
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Investments 


Follow-Through 


Edited  by  John  A.  Conway 


Growth  by 
takeover 

Nov.  4,  1985 


W.  hen  Forbes  first  looked  at  PHH 
Group,  Inc.  of  Hunt  Valley,  Md. 
16  months  ago,  the  40-year-old  firm 
boasted  $700  million  in  sales,  $41 
million  in  net  profits  and  $2.2  billion 
in  assets,  all  from  doing  things  for 
corporations — running  car  and  truck 
fleets,  providing  air  services,  buying 
and  selling  homes  for  relocating  em- 
ployees— more  cheaply  than  the  com- 
panies themselves  could.  "The  poten- 
tial for  further  growth  is  there," 
Forbes  prophesied. 

There  were  rough  patches  but  the 
prophecy  is  generally  proving  out.  A 
sluggish  economy  and  the  wave  of 
corporate  mergers  put  unexpected 
pressure  on  PHH  earnings,  which 
have  dipped  22%  since  last  summer. 
But  Chief  Executive  Jerome  Geckle 
(above)  has  kept  PHH  growing 
through  acquisitions.  The  key  deal 
was  PHH's  takeover  of  Avis  Leasing's 
domestic  small  car  and  light  truck 
outfit,  which  PHH  bought  in  October 
from  Wesray  Capital  for  $134  million. 

That  added  35,000  cars  to  the 
28 1,000  PHH  already  managed  for  800 
clients  in  the  U.S.  and  Canada.  The 
Avis  fleets  number  fewer  than  eight 
cars  each,  but  there  are  5  million 
small-fleet  vehicles  in  the  U.S.,  twice 
as  many  as  in  large  fleets.  Only  30% 
are  served  by  a  management  firm,  so 
the  business  could  grow  up  to  10%  a 
year,  says  Phillip  Taff,  PHH's  execu- 
tive vice  president  in  charge  of  vehicle 
and  equipment  leasing.  About  80%  of 
Avis'  business  was  within  200  miles 
of  the  New  York  metropolitan  area, 
but  PHH  will  open  at  least  five  new 
offices  in  other  cities  by  1991. 

Next  will  come  expansion  overseas, 
for  which  the  company  has  opened 
offices  in  Dublin  and  Paris.  "As  we 
understand  the  European  markets  and 
can  provide  service  :or  their  cultures, 
we  will  do  it,"  says  1 

PHH  is  also  growing  n  office  man- 
agement— not  janitor  services  but  big- 
ticket  items  like  cl  e  sites,  de- 
"i?ners  and  construe  lecom- 


munications  firms,  handling 
purchases  and  selling  office  equip- 
ment. PHH  has  added  two  office  de- 
sign firms  in  Chicago  and  Philadel- 
phia to  its  office  management  arm. 
With  more  acquisitions,  it  expects  to 
go  national  within  16  months.  "This 
could  be  a  third  of  our  business  within 
ten  years,"  Taff  predicts. 


Protection 
money 

Nov.  4,  1985 


centive.  Other  sexually  transmitted 
diseases  responded  to  treatment.  So 
far  this  one  does  not,  giving  preven- 
tion new  importance. 

Display  ads  for  this  once  taboo  item 
have  already  appeared  or  are  soon  to 
appear  in  publications  like  U.S.  News  & 
World  Report,  Newsweek,  the  New  York 
Times  and  USA  Today.  Commercials  are 
also  being  aired  nationally  on  the  Ca- 
ble News  Network  and  on  local  net- 
work affiliates  in  major  cities. 


The  high 
cost  of 
education 

Feb.  24,  1986 


By  1985  doctors  were  calling  con- 
doms the  only  contraceptive  that 
helped  prevent  AIDS.  That,  Forbes 
noted,  could  only  spell  growth  for  the 
companies  making  the  product:  "In  a 
world  without  cures,  prevention  is  a 
good  business  getting  even  better." 

Top  manufacturer  in  the  industry 
was  Carter  Products,  maker  of  best- 
selling  Trojans,  a  50-year-old  family 
business  with  1984  U.S.  sales  of  $20 
million,  now  owned  by  New  York 
City-based  Carter-Wallace.  Schmid 
Laboratories  had  the  number  two  and 
number  three  brands,  Ramses  and 
Sheik,  and  Ansell  Corp.  followed  with 
its  Lifestyles  brand. 

In  the  year  since  then,  Forbes'  fore- 
cast has  proved  right  on  target,  as 
sales  have  climbed  10%  over  1985 
levels,  to  400  million  throughout  the 
U.S.— about  50%  of  them  Carter- Wal- 
lace's Trojans.  Carter-Wallace's  stock 
price,  at  109,  has  more  than  doubled 
in  the  last  year. 

The  condom  market  is  only  70%  of 
what  it  was  in  1960,  before  the  pill 
and  the  I.U.D.  became  big  competi- 
tors. But  new  and  accelerating  growth 
obviously  lies  ahead  as  a  result  of  re- 
cent endorsements  from  such  au- 
thorities as  the  Surgeon  General  and 
the  American  Medical  Association. 

Advertising  barriers  are  breaking 
down  as  well,  as  condoms  come  out 
from  under  the  retail  counter.  The 
public's  diffidence  about  buying  them 
appears  to  be  evaporating  because  of 
the  AIDS  scare.  Condoms  were  al- 
ways sold  as  a  disease  preventative, 
but  the  advent  of  this  new  and  deadly 
ailment  provides  a  powerful  fresh  in- 


Just  a  year  ago  Donald  Gustafson, 
chairman  of  Kroy,  Inc.  in  Scotts- 
dale,  Ariz.,  was  counting  the  cost  of  a 
$29  million  marketing  lesson.  In  the 
early  Eighties  he  had  taken  his  com- 
pany's line  of  lettering  machines 
away  from  his  independent  office  sup- 
ply dealers  in  favor  of  his  own  sales 
force.  Sales  climbed,  but  the  new  ex- 
penses chopped  profits.  The  value  of 
Gustafson's  own  Kroy  stock  fell  from 
$40  million  to  $11  million.  Worse, 
several  of  his  managers  walked  out 
and  set  up  Varitronic  Systems,  with 
cheaper,  faster  Japanese  machines. 
Forbes  still  predicted,  however,  that 
Kroy's  new  chief  executive,  Errol  Bar- 
tine,  might  save  the  day. 

Bartine  cut  operating  expenses  by 
24%  and  was  working  with  some  of 
the  old  dealers,  but  he  and  Gustafson 
were  also  scanning  the  horizon  for 
merger  partners.  None  appeared,  and 
Bartine  and  Gustafson  engineered  a 
leveraged  buyout  in  December  that 
left  the  company  and  its  employee 
stock  ownership  plan  with  more  than 
$61  million  in  bank  and  institutional 
debt  against  $5  million  in  equity  and 
facing  interest  charges  of  up  to  $10 
million  annually. 

Donald  Gustafson  is  now  gone, 
with  more  than  $40  million  in  cash 
for  himself  and  his  family  from  the 
buyout.  Bartine  is  still  in  command, 
bolstered  by  $862,000  from  his  own 
stock.  Kroy,  however,  is  still  paying 
for  Gustafson's  $29  million  lesson. 
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WELCOME  TO  THE  NEW  WORLD 
OF  FINANCIAL  SERVICES. 


The  World  of  The  Travelers. 


most  diversified  financial  experts 

There  was  a  time  when  you  got  your  insurance  from 
one  place,  your  investments  from  another  and  your  home 
mortgage  from  a  third 
Period 


Well,  that  "period"  is  over. 

Today;  you  can  get  all  those  services  and  more  from 
The  Travelers 


The  Travelers  has  been  a  growing  force  in  the  financial 
world  for  over  120  vears 


In  all  those  vears,  we  timet  missed  a  dividend 


Todav,  Travelers  is  one  of  the  strongest  diversified 
financial  companies  in  America 

We  offer  you  all  the  financial  experience  and  expertise 
we've  accumulated  over  all  those  vears 


To  help  make  your  finances  grow 
We  offer  a  broad  range  of  mutual  funds,  home 
mortgages,  innovative  asset  management,  limited  partnership 
opportunities,  variable  annuities,  brokerage  services,  trusts 
and  estate  planning. 

And  to  make  sure  vour  finances  grow  without 
interruption,  we  continue  to  offer  solid  insurance  protection.  ; 
for  your; life,  health,  auto  and  home. 

Have  you  looked  under  The  Travelers  Umbrella  latelv 7 


TheTravelers  J 

'TJ^.Tf^velefc  Companies,  Hertford.  Comuvtia.it  ,06183. 


Trends 


Education 


Economics  101 

As  any  college  professor  knows, 
university  treasurers  hold  the 
purse  strings.  But  for  how  much  long- 
er? At  the  University  of  Chicago's 
Graduate  School  of  Business  it  is  the 
professors  themselves  who  now  con- 
trol much  of  the  school's  expense 
budget.  Following  a  six-month  trial 
last  year,  the  school  has  set  up  a  Re- 
search and  Teaching  Supplement  sys- 
tem (RATS)  that  gives  each  professor 
his  or  her  own  expense  budget.  "We 
supply  them  with  the  money,  and 
they  spend  it  the  way  they  want," 
explains  Daniel  Tepke,  associate  dean 
for  management  and  budget.  Univer- 
sity officials  still  set  the  size  of  each 
individual  professor's  overall  budget, 
based  on  seniority  and  other  factors, 
but  thereafter  the  professor  makes  all 
the  allocation  decisions  himself.  The 
result,  Tepke  says,  is  better  distribu- 
tion of  resources.  The  school's  88  pro- 
fessors, for  example,  now  spend  25% 
less  on  photocopy  machines  and  12% 
less  on  telephones.  The  number  of 
secretaries  has  dropped,  from  36  to  21. 
"People  traded  off  secretaries  for  per- 
sonal computers  once  they  saw  how 
expensive  secretaries  were,"  Tepke 
explains.  Since  budgets  can  also  now 
be  carried  over  from  one  year  to  the 
next,  faculty  members  can  save  for  an 
expensive  conference  or  a  big  equip- 
ment purchase. 


Finance 


The  Treasury's  creditors 

All  that  scare  talk  about  Washing- 
ton's growing  dependence  on  for- 
eigners to  help  finance  the  federal  def- 
icit has  obscured  an  important  fact: 
Foreigners  actually  own  only  a  small 
proportion  of  federal  debt,  and  that 
proportion  has  actually  declined  in 
recent  years.  Richard  Young,  who 
publishes  economic  newsletters  in 
Newport,  R.I.,  points  out  that  in  1979 
and  1980  foreigners  held  14%  of  gross 
federal  debt;  in  1985  and  1986  they 
owned  just  11%.  True,  the  dollar 
amounts  on  which  those  percentages 
are  based  have  climbed  dramatical- 
ly—from $834  billion  in  1979  to  $2.1 
trillion   last   year.   Still,   the  vast 
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amount  remains  in  American  hands. 
In  1979  private  U.S.  holders  held  $644 
billion,  77%  of  the  total;  in  1986  they 
had  SI. 7  trillion,  or  81%. 


Marketing 


A  new  use  for  catalogs 

T raditionally,  the  4,000  catalogs 
printed  in  the  U.S. — Blooming- 
dale's,  Spiegel,  L.L.  Bean,  etc. — have 
tapped  new  customers  by  renting  lists 
of  prospects  from  one  another.  But 
that  is  an  expensive  way  to  get  cus- 
tomers since  less  than  2%  of  the  peo- 
ple on  catalog  lists  ever  wind  up  buy- 
ing when  solicited  by  a  competitor. 
Now,  Catalog  Retail  Corp.  in  New 
Canaan,  Conn,  has  come  up  with  a 
potentially  more  effective  way  for  cat- 
alog houses  to  round  up  new  business. 
It  plans  to  distribute  catalogs  from 
perhaps  as  many  as  500  leading  con- 
sumer catalog  companies — including 
Eddie  Bauer,  Gump's,  Lillian  Vernon 
and  Talbots — to  more  than  10,000 
magazine  stands  and  bookstores,  in- 
cluding outlets  of  the  Waldenbooks 
and  B.  Dalton  chains.  The  catalog 
houses  will  pay  the  Connecticut  out- 
fit 10  to  15  cents  per  copy  distribut- 
ed— the  same  as  it  costs  to  mail  them 
third  class — and  shoppers  will  pay  $1 
to  $3  for  each  catalog  purchased,  re- 
couping outlays  by  using  $5  discount 
stickers  on  their  order  forms.  Why 
would  newsstands  and  bookstores 
give  up  precious  shelf  and  display- 
rack  space  to  the  catalogs?  Easy.  Such 
outlets  normally  keep  20%  of  the  sale 


price  of  the  magazines  and  newspa- 
pers sold,  but  Catalog  Retail  Corp.  is 
using  a  tned-and-true  method  for 
horning  in:  It  is  offering  sellers  at  least 
40%  of  each  catalog  sold. 


Labor 


Workers  for  rent 

The  trend  toward  employee  leas- 
ing— whereby  companies  rent 
workers  to  other  companies — was 
barely  discernible  a  couple  of  years 
ago.  Now  it  is  becoming  a  ground 
swell.  There  are  currently  over  350 
such  companies  nationwide,  leasing 
250,000  employees  to  small  retail 
stores  and  on  up  to  firms  as  big  as 
Union  Oil.  The  industry's  annual  bill- 
ings are  now  $1  billion,  with  compa- 
nies in  California,  Texas,  Florida  and 
Ohio  leading  the  way. 

Why  the  boom?  One  reason  is  that 
it  lowers  costs  for  firms  with  small 
payrolls.  Such  companies  often  can't 
acquire  low-cost  group  health  and  life 
policies  for  employees.  But  with  leas- 
ing, those  costs  get  picked  up  by  the 
lessor.  Also,  staffing  up  with  leased 
employees  allows  companies  to  slim 
down  painlessly  when  business  slack- 
ens. Currently,  the  top  lessor  is  Cali- 
fornia-based National  Staff  Network, 
with  13,000  on  its  nationwide  payroll. 
But  bigger  competition  could  be  in  the 
offing.  At  least  one  insurance  giant  is 
reportedly  considering  going  into  the 
employee-leasing  business. 


Real  Estate 


Agent  glut? 

The  economy  may  be  weak,  but 
sales  of  single-family  homes  con- 
tinue to  boom,  and  that  in  turn  has 
fueled  a  surge  in  the  number  of  li- 
censed real  estate  agents.  During  1986 
some  2".l  million  real  estate  agents 
held  licenses  to  conduct  business 
across  the  country,  up  24%  since 
1983,  according  to  Stephen  Francis, 
executive  vice  president  of  the  Na- 
tional Association  of  Real  Estate  Li- 
cense Law  Officials.  A  glut?  Not  nec- 
essarily. Francis  notes  that  no  more 
than  900,000  to  1  million  of  the  li- 
censed agents  are  actually  doing  day- 
to-day  selling.  The  National  Associa- 
tion of  Realtors,  a  trade  association 
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with  771,000  members,  estimates  its 
turnover  is  150,000  members  a  year. 
"It  takes  a  special  breed  to  be  in  the 
business,"  says  William  North,  the 
group's  executive  vice  president.  In 
1984,  the  last  time  the  association 
counted,  26%  of  its  salespeople 
earned  less  than  $10,000,  and  only 
10%  made  more  than  $50,000.  "It's  a 
calling  made  for  the  very  few,"  Fran- 
cis says. 


Investing 


A  new  day  in  Chicago 

Around-the-clock,  worldwide  secu- 
rities trading  will  take  another 
long  step  toward  reality  when  a  new 
"day"  dawns  for  the  Chicago  Board  of 
Trade.  Its  directors  have  asked  mem- 
bers to  approve  a  plan  to  add  a  5  p.m. 
to  9  p.m.  evening  session  to  the  day- 
time trading  hours.  The  new  "day" 
will  be  restricted  to  four  contracts — 
Treasury  bond  and  note  futures  and 
options  on  those — and  will  coincide 
with  morning  trading  hours  on  the 
Tokyo  exchange.  "The  Far  East  pur- 
chases much  of  the  debt  sold  in  U.S. 
government  auctions,"  says  John  Gil- 
more,  a  Goldman,  Sachs  executive 
and  the  just-retired  chairman  of  the 
Chicago  board.  "There  is  a  24-hour 
clock,"  he  adds,  "and  the  risk  never 
stops."  The  rate  of  overnight  change, 
he  says,  has  been  shifting  by  signifi- 
cant amounts,  and  the  new  Chicago 
trading  hours  will  provide  "liquid  fu- 
tures to  exactly  hedge  that  debt." 
Tone  Grant,  head  of  Refco,  a  major 
Chicago  trader,  also  points  out  that 
institutions  with  worldwide  branches 
want  to  keep  them  working  to  take 
advantage  of  new  instant  telecom- 
munications. The  added  hours  in  Chi- 
cago will  provide  all  this,  and  give  the 
board  a  chance  to  do  that  much  more 
business.  If  the  new  program  pans  out, 
expect  the  board  to  add  other  con- 
tracts. "If  it  works,  we'll  call  it  a  test, " 
Gilmore  says. 


Travel 


Booze  boom 

Hard  liquor  sales  in  the  U.S.  con- 
tinue slowly  but  steadily  to  de- 
cline, but  a  weak  dollar  and  faith  that 
the  wines  and  spirits  industry  is  a 
good  investment  anyway  have  foreign 
investors  thirsting  for  U.S.  and  Cana- 
dian distilling  companies.  Since  1980 
more  than  35  foreign  firms  have  ei- 
ther bought  into  North  American  li- 
quor producers  or  importers  or  formed 
their  own  marketing  arms  here — 10 
in  the  last  year.  The  latest  invader: 
Grand  Metropolitan,  Britain's  huge  li- 
quor, wine  and  hotel  conglomerate, 
which  plans  to  buy  Heublein  and  Al- 
maden  wines  for  $1.3  billion  in  cash, 
both  from  R.J.  Reynolds.  Another  re- 
cent arrival,  Britain's  Allied-Lyons, 
bought  51%  of  Hiram  Walker's  wine 
and  spirits  marketing  division  last 
year  for  $600  million.  If  this  keeps  up, 
by  year-end  Seagram  and  Brown  For- 
man  Inc.,  the  $1  billion  Kentucky  dis- 
tiller, could  be  the  only  big-time  inde- 
pendent spirits  companies  left  in  all  of 
North  America. 


Welcome  to  the  U.S.A. 

The  long  arm  of  the  advertiser  will 
have  even  more  reach  when  the  25 
million  passengers  who  fly  into  the 
U.S.  each  year  clear  customs.  Until 
now,  customs  declarations  have  been 
government  forms,  available  in  1 1 
languages.  These  are  about  to  be  re- 
placed by  a  new  form  from  a  private 
supplier,  Washington  Management  & 
Development  Corp.,  complete  with 
an  extra  page  of  rules  and  regula- 
tions— and  ten  ads  from  companies 
such  as  MasterCard,  Fuji  Photo  Film, 
General  Rent-a-Car  and  AT&T. 
Washington  Management  prints  and 
distributes  the  forms  for  free  to  air- 
lines, making  its  money  by  charging 
advertisers  for  their  display  ads.  East- 
ern Air  Lines  began  using  the  new 
forms  in  December,  and  Washington 
Management  plans  to  expand  distri- 
bution eventually  to  38  other  carriers, 
including  Iberia,  Air  India,  Finnair 
and  Philippine  Airlines. 


Automobiles 


Diesel  death  knell? 

The  venerable  diesel  passenger  car, 
its  economies  negated  by  the  oil 
glut  and  dropping  gasoline  prices,  is 
chugging  over  the  horizon.  From  a 
peak  of  521,000  in  1981  (with  12 
manufacturers'  nameplates),  total 
U.S.  sales  of  diesel  cars  fell  to  91,000 
in  1985  and  to  a  minuscule  42,300 
last  year,  according  to  Ward's  Automo- 
tive Reports.  Pioneers  like  Mercedes- 
Benz  have  suffered  along  with  the 
rest.  Last  year  Mercedes,  still  the 
sales  leader  here,  sold  only  14,329 
diesels  (against  28,162  in  1985).  Only 
Mercedes,  Peugeot  and  Ford  now  pro- 
duce diesel  cars  for  the  U.S.  (all  with 
foreign-built  engines). 


Trading  floor  of  the  Chicago  Board  of  Trade 
Helping  to  make  sure  the  sun  never  sets 
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What  is 
strength? 


In  banking,  the  single  most  important  test  of  strength  is  capital. 
But  it's  not  the  only  one. 

At  Chemical,  we  recently  increased  our  capital  by  nearly  one 
billion  dollars,  and  our  capital  to  assets  ratio  puts  us  ahead  of  most  of 
our  competitors. 

But  we  set  performance  standards  for  ourselves  that  measure 
more  than  capital  levels  or  ratios  and  emphasize  the  skill  with  which 
we  deploy  our  capital  for  our  clients. 

We've  invested  our  capital  to  expand  into  investment  banking, 
using  it  to  support  an  average  securities  trading  volume  of  40  billion 
dollars  a  day. 

We've  broken  new  ground  in  interstate  banking— committing 
capital  to  the  largest  interstate  merger  in  banking  history,  with  Texas 
Commerce  Bancshares,  and  to  the  largest  merger  between  a  New 
York  and  a  New  Jersey  bank,  with  Horizon  Bancorp. 

In  the  end,  no  amount  of  capital  will  protect  a  bank  against  poor 
management,  while  there's  no  limit  to  what  hard  work,  sound 
management  and  imagination  can  accomplish  with  the  capital  we  have. 

That's  why  we're  proud  of  our  bank's  capital  strength  and  even 
prouder  of  our  personal  strengths:  CHEIVIICALBAISK 
financial  skill  and  judgment.         The  bottom  line  is  excellence. 
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OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of' 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw,  Missouri  65355 
Obtain  the  Property  Repor'  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  has  judged  the  merits  or  value,  if  any,  of  this 
property  Equal  Credit  and  Housing  Opportunity 
Not  an  offer  or  solicitation  in  those  states  where  the 
property  is  not  registered 
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Readers  Say 


Un-American  wage  scales 

Sir:  I  have  enclosed  a  copy  from 
Forbes'  Oct.  24,  1983  comment  that 
"if  every  company  in  the  U.S.  cut 
salaries  15%,  the  resultant  depression 
would  make  the  recent  recession  look 
like  a  boom."  The  airline  industry  has 
been  the  leader  in  the  phenomena  of 
drastic  wage  cuts  and  a  two-tier  wage 
structure.  This  idea  is  spreading  like 
wildfire  to  other  industries. 

How  long  is  it  going  to  take  before 
the  majority  of  workers  in  the  U.S. 
will  be  working  at  substandard 
wages?  It  is  totally  un-American  to 
force  workers  doing  the  same  job  to 
work  together  at  wages  that  have  a 
disparity  as  much  as  100%. 
— Forrest  A.  Austin 
Soutbbridge,  Mass. 


We're  heroes,  too 

Sir:  Your  article  touting  Consumers 
Power  Co.  as  the  electric  (utilities] 
industry's  turnaround  story  in  1986 
(Jan.  12)  didn't  make  mention  of  the 
Michigan  Public  Service  Commission 
(PSC),  which,  in  our  view,  played  the 
major  role  that  made  a  turnaround 
possible. 

In  1985  the  PSC  issued  an  unprece- 
dented series  of  orders  that  mandated 
a  restructuring  of  Consumers'  unse- 
cured debt  (nearly  $1.2  billion),  re- 
quired the  utility  to  cut  expenses  by 
bundreds  of  millions  of  dollars  and 
instructed  the  company's  board  of  di- 
rectors to  implement  a  new  manage- 
ment strategy.  Then  the  PSC  autho- 
rized a  six-year  financial  stabilization 
rate  order. 

— Eduyna  G.  Anderson 

Matthew  E.  McLogan 

Commissioners, 

Public  Sertice  Commission 

State  of  Michigan 

Lansing,  Mich 


Be  up-front 

Sir:  The  Fact  and  Comment  "Correct- 
ing mistakes  swiftly  is  more  impor- 
tant than  admitting  them"  (Dec.  29, 
1986)  is  one  of  the  most  ill-advised 
suggestions  I  have  ever  seen.  Mis- 
takes cannot  be  hidden.  Once  some- 
one has  taken  the  blame,  it  negates 
the  rumors,  saves  time,  money  and 
conversation.  If  Nixon  had  admitted 
his  error  concerning  Watergate  in  the 
beginning,  history  might  have  been 


quite  different.  If  Reagan  had  admit- 
ted his  error,  the  Iran-contra  affair 
might  well  have  been  over  in  a  day. 

— George  T.  Payne 
Tiffin,  Ohio 


No  firings 

Sir:  Two  articles  describing  work 
force  reductions  at  U.S.  corporations 
(Jan.  12)  lump  IBM  among  the  compa- 
nies that  have  had  a  "major  bloodlet- 
ting" and  "sackings."  What  we  an- 
nounced recently  was  that  10,000  em- 
ployees have  indicated  plans  to  retire 
under  a  voluntary  retirement  incen- 
tive program.  There  is  a  fundamental 
distinction  between  a  voluntary  re- 
tirement program  and  layoffs.  IBM 
has  not  laid  off  any  employees  in  near- 
ly 50  years,  nor  do  we  have  any  plans 
to  do  so. 
— James  C.  Reilly 

Director  of  Communications  Operations, 
IBM 

Armonk,  NY. 


Don't  delay 

Sir:  Thank  you  for  sharing  the  time 
you  recently  spent  with  Cary  Grant 
(Fact  and  Comment,  Jan.  12).  It  is  a 
vivid  portrayal  of  how  little  we  know 
what  tomorrow  will  bring.  One  must 
not  put  off  for  even  a  moment  what  is 
in  his  heart  to  do. 
— Ron  Fisher 
Falls  Church,  Va. 


We're  on 

Sir:  You  shouldn't  have  omitted  our 
company  from  your  ranking  of  the 
largest  privately  held  companies  (Nov. 
17,  1986).  For  the  first  11  months  of 
1986,  our  sales  totaled  $432  million. 
—WE.  Gruer 
Director,  Public  Relations, 
El  Paso  Products  Co. 
Odessa,  Tex. 


No  quickies  for  us 

Sir:  Re  your  Jan.  26  Streetwalker  re- 
garding Sanford  Sigoloff.  Our  acquisi- 
tion activities  have  never  been  meant 
to  be  included  in  the  takeover  circle 
and  [Chief  Executive]  Sandy  [Sigoloff] 
by  no  means  views  himself  as  a  "raid- 
er." Wickes  has  publicly  communi- 
cated its  strategy  to  achieve  financial 
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objectives  that  would  bring  long-term 
benefits  to  Wickes'  shareholders.  We 
were  never  looking  for  the  quick  fix. 

—Wilhelm  A.  Mallory 
Senior  Executive  Vice  President 
and  Chief  Financial  Officer, 
Wickes  Cos.,  Inc. 
Santa  Monica,  Calif 


A  doctor  for  us  all 

Sir:  Thank  you  for  the  review  of  my 
book  You  're  Only  Old  Once  (Jan.  12). 
— Dr.  Seuss 
La  folia,  Calif 


Not  competitive 

Sir:  Forbes  stated  AD/SAT  "should 
spell  competition  for  national  publi- 
cations "    (Jan.    26).  AD/SAT, 

which  is  engaged  in  the  satellite 
transmission  of  newspaper  advertis- 
ing, "aids"  papers  in  obtaining  adver- 
tising market  share,  and  in  no  way 
competes  with  the  Wall  Street  Journal, 
USA  Today,  the  New  York  Times  or 
any  other  paper.  The  majority  of 
America's  metropolitan  daily  papers 
have  "joined"  the  AD/SAT  network. 
— /.  Robert  Maxwell 
Chairman, 
BPCC  (US),  Inc. 
New  York,  N. ) '. 


Reader's  "Thoughts" 

Sir:  Here  are  a  couple  of  "Thoughts" 
my  father,  Edward  S.  Fields,  told  me. 
Please  pass  them  along  to  Chairman 
Malcolm. 

"It's  not  the  principal  of  the  thing, 
it's  the  interest." 

"The  best  helping  hand  I  ever  got 
was  at  the  end  of  my  own  arm." 

"Anyone  who  thinks  the  U.S.  gov- 
ernment will  take  care  of  him  should 
talk  to  the  American  Indians." 
— Fredric  N.  Fields 
Columbia,  S.C. 
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"Sir,  83%  of  the  office  staff  love  your  new  Cricketeer  suit 
very  much,  15%  love  it  someivhat, 
and  2%  have  no  opinion?' 

CRICKETEER  SUITS  AND  SPORTCOATS 

GOOD  CORPORATE  MATERIAL 

For  the  store  nearest  you,  please  call  1-800-752- 5207  Cricketeer,  1290  Ave  of  the  Americas,  NY,  NY  10104 
A  Phillips  Van  Heusen  Company 
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Discover  Magellan 
for  your  gfi! 

Fidelity  Magellan  is  up  256%  over  the  past  5  years.1  While 
past  performance  is  no  guarantee  of  future  results,  this  aggressive  fund  is 
the  choice  of  many  IRA  investors  willing  to  take  greater  risks  for  potentially 
greater  rewards.  •  Start  with  just  $500.  •  24  hour  toll-free  service  and 
exchange.  •  Call  Fidelity  todaj !  ^^g^^ 

'Magellan  s  total  return  lor  the  5  years  ended  11  28  86  includes  changes  in  share  price,  «HBBfcte2*/  » 
the  reinvestment  ol  all  dividends  and  i  apitaJ  gains  distributions,  and  the  effect  ol  the  ^^"■B9HH| 

-..ili".  chai  iv  Mm  k  markel  conditions  were  generall)  up  but  flue  luated  w  ideh,  JjM  MmSm!^ 

1m  °t 


over  the  period  shown.  Figure  updates  the  Fund's  prospectus 


Fidelity  Magellan  Fund  IRA.  For  more  complete  infer- 

mation,  including  management  fees,  expenses,  and  Magellan's  3%  sales  charge,  call  or 
write  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  Fidelity  Dis- 
tributors Corporation:  General  Distribution  Agent,  P.O.  Box. 660603,  Dallas,  TX  75266. 

Ask  about  non-IRA  investing,  too! 
Call  free  24  hours 


1-800-544-6666 

In  Massachusetts  call  collect  617-523-1919 


Fidelity 
Investments 

FORB/MAGI/022387 


Bell  &  Howell  document  control 
systems  squeeze  money  out  of  time. 


You  know  the  feeling.  You  deliver  your  product  or  service,  and  then 
you  wait . . . 

...for  Accounting  to  bill... 
...for  your  customer  to  pay... 
. . .  for  Accounting  to  process . . . 
...for  your  bank  to  record. 

And  time  passes.  Invaluable  time.  When  your  money  is  not  working 
for  you. 

@#@#@#@#!  Those  are  earnings  that  are  slipping  away.  And 
they  add  up. 

To  what?  A  penny  a  share  per  year?  Very  possibly. 

So  what  do  you  do?  How  do  you  pick  up  those  pennies? 

You  call  1-800-CASH  FLW.  And  we  send  two  specialists  to  analyze 
your  cash  flow  situation  -  on  us. 

They'll  spend  a  day  with  your  people,  and  they'll  recommend  steps  you 
can  take  to  speed  up  your  cash  flow. 

And  how  many  pennies  you  can  expect  to  save. 

In  the  process,  they'll  probably  convince  you  to  install  one  of  our  high- 
speed document  control  systems. 

At  least  we  hope  so. 

PS.  If  you  live  in  Illinois,  call  (312)  676-7900  collect. 

Call  1-800-CASH  FLW 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IRAN  FIASCO  WILL  FADE  IF 

in  multiple  ways  against  serious  Iranian  inroads  on  Iraq, 
and  by  literally  as  well  as  figuratively  blasting  Iranian 
terrorist  cabals  who  continue  to  seize  U.S.  and  Western 
European  hostages. 

For  us  to  be  "neutral"  in  the  Iran-Iraq  war  is  nuts. 

Victory  by  the  Ayatollahs  over  Iraq  instantly  endangers 
Saudi  Arabia,  Kuwait,  the  Emirates,  as  well  as  Egypt  and  all 
unfanatical  fundamentalist,  moderate  governments  in  the 
Arab  world. 

The  quickest  way  to  undo  the  serious  damage  of  permit- 
ting tons  of  U.S.  aircraft  gut  stuff,  antiaircraft  missiles  and 


U.S.  COMES  OUT  FIGHTING 

other  military  essentials  to  go  to  Iran  is  to  see  that  two  or 
three  times  as  much  gets  swiftly  into  Iraqi  hands. 

A  Libya-like  U.S.  attack  on  one  of  Iran's  terrorist  training 
centers— whether  in  Lebaflon  or  Iran— could  well  have  the 
same  effect  on  those  wicked  murderers  as  it  did  on  reptile 
Qaddafi's  snake  pits. 

Temporizing  with  hostage  blackmail  simply  leads  to  the 
taking  of  more. 

The  only  time  to  start  treating  with  Khomeini's  succes- 
sors is  when  they  are. 

A  fighting  U.S.  will  hasten  that  day. 


BY  NOW  WE  KNOW  THE  DOLLAR'S  DIVE 


hasn't  automatically  cut  by  very  much  our  unsupportedly 
huge  trade  imbalance  (despite  December's  drop). 

U.S.  business  Heads  will  have  to  get  off  their  backsides 
and  aggressively  sell. 

Too  many  have  sat  around  for  the  past  year  expecting  the 
dropping  dollar  by  itself  to  trigger  increasing  order  flows. 
With  the  buck  off  42%  from  its  high  of  24  months  ago  vis-a- 
vis the  yen,  and  of  f  45  %  in  the  same  period  vis-a-vis  the  mark, 
indeed  U.S.  exports  have  a  significant  market  advantage. 

But  they  still  have  to  be  sold.  What  business  does  any  of 
us  know  of  that  long  stays  in  business  if  it  thinks  it's 


enough  to  have  the  transom  open  for  orders  to  be  tossed 
through? 

Rightly,  both  the  Congress  and  the  Administration  are 
more  forcefully  fighting  discriminatory  trade  barriers.  But 
how  many  U.S.  companies  do  you  know  are  fighting  as 
fiercely  for  every  segment  of  every  possible  export  market 
to  anything  like  the  degree  they  battle  competitors  on  the 
home  front? 

The  mounting  advantage  the  hugely  discounted  dollar 
gives  in  major  overseas  markets  will  continue  largely 
wasted  if  we  don't  crank  up  pronto  allout  selling  efforts. 


WITH  PRICES  FOR  IMPORTS  FORCED  UP  BY  THE  DOLLAR'S  DOWN 

it's  logical  to  presume  we'd  import  less.  Right?  the  higher  costs  of  competitive  imports,  have  been  raising 

Wrong.  home-front  prices  at  the  same  rate,  with  almost  no  excuse 

Too  many  American  companies,  instead  of  exploiting    except  a  brainless  grab  for  very  short-term  profit. 

YET  ANOTHER  REASON  THE  DOLLAR'S  DROP  HASN'T  HELPED  BY  NOW 


to  redress  our  immense  trade  imbalance  was  emphasized 
to  me  in  a  conversation  recently  with  one  of  our  most 
astute  international  bankers,  Ezra  Zilkha. 

"At  the  same  time  the  dollar  has  been  falling,  the  price 
of  oil  has  been  falling  even  more.  Since  this  is  a  major 
import  and  a  major  manufacturing  cost  for  both  Japan  and 
Germany,  it  has  helped  them  very  much  in  keeping  the 
prices  of  what  they  sell  in  the  U.S.  from  rising  as  much  as 


they  would  have  had  to  otherwise. 

"With  the  price  of  oil  now  several  dollars  up  from  its 
low,  this  cushion  is  gone  and  the  prices  of  Japanese  and 
German  imports  in  the  U.S.  markets  will  very  shortly  have 
to  go  up  very  noticeably." 

As  this  happens,  let  us  hope  our  CEOs  will  more  aggres- 
sively sell  abroad  (seeaboi  v)  and  not  jump  home-front  prices 
to  keep  pace  with  the  additional  import  price  hikes. 
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HONEST  ABE  REALLY 

It's  the  littlest  things  rather  than  the  great  big  ones  that  You  see, 
reveal  the  depth  of  one's  honesty. 

A  perfect  example  is  this  one- 
word  correction  made  by  President 
Lincoln  on  a  routine  formal  notifi- 
cation about  his  pay  to  the  Secre- 
tary of  Treasury.  The  President's 
secretary  had  written  that  the  pay 
was  to  be  made  on  the  "first"  of 
every  month.  Honest  Abe  crossed 
out  the  "first"  and  wrote  the  word 
"fifth"  before  adding  his  signature. 


WAS 

he  hadn't 


taken  the  oath  of  office  until  the 
fourth  of  March,  so  his  pay  on  a 
monthly  basis,  he  felt,  couldn't 
honestly  begin  until  the  fifth— his 
first  full  day  on  the  job. 

I  think  you  will  agree  that  this 
tiny  one-word  treasure  in  the 
Forbes  Collection  of  Presidential 
Papers  reveals  as  much  about  the 
character  of  our  greatest  Ameri- 
can as  reams  of  anecdotes  and 
accolades. 


WOULDN'T  YOU  COUNT  YOUR  LUCKY  STARS  IF  A  FALLING  CRANE 

just  missed  you?  Not  so  a  couple  of  New  York  ladies. 
They  sued  for  "mental  stress." 


SO  WHAT  ELSE  IS  NEW? 


On  the  front  pages  of  the  nation's  newspapers  are 
headlines  and  many  columns  about  vast  new  taxing 
bills  needed  primarily  to  meet  our  military  needs.  "Pay- 
as-we-go"  is  sound  procedure,  particularly  with  the 
national  debt  at  an  incomprehensible  sum.  But  here  and 
there  in  back  pages  of  the  papers  are  certain  items  that 
leave  the  taxpayer  with  a  feeling  of  rage,  frustration, 
bewilderment.  To  wit: 

The  Army  has  purchased  68,000,000  can  openers  in 
the  past  year  for  its  1,500,000-man  establishment. 

The  Army  has  asked  for  4,636,000  web  belts — three 
per  man  although  they  issue  only  1  per  year. 

The  Navy  bought  enough  paint  to  cover  10,666 
battleships;  sold  tons  of  it  later  as  "surplus"  to  a 
German  firm;  and  it  is  now  being  offered  back  to  the 
American  firm  that  originally  made  it  for  half  price. 
The  Army  ordered  6,000,000  gallons  of  paint  in  small 


cans,  and  later  admitted  it  could  have  saved  much 
money,  much  handling  by  ordering  what  it  needed  in 
5-gallon  cans. 

In  the  same  month  that  the  Department  of  Agricul- 
ture was  selling  550,000,000  pounds  of  butter  as  surplus 
to  Italy,  the  Quartermaster  Corps  bought  5,000,000 
pounds  of  oleomargarine! 

Surely  in  that  vast  military  maze  of  the  Pentagon 
there  is  room  for  someone  to  concentrate  on  squeezing 
out  millions  of  dollars  that  are  not  being  spent  to  make 
us  stronger,  but  make  us  progressively  weaker  through 
foolish,  incompetent,  reckless  spending.  Americans 
don't  begrudge  money  for  might,  but  in  our  present 
strained  economy  we  cannot  afford  fabulous  sums  for 
both  defense  and  waste. 

We  wrote  this  and  it  ran  in  Forbes  35  years  ago. 


ON  THE  OTHER  HAND 


here's  a  25-year-ago  beaut  guaranteed  to  keep  one  'umble. 
"HE  SHOULD  RUN  OR  HE'S  DEAD 

"Any  day  now  Richard  Nixon  is  supposed  to  an- 
nounce whether  he  will  be  a  candidate  for  governor  of 
California  next  year.  As  one  of  a  steadily  dwindling 
number  who  has  not  yet  been  asked  for  advice,  I  am 
glad  to  give  it. 

"If  there  is  anything  deader  in  politics  than  yester- 
day's unsuccessful  candidate,  it's  the  same  fellow  plan- 
ning to  try  again  without  a  firm,  elected  political  basis. 
The  exceptions,  as  usual  merely  prove  the  rule. 

"If  Richard  Nixon  desires  to  be  the  Republican 
presidential  nominee  again  either  in  1964  or  (with 


more  perspicacity)  in  1968,  he  should  take  the  advice 
of  one  whose  political  career  doesn't  qualify  him  to 
give  it — Dick,  if  you  don't  become  governor  of  Cali- 
fornia, you're  dead." 

Mr.  Nixon  did  run  for  California  governor  and  after 
his  defeat  made  his  famed  remark,  "You  won't  have 
Nixon  to  kick  around  anymore." 

In  spite  of  my  words  and  his,  he  did  become 
President  in  1968. 

The  rest  is  history,  to  which  this  is  a  wee  footnote 
that  I  really  ought  to  have  left  forgotten. 

For  most  of  us  pundits  on  the  temporal,  the  shortness 
of  readers'  memories  is  an  indispensable  asset. 


FflDRF  C    tCBIJIIAOV  1!  1QB7 


A  CURE  FOR  POTHOLES? 


The  Highway  Trust  Fund  has  earmarked  $150  million 
for  the  National  Research  Council  to  find  out  how  to  cure 
potholes. 

With  winter's  thaw  upon  us,  the  nation's  road  surfaces 
will  soon  be  pockmarked  by  pits  and  gaps.  Uncountable 


ments,  in  addition  to  incredible  sums  for  road  patching 
crews  and  total  resurfacings. 

Can't  some  additive  be  found  that  will  lessen  highway 
cavities  as  fluoride  has  done  for  all  our  choppers? 

What  a  bonanza  awaits  the  company  whose  R&D 


Smillions  will  be  spent  for  new  shocks,  tires,  realign-    develops  one. 

OFFERING  A  FORTUNE  TO  SELL  A  "FORTUNE" 


PAY  MALCOLM  FORBES 

ONE  MILLION  DOLLARS  &  00  CTS 


IWi 

Hr»  brtn  fafawxd  iJrtf  h.  Vim 
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Wakotm  F-ort*».  yoo  r 


dapouttd  -n  cm*  lump  sum 
account  of  M«kx*T>  Forba*  i 
l  fat  Hilft  bank  or  vi 


1'AY   MALCOLM  FORBES 

$25,000.00  DOLLARS  S  00  CTS 


|  URGENT     MALCOLM  FORBES 

|  ACT  BY  JANUARY  15  TO  BE  ELIGIBLE  TO 

I  WIN  THE  $25,000  00  EARI  YBIRD  PRIZE) 


Mefcodes-eani  380  SL     H'l  aeiualfy  3 -can  in -one:    an  open 
Njpa.    Imagine  tlfwi^g  Iho  Malcolm  Forbes  Dcaam  Mwcadat'  lot 
padded,  carpeted.         '  ■  .         a  lurn  of  the  ignition  and  your  Mccedt 

away  down  your  wrest  hurling  your  dreem  machine-  through  riarpifi 


:  player  PLUS  s     -    "  .  worm 


And  S.031  pr  iB  will  tx 


I'm  sure  you'll  agree  that  it's  nice  of  Fortune  and  its 
parent,  Time  Inc.,  to  offer  me  an  opportunity  to  win  a 
million  dollars.  And  an  extra  $25,000  if  I  act  quickly.  Or 
the  "Malcolm  Forbes  Dream  Mercedes."  Or  the  "Mil- 
lionaire's Home  Entertainment  Center." 

As  it  says  right  on  the  bond-looking  certificate,  "Mal- 
colm Forbes,  don't  throw  away  ONE  MILLION  DOL- 
LARS! If  you're  holding  the  winning  number  and  fail  to 
return  it,  the  'FORBES  MILLION  DOLLARS'  must  be 
given  to  somebody  else!" 

Under  Official  Rules  it  explains,  "This  sweepstakes 
will  be  presented  in  conjunction  with  various  subscrip- 
tion offers  sponsored  by.  .  .  Fortune  [and/or  the  other 
Time  Inc.  magazines]." 

If  Fortune  gives  away  enough  of  these  millions  of 
dollars,  free  Mercedes-Benzes  and  all,  Fortune  might  even 
narrow  the  U.S.  circulation  gap  with  us — they've  641,621 
to  our  727,235. 


BY  DOING  NOTHING 

we  do  something. 


NOTHING  S  QUITE  AS  GOOD 


as  the  best. 


BOOKS 


CONFESSIONS 

OFA 

BOAT 
LOVER'S 
WE 

1 


Mina  Bess  Lewis 


•  Confessions  of  a  Boat  Lover's  Wife 
or  Is  a  Marriage  Like  This  Worth 
Saving? — by  Mina  Bess  Lewis  (Hearst 
Marine  Books,  $10.95).  Tales  abound 
of  wifely  tribulations  suffered  under 
the  tyranny  of  boat-loving  mates.  But 
I've  read  none  funnier  than  those  on 
these  156  hilarious  pages. 

Excerpts:  I  personally  learned  how  to  prepare  hot,  tasty 
meals  at  sea.  You  simply  cook  them  at  home,  wrap  them 
in  several  layers  of  insulation,  and  carry  them  to  the 
boat.  .  .  .  An  anchor  is  a  miserable,  two-pronged  hunk  of 
deadweight  metal  with  a  whim  of  iron.  When  you  want 
it  to  hold,  the  damn  thing  slithers  across  the  bottom  like 
an  eel.  When  you  want  it  to  let  go,  it  sinks  itself  into  the 
mud  with  the  tenacity  of  a  boa  constrictor.  My  captain 
gave  the  order  to  pull  up  and  get  the  helm  out  of  there.  I 
tried.  And  tried.  But  that  oversize  fishhook  had  found 
the  place  it  liked  best  in  the  world.  The  skipper  revved 
up  his  engine.  He  went  forward.  He  went  backward.  He 
went  sideward.  He  went  berserk.  .  .  .  The  ultimate  cock- 
tail lounge— the  afterdeck  of  a  boat.  The  flock  get  thor- 
oughly tanned  and  tanked  at  the  same  time. 


Remaking  America — by  Barbaralee  Diamonstein 
(Crown  Publishers,  $30).  Barbaralee  Diamonstein  magnif- 
icently, comprehensively  depicts  and  describes  one  of 
the  most  excitingly  good  things  happening  in  the 
U.S.A. — the  renewing  of  multiple  old  buildings  instead 
of  their  demolition.  Old  factories,  schools,  brownstones, 
railroad  stations,  warehouses,  breweries,  churches  and 
theaters  have  dramatically  risen  from  the  dead.  Trans- 
forming the  characterful  old  into  new  uses  is  the  reward- 
ing new  art  in  architecture. 


The  Tivoli,  once  a  brewing  company,  now  shops  and  office- 
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IT  SEEMS  HIGHLY  UNLIKEL 
YOU'LL  EVER  NEED  TO  DRIV 
THAT  CAN  G0 132  MPH,  DA 
FOR  62,000  MILES 
STRAIGHT. 


JUST  IN  CASE  YOU  D 


Late 
9000's  were 
Sweden  and 


last  year,  three  turbocharged  Saab 
taken  right  off  the  assembly  line  in 
shipped  to  the  Alabama  Interna- 


llional  de  L'Automobile  (FIA)  recognition.  For  detail 


tional  Motor  Speedway  in  Talladega,  Alabama. 
Where  under  the  scrutiny  of  international  rac: 
authorities,  they  were  then  driven  at  top  spee 
for  20  days  straight. 

This  highly  unusual  test,  which  Swedis 
engineers  affectionately  called  "The  Long  Ri 
consumed  21,000  gallons  of  gas.  Used  over  1C 
sets  of  tires.  Thoroughly  wore  out  32  drivers. 
And  set  or  broke  21  world  and  international 
records. 

Not  least  of  which  was  the  highest  spe< 
ever  recorded  for  a  standard  production  car 
driven  this  distance:  100,000  kilometers  at  13: 


Is,  ask  any  Saab  dealer  for  a  copy  of  "The  Long  Run"  t) 


irochure. 


h  (including  stops  for  gas,  tires  and  main- 
ance)? 

And  as  for  the  cars  themselves?  Well, 
3r  completing  the  equivalent  of  5  years  of 
mal  driving  under  utterly  abnormal  levels  of 
3ss,  all  three  were  running  quite  well. 

Of  course,  no  one  would  suggest  the 
ults  of  this  test  be  applied  directly  to  your 
:ryday  driving  circumstances.  Working  with 
Garrett  Corporation,  makers  of  the  9000 's 
v  water-cooled  turbocharger,  Pirelli  Tires  and 
ill  Oil,  this  NASCAR-sanctioned  test  was 
iducted  under  highly-controlled  conditions. 


Still,  the  fact  remains  that  not  one,  but  all 
three  Saab  9000's  finished.  Which  would  seem  to 
say  something  about  their  performance  and  en- 
durance abilities.  And  it  certainly  offers  you  an 
amusing  opportunity. 

Because  the  next  time  someone  tries  to 
justify  the  price  of  some  other  European  sports 
sedan,  say  a  BMW  or  Mercedes,  by  explaining 
that  it's  worth  it  in  the  long  run,  you  can  now 
respond  with  feigned  innocence: 

Oh,  and  just 
how  long  a  run  might 
that  be?        The  most  intelligent  cars  ever  built. 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind. -MSI 


Shift  Targets 

The  most  sensible  first  step  that 
American  industry  could  take  towards 
self-improvement  would  be  to  turn  its 
attention  from  management  tech- 
niques and  financial  manipulation  to- 
wards engineering  and  design.  Until 
that  happens,  political  meddling  in  the 
name  ot  competitiveness  is  likely  to 
cause  more  harm  than  good. 

— The  Economist 

Psychology 

I  was  a  psychology  major,  because 
you  can  do  anything  if  you  know 
what  makes  people  tick.  I  was  the 
only  Yalie  to  show  up  at  the  Encyclo- 
paedia Britannica  office  tor  a  job  as  a 
salesman  oi  it  and  the  Great  Books, 
and  I  was  an  immediate  success.  I 
made  enough  Ln  my  freshman  year  to 
buy  a  Porsche. 

Richard  f,  Thalhcimcr,  president 
and  founder,  The  Sharper  Image, 
m  The  New  Yorker 

Gander  Sauce 

Analysts  and  leaders  alike  realize 
that  to  avoid  a  real  crisis,  Japan  and 
Europe  must  absorb  more  ot  their 
own  productive  capacity  by  stimulat- 
ing internal  demand.  For  its  part, 
America  must  reduce  its  thirst  tor 
foreign  capital  by  reducing  the  Feder- 
al budget  deficit. 

I  bis  is,  more  0]  less,  what  leaders  of 
the  Big  l  ive  have  already  agreed  to  do. 
Bui  no  one  is  in  a  hurry  to  be  first  with 
tangible  policy  changes.  Cutting  the 

Pepper.,  .and  Salt 


•3i  i  shovel  snow—  y  way  to 

the  fitness  c 


U.S.  budget  deficit  is  obviously  diffi- 
cult, particularly  with  a  President  bos 
tile  to  tax  increases.  And  while  spend- 
ing more  at  home  may  not  seem  as 
difficult  as  belt-tightening,  weak  gov- 
ernments in  Japan,  Germany,  France 
and  Britain  have  no  taste  tor  taking  on 
their  exporters'  lobbies.  The  world 
economy  crackles,  dry  and  dangerous, 
as  Washington,  I  okyoand  Bonn  fiddle. 

— New  York  Times  editorial 

Demand  To  Get 

Shoppers  like  Arlene  Caution  of 
Riverdale,  111.  are  starting  to  make  a 
scene.  Caution  lost  her  temper  recent- 
ly in  a  Venture  Stores  discount  outlet 
because  the  chain  was  making  a  habit, 
in  her  opinion,  of  failing  to  have  ad- 
vertised goods  in  stock.  "1  asked  to 
speak  to  the  salesgirl  in  the  shoe  de- 
partment, but  nobody  knew  where 
she  was.  1  waited  35  minutes  while 
they  looked  for  her.  Nobody  could 
find  her,  so  I  asked  to  see  the  store 
manager.  At  this  point,  1  had  a  crowd 
of  customers  cheering  me  on.  One- 
woman  told  me,  it  won't  do  any  good, 
but  good  for  you!'  "  Cantlon  finally 
got  her  audience  with  the  manager, 
and  got  some  ot  the  merchandise  she- 
wanted  as  well.  It  was  a  notable  vic- 
tory, but  it  need  not  be  all  that  rare. 
American  consumers  would  be  well 
advised  to  follow  Arlene  Caution's  ex- 
ample and  make  noise  if  they  really 
want  then  satisfaction  guaranteed. 

Stephen  Koepp,  Time 

Speed  Demons 

Congress  is  moving  fast  on  outlays. 
It  voted  the  $20  billion  Clean  Water 
bill  and  the  Mouse  voted  $91  billion 
for  the  five-year  highway  and  mass- 
transit  bill.  But  a  vote  on  raising  the 
SSmph  speed  limit  was  stopped  cold, 
for  real  speed-shifting,  the  mam  track 
will  always  be  Congress.  Given  an 
opening  to  vote  new  spending,  it's 
pedal  to  the  metal. 

—  Wall  Street  Journal 

Mistress  Safer? 

My  wife  says:  "Why  don't  you  get  a 
mistress  instead?  Nobody  ever  got 
killed  falling  off  a  mistress."  For  the 
past  four  years,  I've  been  a  middle- 
aged  motorcyclist.  I've  learned  to  ig- 
nore 1)  office  wisecracks  about  the 


male  menopause,  2)  Bernie  Falausky's 
suggestions  of  training  wheels,  3)  pre- 
dictions of  imminent  doom,  4)  the 
amazing  number  of  obit  page  head- 
lines that  begin:  "Cyclist  killed  .  .  .  ." 

Middle  age  is  the  best  time  to  learn 
cycling.  Our  two  oldest  boys  clam- 
ored for  a  chance.  It  terrified  me.  The 
rule  at  our  house  is:  Anyone  over  SO 
can  ride  the  motorcycle.  Convention 
says  motorcycles  are  only  for  the 
young  and  for  renegades.  Baloney. 
Why  shouldn't  cycles  be  for  any  free 
spirit  who  wants  to  save  money  and 
turn  daily  transport  into  sport? 

— Jim  Haught, 
Charleston  Cazette 


I'll  not  listen  to  reason. 
Reason  always  means  what 
someone  else  has  to  say. 

— Elizabeth  Cleghorn  Gaskell, 
English  novelist  (1810  1865) 


Our  Strongest  Weapon 

As  we  discuss  the  need  for  mili- 
tary and  economic  power,  let  us 
never  forget  that  our  greatest  advan- 
tage is  the  power  of  our  ideas.  The 
Soviet  Union  has  lost  the  ideological 
battle  in  the  world.  This  does  not 
mean  that  the  West  has  won  it.  Two 
billion  people  living  in  poor  coun- 
tries in  Africa,  Asia  and  Latin  Ameri- 
ca have  an  average  per  capita  income 
of  less  than  $500.  The  people  in 
these  countries  have  enormous  prob- 
lems. The  Communists  at  least  talk 
about  the  problems.  We  too  often 
just  talk  about  the  Communists. 

—Richard  M.  Nixon 

The  Water  Solution 

"What  are  you  doing  and  why  have 
the  engines  stopped?"  [I  asked  my 
husband]. 

"I  am  trying  to  find  where  the  plug 
has  blown  out  of  the  engine  block  so  I 
can  stop  it  up  and  prevent  the  boat 
from  tilling  up  with  water.  Tell  Don- 
na to  call  the  Coast  Guard." 

"Donna  cannot  call  the  Coast 
Guard.  She  has  blown  her  own  plug. 
The  baby's  coming!  You  call  the 
Coast  Guard.  I'm  going  to  boil  some 
water!" 

"What  are  you  going  to  do  with  it 
after  you  boil  it?" 

"How  do  I  know?  I  iust  know  that's 
what  they  do  in  the  movies.  And  after 
that  somebody  comes  to  help  and 
everything's  all  right." 

— Mina  Bess  Lewis, 

Confessions  of  a  Boat  Lover's  Wife 
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Some  are  born  rich. 
Others  are  born  to  become  rich. 


There's  only  one  bank  for  the  born 
entrepreneur.  A  bank  uniquely  designed 
to  meet  his  special  needs — Citibank  Private 
Banking  and  Investment. 

In  major  cities  around  the  country,  our 
relationship  managers  use  their  experience 


and  authority  to  respond  quickly  and 
confidentially  to  the  most  complex  and 
unusual  needs — from  lending  against  illiquid 
assets  to  portfolio  management  to  admin- 
istering complicated  /^fTriO  A  ftf/J% 
estates  and  trusts.     \sl  I  f  O/tfYV  h9 
PRIVATE  BANKING  &  INVESTMENT 


Fluent  in  the  ways  of  the  affluent. 


Nuclear  energy 
vs. 

foreign  oil's 
ups  and  downs 


The  United  States  is  now 
more  dangerously  de- 
pendent on  foreign  oil  than 
at  any  time  since  1980.  A  far 
more  secure  and  reliable 
choice  is  electricity  made  in 
America  from  coal  and  nu- 
clear energy. 

Because  nuclear  energy  replaces 
foreign  oil,  it  has  become  one  of 
the  major  pillars  of  U.S.  energy 
independence. 

Going  back  to  the  great  energy 
crises  of  the  1970s,  the  price  of 
foreign  oil  has  resembled  a  giant, 
dizzying  roller  coaster  ride.  The 
availability  of  foreign  oil  has  also 
dropped  down  and  shot  back  up. 
And  we  don't  even  control  the 
roller  coaster — others  do. 

Consider  this  ominous  statis- 
tic: even  though  prices  were  low 
in  1986,  America  still  had  to  pay 
about  $30  billion  for  foreign  oil. 
That's  a  lot  of  doiiars  leaving  this 
country  adding  to  an  already  huge 
trade  deficit. 

Nuclear  energy 
cuts  oil  imports 

Clearly  the  more  energy  we  use  in 
the  form  of  elect!    '     -om  coal 
and  nuclear  eneip  -il  we 

have  to  import. 

Nuclear-gene  r«  ity 
has  already  saved  Air 
i  barrels  of  oil,  p 
to  be  saved  befo 
ury  That's  wh\ 
r  our  energy  scv 


More  electricity 
for  a  growing  economy 

Our  economy  needs  plenty  of  new 
electrical  energy  to  keep  on  grow- 
ing. Almost  all  of  that  new  energy 
is  coming  from  coal  and  nuclear 
electric  plants. 

The  truth  is  that  nuclear  en- 
ergy is  an  everyday  fact  of  life  in 
the  U.S.  It's  been  generating  elec- 
tricity here  for  nearly  30  years. 
Throughout  the  country  are  more 
than  100  nuclear  plants,  and  they 
are  our  second  largest  source  of 
electric  power.  As  our  economy 
grows,  we'll  need  more  of  those 
plants  to  avoid  even  more  depen- 
dence on  foreign  oil. 

Safe  energy 
for  a  secure  future 

Most  important,  nuclear  energy  is  a 
safe,  clean  way  to  generate  electric- 


ity. U.S.  nuclear  plants  have  a  whole 
series  of  multiple  backup  safety 
systems  to  prevent  accidents.  Plus 
superthick  containment  buildings 
designed  to  protect  the  public  even 
if  something  goes  wrong.  (It's  a 
"Safety  in  Depth"  system.) 

The  simple  fact  is  this:  Ameri- 
ca's "energy  independence  depends 
in  part  on  America's  nuclear  energy. 

For  more  information,  write 
the  U.S.  Committee  for  Energy 
Awareness,  P.O.  Box  1537  (RC19), 
Ridgely,  MD  21681.  Please  allow 
4-6  weeks  for  delivery. 


Information  about  energy 
America  can  count  on 

U.S.  COMMITTEE  FOR  ENERGY  AWARENESS 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


MIKHAIL  GORBACHEV 


is  taking  steps  that  are  astounding  in  the  context  of  the 
Soviet  Union.  The  latest  would  allow  a  choice  of  candi- 
dates in  Communist  Party  elections. 

Don't  harbor  any  illusions,  however.  Gorbachev  is  no 
closet  democrat.  His  moves  are  a  means  of  bringing  in  his 
own  people  and  consolidating  his  power.  Those  candi- 
dates, for  instance,  would  still  be  handpicked  by  the  Party. 
While  allowing  a  modicum  of  liberalization  in  Russia,  he 
is  simultaneously  cracking  down  on  Eastern  Europe  and 
on  non-Russian  nationalities  within  the  Soviet  empire. 

Gorby  wants  to  revitalize  the  system,  not  fundamental- 
ly change  it.  The  Party's  General  Secretary  knows  well  his 
country  is  stagnating.  More  dangerous,  in  his  mind,  is  that 
the  Communist  Party  may  be  losing  whatever  legitimacy 
it  has  had. 


Until  the  Brezhnev  era,  there  was  still  enough  mobility 
and  opportunity  in  the  Communist  system  to  lead  people 
to  believe  that  if  they  played  the  game,  they  might  get 
ahead.  With  a  stagnant  economy,  though,  there's  not  suffi- 
cient wealth  to  support  a  larger  party  apparatus.  Corrup- 
tion and  favoritism,  moreover,  are  endemic.  Opportunities 
for  those  not  now  part  of  the  elite  are  almost  nonexistent. 
All  this  breeds  cynicism  and  resentment.  Gorbachev  and 
his  like-minded  colleagues  saw  what  that  kind  of  isolation 
wrought  in  Poland.  The  Communist  Party  there  has  never 
recovered  (see  p.  72).  Hence,  the  necessity  of  blasting  the 
Soviet  party  system  open  for  new  blood.  That  will  be  a  big 
change,  but  it  should  not  be  confused  with  our  notions  of 
openness,  of  democracy. 

The  Soviet  Union  will  remain  a  deadly  foe. 


YOU  CAN'T  TAKE  POLITICS  OUT  OF  POLITICS 


A  bipartisan  group,  The  Committee  on  the  Constitu- 
tional System,  is  proposing  major  changes  in  our  system  of 
government  on  this  the  200th  birthday  of  the  Constitu- 
tion. The  panel  is  full  of  prominent  personalities  from 
politics,  academia,  business  and  labor. 

It  is  astonishing  that  a  collection  of  such  bright  and 
experienced  people  could  be  so 
off  base.  The  group  claims  that 
America  is  not  facing  up  to  its 
problems  because  of  flaws  in 
the  way  our  political  system  is 

structured.  Among  its  proposals  are  extending  terms  of 
congressmen  from  two  years  to  four,  and  senators  from  six 
years  to  eight;  allowing  national  legislators  to  serve  in  the 
Cabinet,  as  in  a  parliamentary  system;  and  permitting 
partial  public  financing  of  congressional  campaigns. 

The  idea  is  to  make  it  easier  for  Presidents  to  push 
through  coherent  programs.  Under  the  current  system, 
these  worthies  claim,  we  get  more  stalemate  and  deadlock 
than  we  do  solutions. 

But  their  premise  is  wrong. 

The  U.S.  is  not  a  homogeneous  society.  On  any 
number  of  issues  there  are  deeply  held  differences.  In  a 
properly  functioning  democracy,  these  differences  will  be 


Citing  Chronic  Deadlock,  Panel 
Urges  Altering  Political  Structure 


—  New  York  Times 


reflected  in  the  political  arena. 

To  say  that  the  government  is  chronically  paralyzed  is 
nonsense.  Look  at  what  Reagan  was  able  to  do  with  taxes 
and  the  military,  even  though  his  party  had  control  of  only 
one  house  of  Congress.  Look  at  the  hundreds  of  laws  that 
Congress  passes  each  session.  (In  light  of  some  of  that 

legislation,  a  gridlock  might 
not  be  such  a  bad  thing.)  As  for 
the  alleged  advantages  of  a  par- 
liamentary system,  there  is  no 
evidence  that  it  produces  ei- 
ther better  political  leaders  or  better  policies. 

Public  financing  of  congressional  elections?  It  would 
enhance  the  already  considerable  advantages  an  incum- 
bent holds,  thereby  closing  the  system,  not  opening  it  up. 

If  there  is  a  problem  today,  it's  Congress  itself,  with  its 
hundreds  of  committees  and  subcommittees.  Power  there 
is  so  diffused  that  it  has  become  impossible  to  pass  a 
budget  on  time.  But  that's  something  that  only  Congress 
can  correct,  probably  by  giving  more  power  back  to  com- 
mittee chairmen  and  by  making  these  chairmen  less  vul- 
nerable to  being  stripped  of  their  posts  by  party  caucuses. 

We  don't  need  to  tamper  with  the  Constitution  to  deal 
with  current  flaws. 
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A  LIST  OF  THE  COMPANIES 
WHICH,  OVER  THE  IONG  HAUL,  HAVE 
MADE  MORE  MONEY  FOR 

POLICYOWNERS  THAN  WE  HAVE. 

For  years,  A.M.  Best  Co.  has  been 
recognized  as  the  life  insurance  industry's 
performance  rating  authority. 

Recently,  in  their  annual  review  of  life 
insurance  policies  (20-year  net  cost  for  a 
$10,000  policy  issued  to  a  35-year-old  male), 
they  reported  what  they  have  every  year 
since  the  study  began:  in  sales  illustrations 
other  com  i  v  appear  to  be  better, 

but  no  other  company's  actual  performance 
measures  up  to  >urs. 

c  1987  The  Northwestern  Mutt  us  *ri  re  Company,  Milwaukee,  Wisconsin 


It's  that  kind  of  performance  that's  given 
our  policyowners  the  best  overall  protection 
and  value  per  premium  dollar  in  the  past. 

And  something  to  keep  in  mind  when  a 
Northwestern  Mutual  agent  calls  you  about 
your  future. 

Northwestern 
Mutual  Life® 

The  Quiet  Company.®  Where  actions  speak 
louder  than  words. 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


REAL  WAGES  ARE  HEADED  FOR  A  FALL 


More  mischief  ahead 
from  further 
dollar  declines 


Pity  today's 
labor  union 
leaders 


Beware  the 
"W  4  shock" 


Wages  in  1987  will  not  keep  up  with  inflation.  The  consensus  view 
of  average  nonfarm  hourly  wages  foresees  a  2.5%  increase  this  year, 
following  a  similar  increase  in  1986. 

The  only  important  dissent  is  in  the  Economic  Report  of  the  President, 
which,  as  it  did  last  year,  forecasts  a  4.8%  gain  in  1987.  Why  the 
optimism?  The  explanation  is  probably  that  it  helps  jack  up  the 
report's  forecast  for  GNP  growth  (put  at  3.2%). 

Consumer  prices,  meanwhile,  are  generally  expected  to  rise  by  3.5%  to 
4%  in  1987,  up  from  1.9%  last  year.  So  real,  inflation-adjusted  wages 
will  fall  behind  the  inflation  pace. 

Inflation  in  most  categories — food  and  drink,  housing,  medical,  enter- 
tainment and  general  services — went  up  faster  than  wages  last  year. 
Clothing  prices  (held  down  by  low-cost  imports)  inflated  less  fast,  by 
0.9%.  But  oil  saved  the  day — energy  and  transportation  dropped  in 
price — and  made  the  overall  average  in  1986  look  good. 

Low  wage  inflation  will  help  when  it  comes  to  unit  costs,  however. 
It  will  offset  soggy  productivity,  which  rose  just  0.7%  for  last  year  and 
fell  1.7%  in  the  last  quarter  (mostly  the  result  of  low  demand).  Having 
risen  by  2.2%  in  1986,  unit  costs  are  forecast  by  Data  Resources  to  rise 
by  only  2%  or  so  this  year. 

In  these  circumstances  labor  unions  are  having  a  terrible  time.  Strikes 
are  on  the  increase,  but  even  major  ones  are  achieving  nothing.  After 
being  out  184  days  at  USX,  the  workers  gave  back  $2.45  an  hour 
directly  and  a  week's  vacation  in  return  for  some  measure  of  job 
security.  There's  a  similar  tale  at  Deere. 

But  holding  this  tough  a  line  will  get  harder  for  managements  as  profits 
rise  (maybe  by  as  much  as  14%,  by  some  forecasts).  "They  won't  be 
able  to  point  at  poor  profits  and  claim  they're  about  to  go  bankrupt," 
notes  Data  Resources  economist  Nigel  Gault. 

A  cut  in  real  wages  in  1987  reinforces  the  view  that  consumer 
spending  will  end  its  long  run  as  the  economy's  growth  engine. 

Spending  slowed  in  the  last  quarter  of  1986  as  consumers  slowed  the 
rate  at  which  they  were  taking  on  new  debt.  It  was  only  the  giveaway 
financing  by  the  automakers  that  gave  things  any  zip  at  all. 

What's  still  not  clear  for  this  year  is  the  effect  of  the  personal  tax 
changes.  For  now,  underwithholding  is  boosting  net  pay,  but  soon 
there  could  well  be  what  has  been  described  as  "W-4  shock"  as 
taxpayers  revise  their  withholding  rate. 

The  good  news  on  wages  is  that  the  gap  between  women's  average 
earnings  and  men's  is  narrowing — ranging  from  64%  to  69%  of  the 
average  male  wage.  The  gap  is  closing  fastest  among  younger  women, 
who,  unlike  many  women  who  entered  the  labor  force  years  ago,  are 
fully  qualified  for  their  tasks.  Those  between  25  and  34  earn  around 
75%  of  their  male  counterparts;  those  between  20  and  24,  85. 7%. 
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Help  from  a  falling  dollar.  The  Forbes  Index  went  up  1% 
during  the  latest  reporting  period,  hitting  yet  another 
record  high.  A  weaker  dollar  finally  seems  to  be  having 
some  impact  on  industrial  production.  That  component  of 
the  Forbes  Index  rose  0.5%  in  December,  following  ad- 
vances of  0.6%  in  November  and  0.3%  in  October.  Among 
the  strongest  sectors  were  consumer  goods  and  nondura- 


ble materials,  both  sensitive  to  international  competition, 
and  defense,  which  is  not. 

Personal  income  also  helped  the  Index,  rising  0.3% 
from  November  to  December.  Construction,  however, 
remains  weak.  New  housing  starts  fell  by  1.6%  in  Decem- 
ber and  were  5.4%  lower  than  a  year  ago.  And  the  new  tax 
law  will  probably  hurt  commercial  construction. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
scries  of  U  S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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To  see  some  accidents  coming,  you'd  have  to  be  born  with  radar.  But  you're 


not,  so  GM  is  working  to  give  you  the  next  best  thing.  Radar  for  your  car.  The  option 
to  "see"  all  around  you,  all  at  once.  It's  called  Obstacle  Detection.Just  one  of  the  many 
safety  features  GM  is  developing  for  cars  of  the  future. 

Obstacle  Detection  will  operate  by  sensors  strategically  placed  all  around  your 
car  which  will  sense  and  warn  you  of  obstacles  you're  approaching,  giving  you  a 
chance  to  avoid  them. 

At  GM,  we  can't  prevent  all  accidents  from  happening,  but  we  Want  to  help  you 
steer  clear  of  as  many  as  we  can. 

— mmmmmmmmmmm^ 

SCIENCE  NOT  FICTION 


It  takes 

a  special  kind  of  bank 

to  be  a  power  in 
both  corporate  trust 
and  Eurosecurities* 


Bankers  Trust  was  selected  as 
exchange  agent  for  the  $2.6 
billion  acquisition  of  Storer 
C  Communications  by  its  manage- 
ment and  SCI  Holdings,  Inc. — a 
corporation  organised  by 
Kohlberg,  Kravis,  Roberts  &.  Co. 
In  1986,  our  specialised  reorgan- 
ization processing  team  handled 
acquisitions  totaling  over  $20 
billion,  including  three  of  die  five 
largest. 


You  might  expect  a 
bank  with  "Trust"  in 
its  name  to  be  a 
powerful  force  in 
corporate  trust  and 
agency  services. 
So  it  should  come 
as  no  surprise 
that  more  than 
2,000  corporate  and 
governmental  entities 
worldwide  depend  on 
Bankers  Trust  to  service 
over  $  1 50  billion  in 
securities.  (We 
I  exercise  fiduciary 
'  responsibility 
for  over  $80 
billion  in  debt  securities  alone.) 

But  for  the  same  bank  to  be  a 
major  force  in  the  Euromarkets — 
that  might  seem  surprising.  Yet 
last  year,  Bankers  Trust  lead- 
managed  20  Eurosecurity  offer- 
ings totaling  $2.5  billion.  And  was 
one  of  the  most  active  participants 
in  the  secondary  market,  where 
we  are  a  market-maker  in  over 
600  different  Eurosecurities. 


Such  dual  leadership  is  the 
result  of  Bankers  Trust's  remark- 
able brand  of  banking:  merchant 
banking. 

Merchant  banking  blends 
two  distinct  aspects  of  banking. 
One  is  the  lending  capabilities  and 
breadth  of  non-credit  services  of  a 
commercial  bank.  Among  these 
are  our  trust  and  agency  services. 

The  other  half  of  merchant 
banking  involves  the  intermediary 
skills  and  entrepreneurial  spirit  of 
an  investment  bank.  From  this 
half  springs  our  strength  in  the 
Euromarkets. 

It's  this  combination  of 
investment  and  commercial  bank- 
ing services  that  has  made 
Bankers  Trust  the  choice  of  so 
many  private  and  public  sector 
entities.  For  more  often  than  not 
these  days,  what  once  were  purely 
commercial  banking  functions 
now  require  a  considerable  degree 
of  investment  banking  know- 
how.  And  vice  versa. 

The  combination  has  worked 
to  give  Bankers  Trust  leadership 
in  many  areas.  Among  them: 

Trading.  From  our  state-of- 
the-art  trading  room  in  New  York, 


It  takes  BankersTrust* 


we  execute  over  $20  billion  in 
money,  securities  and  currency 
transactions  daily.  Bankers  Trust 
is  today  one  of  the  five  largest  pri- 
mary dealers  in  United  States 
government  securities. 

Loan  syndication.  We 
play  a  major  role  in  the  global 
syndicated  loan  and  Euronote 
market.  We  are  sixth  among  the 
top  50  lead  managers  worldwide, 
and  are  ranked  fifth  by  leading 
participants  in  the  world's  capital 
markets  in  terms  of  innovative 
instruments  and  pricing. 

Swaps.  Bankers  Trust  is  a 
universally  acknowledged  market 
leader  in  the  intricate  world  of 
currency  and  interest  rate  swaps. 
Our  team  of  specialists  in  New 
York,  London,  Tokyo,  Hong 
Kong  and  Toronto  completes  an 
average  of  five  deals  every  day. 

Securities  services.  Our  se- 
curities services  capabilities  go  far 
beyond  our  leadership  in 
worldwide  custody  and  clear- 
ance. We  also  offer  programs  like 


Institutional  Brokerage,  Securities 
Lending  and  Dividend  Plus  to  maxi 
mize  the  earning  power  of  the 
securities  we  service. 

In  almost  every  area, 
Bankers  Trust's  merchant  banking 
skills  can  serve  you,  and  serve  you 
well.  Indeed,  many  clients  now 
turn  to  us  for  virtually  all  of  their 
banking  needs. 

Merchant  banking.  If  you're 
not  yet  taking  advantage  of  it, 
you  should. 
With  the  specia 
kind  of  bank 
that  can  best 
put  it  to  work 
for  you: 
Bankers  Trust. 


When  Bankers  Trust  brought  a 
$350  million  Eurobond  issue 
to  market  for  the  European 
Economic  Community,  it  was 
the  largest  bond  and  swap  issue 
ever,  and  one  of  many  arranged 
by  Bankers  Trust. 


IBankersTrust  Company 

Merchant  banking,  worldwide. 


Forbes 


Ron  Brierley,  the  Warren  Buffett  of  Australia-New  Zealand,  is 
invading  the  U.S.  Resorts  International  has  just  made  his  ac- 
quaintance. Others  will  surely  follow. 

Market  letter  writer 
makes  good 


By  Thomas  Jaffe 

Ronald  Brierley,  a  49-year-old 
Sydney-based  New  Zealander, 
last  week  bought  5%  of  the 
Class  A  shares  of  Resorts  Internation- 
al Inc.  Resorts  owns  hotels/casinos 
and  lots  of  real  estate  in  Atlantic  City 
and  the  Bahamas.  It  also  holds  the 
largest  single  block,  9%,  of  Pan  Am 
Corp.  shares. 

Just  who  is  this  Brierley,  and  what 
does  he  want? 

Ron  Brierley  has  been  playing  the 
stock  market  since  his  early  20s  and 
has  created  three  interlocking  invest- 
ment/holding companies  that  today 
have  a  combined  market  value  of  $3.5 
billion.  He  has  been  getting  his  feet 
wet  in  the  U.S.  market,  Resorts  being 
his  latest  move  here. 

Brierley  is  chairman  of  New  Zea- 
land's Brierley  Investments  Ltd.,  Aus- 
tralia's Industrial  ~  Equity  Ltd.  and 
Hong  Kong's  Industrial  Equity  Pacif- 
ic. Businesses  controlled  through  the 
three  companies  are  in  brewing,  auto 
distribution,  financial  services,  me- 
dia, oil  and  gas,  printing,  property, 
tourism,  transportation,  liquor  and 
more.  Brierley  currently  has  some 
$700  million  invested  in  about  40 
British  stocks  and  another  3300  mil- 
lion or  so  in  around  70  U.S.  stocks  (see 
table,  opposite). 
Investors  can  buy  shares  of  Brier- 


ley's  companies  through  a  brokerage 
house  with  international  trading  op- 
erations. BIL  is  listed  on  the  London 
and  Australian  stock  exchanges.  IEL 
is  on  the  Australian  exchange;  IEP  on 
Hong  Kong's.  All  three  are  listed  in 
New  Zealand. 

Brierley's  name  only  rhymes 
(roughly)  with  fiery.  He  is,  in  fact,  a 
soft-spoken  5-foot-8  bachelor  who 
dresses  drably,  lives  in  an  apartment 
and  has  two  great  interests  in  life: 
business  and  cricket  (he's  a  major 
backer  of  New  Zealand's  national 
team).  For  years  he  lived  in  a  rather 
dreary  Sydney  hotel  suite.  And  don't 
call  him  Ronald;  he  insists  on  the  less 
stuffy  Ron.  But  don't  let  his  informal- 
ity fool  you.  Here's  a  man  that's  confi- 
dent of  his  own  ability  and  as  smart  as 
they  come. 

Ron  Brierley  has  made  lots  of  peo- 
ple rich:  NZ$1,000  invested  26  years 
ago  in  Brierley  Investment  Ltd. — with 
dividends  and  proceeds  from  rights 
sales  reinvested — would  be  worth 
NZ$9.2  million  today.  But  he  doesn't 
own  all  that  much  of  his  companies' 
stock  himself  —5%  of  BIL  and  1%  of 
Industrial  Equity  Ltd. — putting  his 
paper  worth  at  $135  million. 

Yet  the  empire  he  built  is  indisput- 
ably of  his  own  creation. 

Brierley  describes  himself  as  "an 
analyst."  He  has  been  known  to  leaf 
through  a  pile  of  annual  reports  while 
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watching  the  action  at  a  Sunday  crick- 
et match.  Bnerley  calls  his  brand  of 
analysis  "asset-based  investment." 
He's  a  classic  undervalued-asset  play- 
er. A  raider  and  greenmailer  a  la  Saul 
Steinberg  or  Carl  Icahn  he  most  decid- 
edly is  not.  His  closest  U.S.  equiva- 
lent would  be  Omaha's  folk  hero, 
Warren  Buffett. 

Forbes  interviewed  Brierley  recent- 
ly in  his  offices  overlooking  Sydney 
harbor.  He  made  the  point  that  he  was 
not  really  an  asset-stripper,  a  liquida- 
tor. He  is  an  investor,  he  says  emphat- 
ically, but  an  investor  who  does  not 
hesitate  to  put  pressure  on  the  man- 
agements of  companies  he  invests  in 
if  he  doesn't  like  the  course  they  are 
taking.  Says  Brierley: 

"In  the  late  Fifties  and  early  Sixties 
I  began  to  appreciate  that  some  com- 
panies would  be  worth  more  if  they 
simply  were  wound  up  effectively. 
There's  always  been  the  misconcep- 
tion that  because  one  was  measuring 
a  company  against  its  theoretical  liq- 
uidation value,  that's  what  one  want- 
ed to  do.  This  often  created  a  bit  of 
hysteria.  In  many  cases  winding  up  a 
company  would  have  been  the  right 
thing  to  do,  but  in  just  as  many  there 
was  more  potential  running  the  com- 
pany and  turning  it  profitable." 

One  of  his  latest  coups  involved  the 


recent  battle  for  Australian  media  gi- 
ant Herald  &  Weekly  Times.  Starting 
last  summer  Brierley's  Industrial  Eq- 
uity Ltd.  bought  12%.  The  stock  was 
a  good  long-term  value  to  begin  with, 
and  he  correctly  anticipated  that  the 
deregulation  of  Australian  media 
could  make  it  an  even  better  one.  In 
came  Rupert  Murdoch,  buying  Brier- 
ley's  shares  for  a  $60  million-plus  pre- 
tax profit.  "Things  developed  more 
quickly  than  expected,"  says  Brierley, 
allowing  himself  a  satisfied  grin. 

Given  Brierley's  philosophy,  Re- 
sorts International  makes  good  sense 
(see  story,  p.  170).  The  gambling  indus- 
try is  consolidating.  Asset-rich  Re- 
sorts is  an  obvious  target,  especially 
since  the  death  last  April  of  James 
Crosby,  its  founder. 

How  did  Brierley  get  started?  After 
high  school  he  worked  as  a  clerk  and 
studied  part  time  to  be  an  accountant. 
But  when  he  saw  how  much  money  a 
friend  made  writing  a  horse-racing  tip 
sheet,  Brierley  figured  he  could  do  the 
same  with  stocks.  So,  at  19,  from  his 
home  in  Wellington,  N.Z.,  he  started 
to  put  out  a  monthly  local  market 
letter  entitled  Stocks  arid  Shares.  Writ- 
ing wasn't  enough,  though.  After  a 
few  years  he  wanted  to  invest. 

In  1961  Brierley  raised  NZ$72,000 
from  his  subscribers  and  from  fellow 


members  of  a  local  investment  club. 
You  should  be  so  lucky  as  the  chaps 
who  bought  in.  Those  who  still  hold 
the  stock  are  now  known  as  "Brierley 
millionaires."  Just  as  extraordinary, 
his  New  Zealand  company  has 
113,000  shareholders,  or  3'/2%  of  the 
population.  What's  more,  individuals 
still  own  about  80%  of  the  stock.  Al- 
most unique  among  the  world's  deal- 
sters,  Brierley  has  done  more  for  his 
shareholders  than  he  has  done  for 
himself. 

Brierley  went  public  so  he  would 
have  capital  to  exploit  the  differences 
he  saw  between  market  price  and  un- 
derlying value.  Without  enough  mon- 
ey to  take  a  major  stake  in  an  under- 
valued company,  an  investor,  no  mat- 
ter how  astute,  can't  make  things 
happen.  Hence  Brierley's  frequent 
trips  to  the  capital  markets. 

Brierley  found  dozens  of  neglected 
investment  opportunities.  Although 
investors  love  him,  a  lot  of  establish- 
ment types  hate  him.  It  just  wasn't 
kosher  for  shareholders  to  upset  man- 
agements, no  matter  how  inept — and 
many  were  inept.  His  approach  so 
threatened  the  tight-knit  New  Zea- 
land establishment  that  it  took  seven 
years  of  rejections  before  his  company 
gained  a  stock  exchange  listing  in 
1970.  (Today  he  has  the  biggest  mar- 


A  Brierley  sampler 

How  shrewd  a  judge  of  the  U.S.  market  is  Ron  Brierley? 
Here's  a  way  to  keep  score.  Listed  below  are  17  stocks 
owned  by  Industrial  Equity  Pacific,  the  Hong  Kong 

company  that  holds  his  U.S.  investments.  Most  were 
bought  in  the  last  year.  Brierley  buys  for  the  long  term,  so 
give  his  picks  some  time.  But  the  clock  starts  now. 

Company/business 

Location 

%  held 

Buying 
range 

Recent 
price 

Ameron/construction  products 

Monterey  Park,  CA 

8.7% 

23-30 

30 '/2 

Associated  Hosts/hotels,  restaurants 

Beverly  Hills,  CA 

8.1 

8-  9'/2 

8'/4 

Calmat/concrete,  cement,  property  development 

Los  Angeles,  CA 

5.2 

38-39 

47% 

Central  Pacific/bank  holding 

Bakersfield,  CA 

24.9 

7-  8Vi 

6% 

Consolidated  Capital  Income  Trust/REIT 

Emeryville,  CA 

8.9 

IVM13 

13 

Diamond  Crystal  Salt/salt 

St  Clair,  MI 

17.0 

31%-34V2 

37  Vi 

Everest  &  Jennings/wheelchairs,  invalid  equipment 

Los  Angeles,  CA 

25.0 

9'/2-12% 

l2Vi 

Handschy  Industries/printing  materials,  gift  wrap 

Bellwood,  1L 

8.6 

4%-  6 

4%-5% 

DH  Holmes/department  stores 

New  Orleans,  LA 

28.0 

18-30 

19'/4 

Kerr  Glass  Mfg/glass  containers 

Los  Angeles  CA 

5.3 

9-12 

13% 

Northwest  Illinois  Bancorp/bank  holding 

Freeport,  IL 

5.3 

17-26V2  24!/2-26'/2 

Seagull  Energy/natural  gas  transmission,  distribution 

Houston,  TX 

9.9 

16-18 

i7y« 

SIFCO  Industries/forgings 

Cleveland,  OH 

5.5 

6-  8 

8% 

Smith  International/oilfield  equipment 

Newport  Beach,  CA 

14.2 

2'/2-  5 

47/8 

Steego/auto  replacement  parts  distributor 

W  Palm  Beach,  FL 

7.0 

3-  m 

4 

Union  Special/industrial  sewing  machines 

Chicago,  IL 

6.6 

20-22  Vi 

IVA 

Whitney  Holding/bank  holding 

New  Orleans,  LA 

5.3 

50l/2-52* 

57 

'Adjusted  for  stock  split. 
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ket  capitalization  in  New  Zealand.) 

By  then,  however,  he  had  already 
expanded  his  base  to  Australia,  where 
there  were  many  more  small  to  medi- 
um-size companies  to  invest  in.  From 
the  start,  virtually  all  his  larger  Aus- 
tralian investments  have  been  made, 
as  he  ironically  puts  it,  "in  an  atmo- 
sphere of  confrontation."  A  recent  ex- 
ample: North  Broken  Hill  Holdings. 
In  1985-86  Brierlcy  waged,  and  lost,  a 
messy  takeover  fight  for  the  big  old- 
line  Melbourne  conglomerate,  finally 
selling  his  20%  for  a  modest  profit. 

He's  a  contrarian,  but  a  contrarian 
with  the  clout  to  make  things  come 
out,  more  often  than  not,  his  way. 
Take  his  venture  into  Australian 
sheep-raising  companies  during  the 
wool  slump  in  the  early  Seventies. 
Later  he  consolidated  these  into  61%- 
owned  Southern  Farmers,  a  diversi- 
fied $375  million  (sales)  company 
now  in  grain,  dairy  and  fish  prod- 
ucts— and  his  biggest  Australian  oper- 
ation. Another  time,  he  bought  Aus- 
tralian insurance  stocks  at  the  bottom 
of  the  cycle  in  the  late  Seventies  and 
early  Eighties.  Last  year  he  sold  out 
for  a  huge  profit. 

But  like  all  smart  people,  Brierley 
also  can  screw  up.  "Sometimes  you 
buy  a  lemon,"  he  says. 

One  lemon  was  Denver-based  ce- 
mentmaker  Ideal  Basic  Industries 
Inc.,  in  which  Brierley  bought  5%  be- 
fore it  was  forced  to  reorganize  last 
year.  "Sometimes  when  things  get 
worse,"  he  says,  "my  reaction  is, 
'good,'  because  I'm  so  confident  of  the 
final  outcome  that  it's  just  an  oppor- 
tunity to  get  in  deeper  more  cheaply." 
But  with  Ideal,  he  wrote  off  the  $10 
million  loss. 

Ultramar,  the  ailing  British  oil  and 
gas  company,  could  be  another  lem- 
on. Last  fall  Brierley  paid  roughly  $90 
million  for  11%.  Although  the  shares 
have  recently  recovered,  and  Brierley 
now  has  a  small  gain,  the  stock  has 
been  a  disappointment.  "I  didn't  go 
into  Ultramar  to  set  an  example  of 
patience!"  he  chuckles. 

Besides  Ultramar,  Brierley  has  been 
selectively  buying  oil  and  gas  shares 
around  the  world  since  1985:  an  inter- 
state gas  pipeline  and  a  gas  utility  in 
Australia;  Houston-based  Seagull  En- 
ergy Corp.,  a  8165  million  (sales)  gas 
pipcliner;  Smith  International,  the  oil 
services  firm  :>w  in  Chapter  1 1 .  He 
also  has  taken  bis  licks  in  energy,  last 
year  swallowing  a  $33  million  charge 
on  Australian  dnu    e  operations. 

Lately  Brierley  he  prospered  as  a 
result  of  the  bull  markets  in  Australia 
and  New  Zealand  realizing  enor- 
mous profits  on  t  irJ  ■vestments. 
But  here  the  accou,  ;s  tricky. 


Although  Brierley  doesn't  practice 
equity  accounting,  he's  added  a  few  of 
his  own  wrinkles.  On  the  asset  side  of 
the  books,  Brierley  carries  unconsoli- 
dated holdings  at  market  value.  This 
is  offset  on  the  liability  side  by  an 
entry  equal  to  the  difference  between 
market  value  and  cost.  When  Brierley 
consolidates  such  a  holding,  however, 
he  basically  passes  the  difference  be- 
tween cost  and  adjusted  book  value 
straight  through  to  the  profit  and  loss 
statement. 

With  shares  up  dramatically,  he  has 
been  consolidating  with  a  vengeance 
the  last  couple  of  years.  The  result  is 
spectacular  gains  in  reported  earn- 
ings. In  1986  the  profits  of  Industrial 
Equity  Ltd.,  his  Australian  arm,  near- 
ly tripled,  to  $98  million. 

The  benefit  is  twofold:  Brierley 
strengthens  his  balance  sheet,  which 
lets  him  raise  more  debt,  and  sharply 
increases  his  earnings,  which  helps 


"In  the  late  Fifties  and 
early  Sixties  I  began  to 
appreciate  that  some 
companies  would  be  worth 
more  if  they  simply  were 
wound  up.  There's  always 
been  the  misconception 
that  because  one  was 
measuring  a  company 
against  its  theoretical 
liquidation  value,  that's 
what  one  wanted  to  do. 
This  often  created  a 
bit  of  hysteria." 


the  shares  rise.  With  the  stock  high, 
shareholders  have  been  happy  to  buy 
the  shares  he  has  offered  in  rights 
issues.  This  came  in  handy  in  1986, 
when  his  companies  raised  nearly  $1 
billion  of  long-term  debt  and  equity. 

Note  that,  unlike  most  big  financial 
operators,  Brierley  won't  hesitate  to 
dilute  his  equity  if  raising  money  en- 
ables him  to  play  on  a  larger  scale.  He 
seems  to  be  a  man  more  interested  in 
playing  the  game  than  in  amassing 
great  wealth.  He  is  something  of  a 
populist  in  that  he  has  made  so  many 
ordinary  shareholders  rich. 

Brierley's  capital  structure  is  rock 
solid.  Ever  mindful  not  to  get  caught 
in  a  liquidity  crunch,  as  happened 
when  the  market  crashed  in  1974-75, 
Brierley  has  built  cash  reserves  for  his 
companies  of  over  $1  billion. 

In  the  past  Brierley  has  also  taken 
advantage  of  the  fact  that  Australia 
didn't  tax  corporate  capital  gains.  But 
as  of  Sept.  20,  1985  that  became  histo- 
ry. Trading  profits  on  shares  owned 
prior  to  that  date  will  still  be  tax-free; 
gains  on  shares  bought  afterward  are 
taxed  at  49% . 


"Brierley  will  still  be  able  to  bring  a 
lot  of  profits  through  tax-free,"  says 
Nestor  Hinzack,  research  manager  for 
Sydney  brokerage  Ord  Minnett,  "but 
he'll  effectively  be  running  down  his 
inventory  of  profit  management." 

That's  why  much  of  Brierley's 
growth  over  the  next  few  years  will 
come  through  Industrial  Equity  Pacif- 
ic, the  Hong  Kong  holding  company 
for  his  U.S.  and  U.K.  businesses. 

Always  planning  ahead,  in  1975 
Brierley  paid  a  pittance  for  nearly  de- 
funct but  still  publicly  traded  Shang- 
hai Dockyards.  He  correctly  recog- 
nized that  Hong  Kong,  with  its  low 
corporate  taxes  and  loose  administra- 
tive laws,  offered  him  a  way  around 
Australia  and  New  Zealand's  strict 
currency  controls,  as  well  as  a  means 
through  which  he  could  funnel  lots  of 
income  back  to  his  home  ports. 

This  shell  lay  dormant  until  1984, 
when  Brierley  injected  some  assets 
into  it  and  also  raised  a  bit  of  capital. 
The  stock  took  off.  Several  equity  is- 
sues later,  Industrial  Equity  Pacific  is 
now  a  well-capitalized  vehicle  for  in- 
vestment in  the  U.S.  and  U.K.  Its 
main  business  in  the  U.S.  is  Higbee 
Co.,  a  $300  million  (sales)  department 
store  chain  based  in  Cleveland.  Brier- 
ley bought  Higbee  in  the  early  Eight- 
ies for  $72  million  and  is  considering 
taking  it  public  this  year. 

Regardless  of  what  happens  in  Re- 
sorts International,  it's  a  cinch  Brier- 
ley will  be  cropping  up  more  often  in 
the  American  investment  and  busi- 
ness scene. 

"I  wish  I'd  turned  to  the  U.S.  mar- 
ket somewhat  earlier,"  he  admits. 
"We  were  conservative,  possibly  ex- 
cessively conservative." 

When  he  talks  about  becoming  less 
conservative,  however,  don't  con- 
clude that  he  will  cease  doing  pains- 
taking research.  Sounding  for  all  the 
world  like  Warren  Buffett,  Brierley 
says,  "One  of  our  strengths  is  we  have 
not  really  departed  from  the  original 
philosophy — asset-based  investing.  In 
25  years  that's  become  more  refined, 
but  our  essential  character  hasn't 
changed." 

He  goes  on:  "Once  upon  a  time  you 
could  sit  down  and  look  at  a  compa- 
ny's basic  statistics,  and  some  fairly 
substantial  anomalies  would  emerge 
just  from  that  intensive  measuring  of 
price  against  true  value.  Nowadays 
the  pressure  of  investment  competi- 
tion has  narrowed  the  gap  in  most 
instances.  But  there's  still  a  more  sub- 
tle value  or  potential  that,  fortunate- 
ly, the  computers  don't  reflect." 

Those  are  the  values  that  Ron  Brier- 
ley will  be  looking  for  as  he  widens 
his  invasion  of  the  U.S.  ■ 
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Asher  Edelman  has  squeezed  some  profit 
from  his  dreary  companies.  The  question — 
are  they  businesses  or  arbitrage  funds? 


Asher  the  arb 


By  Richard  L.  Stern 


Asher  Edelman,  47,  of  New  York 
City,  like  so  many  raiders, 
i  talks  glowingly  of  the  chal- 
lenge in  managing  the  companies  he 
takes  over,  slimming  them  down, 
turning  them  around.  Forbes  took  a 
close  look  at  a  couple  of  his  latest 
operations  and  found  that  Edelman 
consistently  uses  the  companies  he 
controls  as  a  ready  source  of  cash  for 
his  arbitrage  fund. 

It  is  perhaps  just  as  well  that  Edel- 
man is  more  interested  in  arbitrage 
than  in  managing  companies.  Cer- 
tainly two  of  his  most  recent  ven- 
tures, Datapoint  Corp.  and  In- 
telogic  Trace,  Inc.,  have  been 
sorry  performers,  despite  the 
raging  stock  market.  But  they 
would  be  doing  a  lot  worse  if 
not  for  Edclman's  arbitrage  op- 
erations. Intclogic,  for  exam- 
ple, did  show  earnings  in  the 
company's  first  1987  fiscal 
quarter,  but  more  than  halt 
came  from  arbitrage  profits. 

Edelman  personally  shares 
in  these  profits.  He  bills  com- 
panies he  controls  25%  of  the 
net  profits  each  quarter.  If 
there  are  losses?  That's  the 
company's  problem. 

Consider  the  most  recent 
example,  Intclogic  Trace,  the 
company  that  provides  repair 
and  maintenance  for  Edcl- 
man's struggling  computer 
hardware  manufacturer,  Data- 
point.  Last  summer  Edelman 
sold  $100  million  worth  of 
12%  junk  bonds  for  Intclogic 
Trace.  The  offering  prospectus 
said  about  $40  million  would 
be  used  to  pay  off  older,  high- 
er-interest-rate  debt  and  the 


remainder  would  be  for  "corporate  li- 
quidity" and  possible  acquisitions. 

The  prospectus  said  nothing  about 
arbitrage.  Yet  Edelman  put  $45  mil- 
lion of  the  new  money  into  his  arbi- 
trage fund.  Which  has  the  folks  at 
Raymond,  fames  &  Associates,  one  of 
the  bond  underwriters,  steaming,  to 
say  the  least.  Their  most  recent  re- 
search report  on  Intclogic  fumes  that 
"the  use  of  the  company's  funds  for 
arbitrage  to  the  tune  of  2Vi  times  Intc- 
logic Trace's  net  worth  is  highly  risky 
and  threatens  the  financial  integrity 
of  the  company."  The  report,  written 
by  analyst  David  Henwood,  noted 
that  if  Edclman's  hot  hand  in  arbi- 


Asher  Edelman 

But  can  he  manage  a  business? 


trage  were  to  turn  cold  and  he  were  to 
lose  39%  of  the  arbitrage  money,  Intc- 
logic Trace's  $16  million  net  worth 
would  be  wiped  out. 

Edelman  won't  talk  to  Forbes.  He 
says  we  pick  on  him.  But  before  he 
hung  up  the  phone,  he  pointed  out 
that  his  arbitrage  activities  were  add 
mg  significant  profitability  to  Intc- 
logic Trace. 

What  he  said  was  true.  For  the  quar- 
to ended  Oct.  26,  the  company's  first 
1987  fiscal  quarter,  Intclogic  earned 
$1.75  million  pretax  from  arbitrage, 
or  about  halt  of  the  company's  14 
cents  per  share  for  the  quarter.  Edel- 
man did  not  explain,  though,  that  net 
income  was  down  52%  compared 
with  the  same  period  a  year  earlier. 
Nor  that  his  personal  take  from  Intc- 
logic Trace's  arbitrage  investment 
came  to  $593,000  for  the  October 
quarter.  And  the  shareholders?  Inte- 
logie  Trace  stock  has  been  trading  re 
ccntly  at  an  uninspired  $7  a  share, 
near  a  52-week  low,  hooked  as  it  is  to 
Datapoint's  equally  dismal  perfor 
mance.  Datapoint  lost  86  cents  a 
share  last  year. 

Little  wonder  Edelman  doesn't 
want  to  talk  with  Forbes. 

Besides  Intclogic  Trace,  Datapoint's 
10K  annual  filing  with  the  SEC  re- 
veals that  Edelman  also  has  been  run- 
ning $20  million  of  Datapoint  corpo- 
rate funds  for  arbitrage  investments, 
generating  $7  million  in  unrealized 
gains  last  year.  In  the  first  quarter  of 
1987,  Datapoint  appears  to 
have  earned  some  $6  million 
from  participating  in  Edcl- 
man's unsuccessful  attempt  to 
acquire  Detroit-based  Frue- 
hauf  Corp.,  the  truck  builder. 
Datapoint's  quarterly  state- 
ment also  shows  that  it  made 
an  additional  $1  million  in 
other  income. 

Edclman's  stock  market 
speculation  also  strengthened 
the  profits  of  another  of  his 
companies,  United  Stock- 
yards, a  real  estate,  stockyard 
and  securities  firm,  where  his 
title  is  vice  chairman.  But 
United  Stockyards  also  paid 
out  $2.6  million  In  investment 
lees  and  commissions,  accord- 
ing to  its  annual  report.  Pre- 
sumably, most  of  that  went  to 
one  of  Edclman's  arbitrage 
companies. 

Hand  it  to  Edelman:  He's 
proven  himself  pretty  good  at 
arbitrage  and  other  forms  of 
speculation.  But  if  he  knows 
how  to  run  a  business  success- 
lully,  he  has  yet  to  prove  it.  ■ 
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The  aviation  industry  vised  to  sneer  at 
Europe's  heavily  subsidized  Airbus  Indus- 
trie. But  no  one  is  sneering  now. 


Airbus  comes 
of  age 


By  Howard  Banks 


Come  Valentine's  Day,  with 
much  fanfare,  royalty  on  hand 
and  flag-waving,  Europe's  Air- 
bus Industrie  will  roll  out  its  brand- 
new  150-seat  A3 20  airliner.  With 
more  than  400  orders  and  options  in 
hand,  the  A320  already  has  more  pur- 
chase commitments  from  airlines,  in- 
cluding important  U.S.  carriers 
Northwest  and  Pan  American,  than 
any  jetliner  ever,  before  its  first  com- 
mercial flight. 

Quite  a  coup  for  the  European  con- 
sortium that  was  once  sneered  at  as 
a  government-funded  make-work 
project  and  a  nuisance  in  the  market- 


place. Now  Airbus  has  become  a 
third  major  player  in  the  civil  jet 
business,  a  game  where  three  is  a 
moncylosing  crowd. 

The  big  immediate  loser  was 
Boeing.  Last  year  Boeing  saw  its  share 
of  new  passenger  jet  orders  drop  below 
50%  of  the  market,  to  46% .  But  long 
term,  Airbus  is  far  more  likely  to  be 
giving  fits  to  McDonnell  Douglas, 
which  took  23%  of  new  orders  last 
year,  boosted  by  its  newly  launched 
MD-11,  long-range  trijet. 

The  U.S.  players  promptly  com- 
plained— with  plenty  of  justifica- 
tion— that  Airbus  is  dumping  its 
heavily  subsidized  planes  into  the 
world  market.  And  having  just  won 


some  $400  million  in  compensation 
from  the  EEC  for  losses  on  farm  ex- 
ports to  Spain  and  Portugal,  the  Amer- 
icans seem  bent  on  pushing  this  into  a 
furious  trade  dispute,  even  though  it 
is  almost  certainly  a  no-win  play.  Any 
full-blown  trade  row  over  Airbus,  the 
sole  example  so  far  of  a  technically 
successful  EEC  collaboration,  will 
only  strengthen  European  resolve  to 
keep  going. 

The  current  dogfight  is  a  battle  over 
two  markets  (see  chart).  One  is  the 
150-seat  short-to-medium-range  seg- 
ment. Airbus'  soon-to-fly  A320  is 
winning  orders  here  because  many 
airlines  arc  choosing  the  latest  tech- 
nology available  now — namely,  Air- 
bus'— rather  than  wait  until  1991-92 
for  the  66% -more-fuel-efficient  prop- 
fan-powered  planes  promised  by  Mc- 
Donnell Douglas  and  Boeing  (Forbes, 
Aug.  11,  1986). 

The  other  contested  market  is  for 
what  is  known  as  the  "long-thin"  seg- 
ment, the  ultra-long-range  planes  that 
will  carry  fewer  passengers  than 
Boeing's  747.  Just  before  Christmas, 
McDonnell  Douglas,  using  its  own 
money,  launched  the  MD-1 1  into  this 
segment  against  an  Airbus  four-en- 
gined  rival  called  the  A340. 

"Foul,"  cried  U.S.  trade  negotiators, 
arguing  that  the  A340,  priced  25% 
less  than  the  MD-11,  is  subsidized 
beyond  reason  and  flying  into  a  mar- 
ket where  expected  sales  of  maybe 
400  by  the  year  2000  will  be  too  few  to 
allow  repayment  of  the  government 


The  lineup  for  the  transatlantic  air  war 
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The  chart  shows  range  and  seating  capacity  (the  more  seats,  the  less 
range  is  possible).  For  the  combatants,  there  are  two  key  battles — at 
top  right  of  the  chart  for  very  long  range  aircraft,  and  at  bottom  left 
for  the  short-to-medium-range,  100-to-150-seat  market. 
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loans  used  to  launch  it. 

All  true.  But  behind  the  trade  nego- 
tiators' rhetoric  is  the  fact  that  build- 
ing and  selling  civil  jets  is  a  business 
of  modest  returns  and  immodest 
risks.  Launching  a  new  design  is  a  $5 
billion  venture.  Yet  even  Boeing,  the 
most  successful  and  consistently 
profitable  builder  of  civil  aircraft,  av- 
erages only  3%  to  4%  operating  profit 
on  civil  aircraft.  Two  competitors  in  a 
market  segment  means  at  least  one 
will  lose  and  three  competitors  in  a 
segment  guarantees  none  will  make 
money.  Hence  the  incentive  for  com- 
petitors to  collaborate,  even  as  their 
national  trade  representatives  haggle. 

While  they  don't  exactly  publicize 
the  fact,  American  manufacturers  are 
already  quite  comfortably  in  bed  with 
their  European  competitors.  McDon- 
nell Douglas,  for  instance,  has  a  deal 
with  CASA  of  Spain  (which  has  a  4% 
stake  in  Airbus  Industrie)  to  make 
horizontal  stabilizers  for  the  Airbus 
rival  MD-11.  At  the  same  time,  as 
Airbus  never  fails  to  point  out,  around 
one-third  of  the  value  of  the  Airbus 
comes  from  the  U.S.,  engines  from  GE 
and  Pratt  &  Whitney,  for  instance. 

None  of  this  is  to  suggest  that  U.S. 
trade  negotiators  roll  over  and  play 
dead.  Civil  aircraft  are  still  the  U.S.' 
largest  single  nonfarm  export;  a  mar- 
ket that  could  total  $240  billion  (in 
1987  dollars)  by  the  year  2000. 

But  there  are  better  ways  to  manage 
all  this  than  with  a  trade  dispute  that, 
politically,  the  Europeans  cannot  con- 
cede anyway.  Airbus,  for  instance,  is 
talking  seriously  about  putting  an 
A320  assembly  plant  in  the  U.S.  The 
sales  success  of  the  A320  will  very 
likely  require  a  second  assembly  line. 
And  Airbus  President  and  Chief  Exec- 
utive Jean  Pierson  says  he  wants  it  in 
the  U.S.  regardless  of  the  inevitable 
screaming  from  his  European  labor 
unions.  Moreover,  many  U.S.  aero- 
space executives  privately  prefer  less 
talk  of  trade  tussles  and  more  talk  of 
deals  with  the  Europeans.  The  U.S. 
fear:  getting  shut  out  of  European 
markets,  where  it  now  holds  around 
two-thirds  of  total  jet  airliner  sales. 

Another  possibility,  this  one  poten- 
tially dangerous  for  Boeing:  a  partner- 
ship between  McDonnell  and  Airbus. 
The  two  have  been  talking  about  it  for 
years,  but  company  pride  has  been  a 
major  obstacle.  However,  the  promise 
of  sizable  profit  can  speak  louder  than 
pride,  especially  now  that  Airbus  has 
proved  its  technical  strength.  There  is 
no  getting  around  it:  Self-preservation 
in  the  civil  aviation  business  is  more 
dependent  than  ever  on  greater  coop- 
eration between  manufacturers  on 
both  sides  of  the  Atlantic.  ■ 


The  last  thing  the  U.S.  needs  now  is  another 
Central  American  headache.  Guess  what 
the  Japanese  are  about  to  give  us. 


"Everyone 
wants  us" 


By  Allan  Dodds  Frank 


Iatin  American  strongmen 
_  sometimes  use  sexual  meta- 
I  phors  to  describe  their  coun- 
tries. Colonel  Roberto  Diaz  Herrera, 
who  runs  Panama  with  General  Ma- 
nuel Antonio  Noriega,  says  of  his 
country:  "We  are  like  a  thin-waisted 
woman.  Everyone  wants  us." 

Smaller  than  South  Carolina  and 
with  a  population  of  just  2.2  million, 
thin-waisted  little  Panama  is  shaping 
up  to  be  a  major  economic  and  foreign 
policy  headache  for  the  U.S.  In  1968 
the  late  General  Omar  Torrijos — the 
leftist  dictator  lionized  by  novelist 
Graham  Greene  in  Getting  to  Know  the 
General — opened  relations  with  Cuba. 
Since  then  the  Panamanian  military 
and  its  captive  left-center  political 
arm,  the  Democratic  Revolutionary 
Party  (PRD),  have  skillfully  played 
American  interests  against  Soviet  de- 
signs. The  U.S.  still  has  around  10,000 
troops  at  ten  installations. 

But  in  1999  the  bases,  along  with 
the  Panama  Canal,  revert  to  the  Pana- 
manians, and  the  U.S.  will  have  to  try 
to  convince  the  government  to  lease 
the  bases  back. 

Colonel  Diaz  Herrera,  Torrijos' 
nephew,  gives  a  hint  of  how  the  nego- 
tiations will  go.  "Right  now  our  feel- 
ing is  we  will  not  have  American  bas- 
es," he  says.  "There  will  be  too  many 
nationalist  feelings  at  that  time." 

Then  he  cleverly  adds:  "Maybe  we 
will  get  better  benefits  if  we  have  an- 
other big  partner." 

Whom  has  Diaz  Herrera  in  mind? 
Not  the  Cubans,  certainly,  nor  their 
masters,  the  Russians.  Who  then?  Ja- 
pan, which  hopes  to  dominate  the 
Panama  Canal  well  before  1999,  de- 
velop 372  square  miles  of  choice  real 
estate  around  the  Canal  and  generally 


give  the  U.S.  a  run  for  its  money 
throughout  Latin  America. 

The  Japanese  have  quietly  proposed 
spending  over  $400  million  to  widen 
the  72-year-old,  51 -mile-long  Panama 
Canal.  They  are  also  willing  to  up- 
grade the  132-year-old  narrow-gauge 
trans-Isthmus  railroad.  And  that's 
just  for  openers. 

"The  Industrial  Bank  [of  Japan] 
president  has  already  been  here  sever- 
al times,"  Panamanian  President  Eric 
DelValle,  who  was  appointed  after  the 
military  forced  his  predecessor  to  re- 
sign in  1985,  tells  Forbes.  "A  U.S. 
private  bank  is  interested,  but  the 
U.S.  government  has  never  said  it  is 
interested  in  financing  a  deal.  Japan  is 
more  than  willing  to  finance  the 
whole  thing  100%,  both  the  Japanese 
government  and  the  Industrial  Bank, 
which  is  very  keen  on  the  idea." 

Panamanian  politicians  have  grown 
accustomed  to  shouting  "Yanqui  go 
home"  in  one  breath  and  demanding 
more  aid  from  Washington  in  the 
next.  Ricardo  Arias  Calderon,  presi- 
dent of  the  Christian  Democratic  Par- 
ty, performs  the  old  trick  deftly.  Says 
he:  "The  U.S.  has  to  be  very  careful 
about  the  continuation  of  any  rela- 
tionship that  can  be  interpreted  as  any 
residue  of  the  old  colonialism."  In 
other  words:  Give  us  a  better  deal 
than  the  Japanese-.  Or  else.  Adds  Ga- 
briel Lewis,  Panama's  jovial  former 
ambassador  to  Washington,  "By  trad- 
ing with  everybody,  Panama  keeps 
away  from  troubles."  Colonel  Diaz 
Herrera  raises  the  intriguing  possibili- 
ty that  the  West  Germans  might  be 
invited  to  join  the  Japanese  in  revital- 
izing the  canal. 

Japan's  commercial  beachhead  in 
Panama  is  well  entrenched.  Since 
1980  Japanese  exports  to  Panama 
have  risen  sevenfold,  to  $641  million 
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in  1985,  the  last  figures  available. 
(The  figures  do  not  count  more  than 
$2.7  billion  in  Japanese-built  ships 
purchased  by  foreigners  looking  for 
Panamanian  registry.)  During  the 
same  period  American  exports  to  Pan- 
ama fell  from  $699  million  to  $674 
million. 

A  visit  last  month  to  the  Tanara 
agricultural  fair  near  Chepo,  in  Pana- 
ma's interior,  confirms  the  statistics. 
Dozens  of  Japanese  farm  machines, 
pickup  trucks  and  cars  were  on  dis- 
play. Hardly  an  American  product 
was  in  sight. 

Following  the  Japanese  are  the  Ko- 
reans. Their  exports  to  Panama  have 
climbed  from  $1 1.5  million  in  1980  to 
$279  million  in  1985.  Expect  more: 
On  a  recent  visit  to  the  cockfights  at 
the  Coliseo  Gallistico  de  Juan  Diaz, 
Forbes'  correspondent  spotted  South 
Korean  wheeler-dealer  Tongsun  Park 
at  ringside.  Park  told  Forbes  he  was  in 
Panama  City  for  "pleasure,"  but  lo- 
cals say  he  is  lining  up  deals  for 
Daewoo  Industries  and  Hyundai. 

Both  the  Japanese  and  Koreans  are 
using  the  Colon  Free  Zone  on  the 
Atlantic  side  of  the  Canal  to  distrib- 
ute goods  such  as  electronic  equip- 
ment, clothing  and  cars  throughout 
Central  and  South  America.  Falling 
orders  from  traditional  U.S.  custom- 
ers in  Latin  America  since  1980  have 
been  one  significant  source  of  our 
hemorrhaging  trade  deficit. 

Sprawling  Panama  City,  where  half 
the  population  n  lives,  is  fast  be- 
coming for  the  lar:  1980s  what  Casa- 

-nca  and  Lisbon  ing  World 


War  II:  a  neutral  zone  and  home  for 
agents  with  murky  identities  and 
murkier  allegiances. 

Park's  host  at  the  cockfight  men- 
tioned above  was  Carlos  Wittgreen,  a 
Panamanian  businessman  listed  by 
the  U.S.  State  Department  as  a  major 
violator  of  the  Cuban  embargo.  Witt- 
green  is  involved  in  Soviet  penetra- 
tion of  Central  America:  He  is  widely 
regarded  as  the  "Cuban  business  con- 
nection" to  General  Noriega.  (The 
good  news:  Wittgreen's  bird  "Tupa- 
maro,"  after  Uruguay's  Communist 
urban  terrorists,  was  bloodied  by  an- 
other cock  named  "Pentagon.") 

At  the  Restaurante  El  Dorado,  a  fa- 
vored hangout  of  the  Panama  Defense 
Forces,  and  El  Cortijo,  a  posh  spot 
frequented  by  international  bankers, 
talk  is  cheap  about  $2,000  kickbacks 
to  military  officers  for  Panamanian 
passports  and  U.S.  visas  for  Cubans 
coming  from  Havana. 

Another  informant  whispers  that  a 
mysterious  company  named  Transit, 
SA  collects  $300  per  shipboard  con- 
tainer from  merchants.  The  traders 
gratefully  pay  Transit  for  transfer  pa- 
pers to  move  goods  from  the  Colon 
Free  Zone — with  no  questions  asked. 
Transit,  allegedly  owned  by  military 
officers,  also  is  the  exclusive  importer 
of  Havana  cigars. 

Through  the  Free  Zone,  high-tech- 
nology equipment  from  the  U.S  gets 
transshipped  to  Cuba.  Another  report- 
ed sideline  is  offloading  and  certifying 
goods  from  other  countries,  such  as 
coffee  from  Colombia  or  tuna  caught 
by  Cuban  boats,  as  having  originated 


in  Panama,  thereby  easing  entry  into 
the  U.S.  It  is  believed  that  both  the 
CIA  and  KGB  use  Panamanian  shell 
companies  to  fund  covert  operations. 

The  Soviet  presence  is  unofficial — 
Panama  has  no  formal  diplomatic  re- 
lationship with  the  U.S.S.R. — but 
considerable.  Whereas  most  of  the 
cars  on  Panama  City's  streets  ten 
years  ago  were  Fords  and  Chevys, 
there  is  now  a  large  and  rusting  fleet 
of  Russian  Ladas,  dumped  in  Panama 
at  bargain  prices.  American  sources 
say  the  Ladas  help  provide  cover  for 
KGB  agents,  who  pose  as  Lada  em- 
ployees. Several  Eastern  bloc  shipping 
companies  service  more  than  3.1  mil- 
lion long  tons  of  Soviet  cargo  passing 
through  the  Canal  annually.  Aeroflot 
is  seeking  landing  rights. 

"We  have  three  wars  going  on  m  the 
area — the  El  Salvador  war,  the  contra 
war  and  the  drug  war,"  says  John  Gal- 
vin,  the  four-star  general  in  charge  of 
the  U.S.  Southern  Command,  head- 
quartered in  Panama.  "There's  a  lot  of 
Cuban  destabilization  activity." 

Thus,  for  example,  a  Cuban-con- 
trolled group  called  "La  Tendencia" 
covertly  pushes  for  radical  leftist  eco- 
nomic programs  from  within  the  Pan- 
amanian government.  More  general- 
ly, Soviet  bloc  states  give  over  1,000 
scholarships  annually  for  Panamani- 
ans to  study  at  places  like  Patrice  Lu- 
mumba University  in  Moscow  (schol- 
arships to  the  U.S.  have  lagged  far 
behind).  Once  back  home,  Lumumba 
graduates  join  the  Panamanian  bu- 
reaucracy to  bore  from  within. 

Back  to  Japan's  commercial  ambi- 
tions in  Panama:  Shouldn't  we  be 
pleased  that  a  strong  ally  and  a  major 
user  of  the  Canal  wants  to  assume 
some  of  our  fiscal  responsibility  for 
"The  Big  Ditch"?  Yes,  but  not  naively 
pleased. 

By  making  Panama  more  fiscally 
independent  from  the  U.S.,  Japan 
could  inadvertently  raise  the  price  the 
Panamanians  will  try  to  get  for  con- 
tinued U.S.  military  presence  in  the 
area  so  high  as  to  be  unacceptable — 
the  same  kind  of  coercive  game  An- 
dreas Papandreou  has  been  playing  in 
Greece,  and  Ferdinand  Marcos  used  to 
play  in  the  Philippines. 

Already  there  is  talk  of  $500  mil- 
lion or  more  a  year  to  allow  the  U.S. 
military  to  remain  in  Panama,  as 
against  the  $42  million  in  Canal  sub- 
sidies and  direct  military  and  eco- 
nomic aid  we  put  into  the  Panamani- 
an economy  last  year. 

Between  the  Japanese  on  the  eco- 
nomic front  and  the  Soviets  and  their 
stooges  on  the  political  front,  the  U.S. 
will  have  its  hands  full  in  Central 
America  over  the  next  few  years.  ■ 
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Consider  Buick. 
Not  because  it's  perfect. 
But  because  it's  so  good 
at  the  things 
that  really 
count. 


The  perfect  automobile 
has  yet  to  be  built.  But  Buick 
has  been  working  hard 
over  the  years  on  the  things 
that  matter.  For  example  .  .  . 
Long  trips 

If  you  want  to  find  out  how 
good  your  car  really  is,  take  it  on  a 
long  trip.  The  Electra  Park  Avenue 
seats  provide  solid  support 
with  real  comfort.  The  interior  is 
quiet,  with  minimal  wind  or  road 
noise.  It  even  has  an  automatic 
load  leveling  system  in  the  suspen- 
sion to  keep  you  on  an  even  keel. 
Buick  takes  pride  in  the  way 
our  own- 
ers feel 
about  us 
at  the 
end  of 
along 
day's 
drive. 
One  trip 
in  an 

Electra  should  tell  you  why. 
At  rush  hour 

Anyone  who  says  he  can 
make  a  traffic  jam  enjoyable  hasn't 
been  in  one.  But  there  are  ways  to 
make  it  acceptable.  The  Electra 
Park  Avenue  has  sumptuous 
velour  upholstery  in  the  seating 
areas,  air  conditioning,  tilt  steering 
column,  even  a  seek  and  scan 


Delco  ETR  AM-FM  stereo  sound 
system  with  clock.  (And  there  are 
other  available  systems  that  range 
all  the  way  up  to  mind-boggling.) 

It's  all  there  to  make  sure  you 
can  continue  smiling,  even  when 
you're  stuck  at  a  standstill. 
In  awful  weather 

When  the  weather  is 
grim,  your  automobile  ought 
to  shine.  It  should  start  quickly 
and  easily  and  reliably,  the 
way  you  expect  with  a 
Buick.  Solid-state  sensors 
that  "feel"  the  state  of  the 
engine  and  the  weather 
and  adjust  ignition  timing, 
fuel  mixture  and  other  functions 
are  there  to  make  Electra  that 
kind  of  automobile. 

Naturally,  Electra  is  built  to 
keep  you  warm,  dry  and  in  com- 
mand, no  matter  what's  going  on 
outside.  There's  even  an  electronic 
anti-lock  braking  system  available  to 
help  make  stopping  smooth  and 
controlled,  even  in  rain 
or  snow.  It's  all  there 


to  make  Electra  a  fine  place  to  be 
when  the  outside  is  not. 
On  rough  roads 

Some  of  the  things  you  do 
not  want  when  you're  traveling 
on  rough  roads  are  rattles,  squeaks 
jounces  and  that  disconcerting 
feeling  that  your  suspension  is 
adrift  on  the  bumps  like  a 
small  boat  in  a  heavy  sea. 
Electra  is  built  to  resist  all 
that,  with  body  panels  that  are 
robot-welded  to  such  close 
tolerances  that  they  are  mea- 
sured with  a  laser  beam. 
With  intelligently  placed 
sound  deadening  material 
and  compressible  spacers 
to  isolate  jolts  and  noise.  And  its 
fully  independent  suspension 
smooths  out  bumps  while  keeping 
all  four  tires  in  maximum  contact 
for  control. 

Buckle  up  and  see  your  Buick 
dealer  for  a  test  drive  in  a  new 
Electra. 

For  more  information,  a 
brochure  or  a  test  drive,  call 
1-800-87-BUICK 
(1-800-872-8425). 


GM 


Where  better  really  matters. 


BUICK 


Are  you  old  enough  to  remember  when 
Leviiz  Furniture  was  the  hottest  of  the  hot 
stocks?  Avon  Products?  Pizza  Time  The- 
atre? What  is  there  about  Home  Shopping 
Network  that  reminds  us  of  those . . . 

Fabulous  fads 
that  fizzled? 


By  Gretchen  Morgenson 

Home  Shopping  Network  is  a 
Clearwater,  Fla.  company  that 
flogs  off-price  jewelry,  statu- 
ettes, electronics  and  T  shirts  on  tele- 
vision. It's  not  much  of  a  company, 
but  it's  a  hell  of  a  stock.  It  continues 
to  defy  gravity  and  to  frustrate  short- 
sellers.  In  nine  months  the  stock  has 


gone  from  its  initial  public  offering 
price  of  $3,  adjusted  for  splits,  to  a 
recent  $38. 

We're  talking  real  money  here.  At 
$38,  the  market  is  valuing  this  untest- 
ed infant's  86  million  shares  at  $3.2 
billion  (assets  are  about  $170  million 
and  sales  just  $160  million).  This  slip 
of  a  company  has — as  several  com- 
mentators have  pointed  out — a  mar- 


ket capitalization  greater  than  Mc- 
Donnell Douglas  and  about  equal  to 
that  other  upstart  network,  CBS. 

Home  Shopping  Network  is  yet  an- 
other example  of  investors'  permit- 
ting belief  to  triumph  over  reality. 
HSN  is  a  stock  with  a  mythic  story 
that  investors  want  to  believe. 

The  reality  is  this:  Home  Shopping 
Network  uses  cable  TV  to  pitch  mer- 
chandise at  lower-than-retail  prices  to 
buyers  in  the  privacy  of  their  own 
homes,  and  in  a  chatty,  talk-show  for- 
mat. Its  supporters  argue  that  Home 
Shopping  Network  will  change  the 
way  America  shops.  Its  concept 
claims  to  be — you'll  pardon  the  cli- 
che— revolutionary. 

We're  not  so  sure.  Selling  off  the  TV 
screen  isn't  new.  Who  can  forget  Veg- 
o-matic,  the  budget  kitchen  gizmo — 
it  slices,  it  dices — pitched  on  late- 
night  television? 

Granted,  Home  Shopping  sells 
more  than  one  item,  but  the  stuff  is 
the  same  marginal  kind  you  can  find 
in  countless  catalogs,  gift  shops  and 
remainder  stores.  Stuff  you  can  nicely 
live  without.  In  no  way  is  the  selec- 
tion or  the  quality  of  the  HSN  goods 
great  enough  to  keep  shoppers  out  of 


Home  Shopping  Presit  .  ell  (Bud)  Paxson  (left)  and  Chairman  Roy  Speer 
Arc  their  secret  ingremtsits  really  worth  $3.2  billion? 
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ATLANTIC   AVIATION  A  S  T  R  A  :  Y  O  U  R  V  E  R  S  AT  I  L  E  B  U  S I  N  E  S  S  T  0  0  L 


It's  the  closest 
you  can  get  to  having 
two  business  jets 
for  the  price  of  one. 

The  incomparable  Astra. 


"\7bu  have  the  right  to  expect 
x  a  great  deal  from  a  business 
jet.  It  should  be  able  to  handle 
all  your  travel  needs,  from  a  short 
hop  to  a  3,500-mile  flight.  It 
should  be  fast,  economical,  spa- 
cious, comfortably  appointed  and, 
above  all,  affordable. 

Amazingly,  there  is  only  one 
midsize  jet  on  the  market  that  can 
do  it  all:  Astra. 

The  newest  and  most  tech- 
nically advanced  jet  in  its  class, 
Astra  can  take  you  coast-to-coast 
or  across  the  ocean  at  eight-tenths 
the  speed  of  sound.  Yet  it  has 
both  the  power  and  the  handling 
qualities  to  permit  landing  and 
takeoff  at  smaller,  more  conve- 
nient airports. 

Its  large,  elliptically  shaped 
cabin  provides  an  exclusive  "oval 
office"  with  stretch-out  seating 
for  up  to  nine  passengers,  a  well- 
stocked  galley,  and  a  true  airline- 
style  lavatory.  The  cockpit  boasts 
state-of -the- art  Collins  avionics. 
And  at  any  speed,  the  powerful 
twin  Garrett  turbofans  can  be 
heard  as  little  more  than  a  muted 
murmur. 

Yet,  for  all  its  unmatched  versa- 
tility, a  new  Astra  is  priced  at  less 
than  $5  million!  And  that  is 
a  great  deal. 

If  you'd  like  a  demonstration, 
or  more  information,  please  call 
Gordon  Carr,  VP  Sales,,  at  (302) 
322-7244.  Or  write  him  at  Atlantic 
Aviation,  P.O.  Box  15000,  Wilm- 
ington, DE  19850.  And  find  out 
why  Astra  really  is  the  closest 
thing  to  having  two  business  jets 
for  the  price  of  one. 
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"It  took  the  company  that 
invented  the  copier... 


Xerox  introduces  the 
1065  Marathon  copier. 

Since  Xerox  invented  the  original 
copier  nearly  30  years  ago,  everyone's 
been  trying  to  copy  us.  But  now, 
we've  literally  redesigned  the  copier 
from  the  inside  out,  for  the  most 
spectacular  copies  you've  ever  seen. 

Each  copy  a  master:  ice. 

Everyone  tries  to  make  c  that 
look  as  good  as  the  origin.  how 


COPY  QUALITY  COMPARISON 


about  copies  that  look  better  than  your 
originals?  The  1065  Marathon  pro- 
duces the  cleanest,  sharpest  copies 
ever.  And  our 
breakthrough 
microprocessor 
technology 
keeps  them 


|^  SERVICE 
PICAL  COMPETITIVE  COPIER  WITH  SERVICE 


looking  that  way,  month  after  month, 
with  little  or  no  professional  adjustment. 

Genius  doesn't  have  to  be 
temperamental.  Now,  frequent 


paper  jams  are  but  a  distant  memory. 
Because  the  1065  Marathon  has  the 
shortest,  straight-         paper  path 
est  paper  path  in  its 
class.  That  means 
instead  of  wasting 
your  genius  clearing 
paper  jams,  you 
can  use  ours  to 
make  copies. 

A  revolution  in  productivity. 

Most  competitive  copiers  lose 


XEROX 


to  reinvent  the  copier." 


Leonardo  da  Vinci 


up  to  85%  of  their  speed  when  they 
copy  two-sided  originals.  But  the  1065 
maintains  its  speed  no  matter  what 
kind  of  jobyoure  performing.  And 
our  unique  copy  module  cuts  down 
servicing 
time  by  up  to 
50%.  So  you 
can  be  as 
prolific  as 
your  genius 
allows. 


Xerox  1065  Marathon— 1987. 

A  new  age  in  copying.  The 

1065  Marathon  is  the  most  intelligent 
copier  in  its  class.  That  makes  it  as 
simple  to  use  as  pushing  a  button. 
But,  if  you  do  have 
any  questions,  you 
can  count  on  the 
expertise  and  support  of  Team  Xerox. 

To  find  out  more  about  the  newest 
generation  in  copying,  call  the  only 
company  that  could  have  created  it. 
l-800-TEAM-XRX,ext.  168B 


TeamXerox 


Xerox  brings  out  the  genius  in  you. 

|  I'd  like  to  learn  more  about  the  new  Xerox  I065 
.  Marathon  copier. 

□  Please  send  me  more  information  . 

□  Please  have  a  sales  representative  contact  me. 
I  Send  this  coupon  to: 

■  Xerox  Corporation.  RO.  Box  24,  Rochester,  NY  I4692 


Company 


City- 


Zip 


State 

If  you  can  t  wait,  call 

1-800-TEAM-XRX,  EXT.168B 

|jhK«    (l-800-832-6979,exl.  16KB).  152-2/23-87 

XEROX*.  1065  and  W  arc  trademarks  of  XEROX  CORPORATION 


stores  and  malls.  Neither  does  HSN 
satisfy  customers  who  like  to  exam- 
ine merchandise  before  they  pay  for  it. 

What  it  does  have  going  for  it  is 
novelty.  But  novelty  wears  off. 

Besides  novelty,  Home  Shopping 
provides  someone  for  lonely,  bored, 
housebound  people  to  talk  to.  When 
you  place  your  order,  you  speak  to  an 
operator  who  takes  your  credit  card 
number  and  chirps  merrily  about  your 
new  purchase.  If  you're  really  lucky, 
you  could  be  selected  to  chat  on  air  for 
a  few  seconds  with  the  show's  ebul- 
lient host.  Maybe  you  don't  really 
want  the  merchandise,  but  the  buying 
is  fun.  At  least  the  first  time. 

HSN  executives  call  this  "interac- 
tive television."  It's  like  a  late-night 
radio  talk  show.  Revolution,  though? 


one  of  these  mammoth  roadsters.  Not 
so.  The  stock  went  to  llA. 

We  could  go  on.  Twenty  years  ago, 
on  its  supposed  magic  touch,  Avon 
had  a  price/earnings  ratio  of  41  and  a 
host  of  believers.  For  a  long  time  it 
burned  anyone  bold  enough  to  short 
its  overpriced  stock.  In  the  early 
1980s  Pizza.  Time  Theatre  was  going 
to  change  the  way  America  ate  out. 
The  company  ended  up  in  Chapter  11. 

Like  these  others,  Home  Shopping 
was  off  to  a  fast  start.  Net  sales  for  the 
quarter  ended  Nov.  30,  1986  were 
$103.5  million,  up  319%  from  the  fig- 
ures for  the  year  earlier.  Net  income 
surged  to  $9.5  million,  up  258%  from 
the  same  quarter  in  1985. 

Out  come  the  pencils  and  the 
charts.  Now,  let's  see.  If  it  can  keep  up 


Randv  Tavlor/Black  sur 


A  devoted  Home  Shoppmg  fan 

It's  been  like  Christmas  every  day  for  HSN — so  far. 


Many  such  revolutions  have  cost  in- 
vestors dearly.  Remember  Levitz  Fur- 
niture, one  of  the  hottest  stocks  of  the 
early  1970s?  At  the  height  of  its  hype, 
investors  happily  paid  100  times  earn- 
ings for  the  stock  because  the  compa- 
ny was  about  to  change  the  way 
America  shopped  for  furniture.  A  sin- 
gle down  quarter  interrupted  the  rev- 
erie. One  day  in  1972  the  stock 
opened  down  36%  from  its  previous 
day's  closing  price.  From  then  on  it 
sank  into  oblivion  and  in  1985  the 
company  was  absorbed  by  LFC  Hold- 
ing Co. 

Winnebago  Industries  was  another 
high-powered  story  stock-.  This  manu- 
facturer of  recreational  vehicles  trad- 
ed as  high  as  48  in  the  early  Seventies 
on  the  assumption  that  many  Ameri- 
vacation  plans  would  include 


that  growth,  Home  Shopping  will 
have  revenues  of  $17  billion  within 
maybe  three  years  and  profits  of  a 
billion.  Fantasyland. 

Lowell  (Bud)  Paxson,  Home  Shop- 
ping president  and  co-creator,  does 
nothing  to  discourage  the  fantasies. 
Says  he:  "We've  found  the  success 
formula — with  12  secret  ingredients. 
And  we've  convinced  Wall  Street." 

So  what  are  these  secret  ingredients 
that  investors  seem  to  think  are 
worth  around  $3.2  billion?  Nothing  to 
write  home  about.  The  company's  ex- 
traordinary growth  figures  cannot  be 
duplicated,  since  they  were  the  result 
of  its  leap  from  a  regional  retailer  to  a 
national  one.  Nor  were  they  cheaply 
achieved.  From  Aug.  31,  1986  to  the 
following  November,  Home  Shop- 
ping's debt  exploded,  from  $7.6  mil- 


lion to  $257  million. 

What  did  HSN  do  with  all  that  bor- 
rowed money?  Buy  UHF  television 
stations  so  that  it  could  add  viewers 
outside  the  limited  cable-TV  market. 

Oddly  enough,  though,  HSN  execu- 
tives don't  seem  to  be  smart  shoppers. 
The  ten  stations  they  bought  were  in 
trouble  and  could  have  been  had  at  a 
discount.  But  Home  Shopping  man- 
agement paid  more  than  retail  for 
them.  It  doesn't  use  typical  measures 
like  audience  share  and  Nielsen  num- 
bers to  assess  the  value  of  a  station. 
Why  should  it?  Doesn't  it  have  the 
magic  touch? 

Explains  Paxson:  "When  we  bought 
those  stations,  what  we  were  really 
buying  was  a  number  of  homes.  And 
we  were  willing  to  spend  $6  to  $7  per 
home  reached  by  the  station."  Using 
the  Home  Shopping  method,  the  com- 
pany probably  paid  30%  more  for  its 
television  stations  than  another  buyer 
would  have. 

Paxson  defends  his  purchases  and 
believes  his  new  TV  stations  will  help 
HSN  sustain  its  growth  by  bringing  in 
hordes  of  breathless  shoppers.  "Right 
now  we  have  1.7  million  Home  Shop- 
ping Club  members,"  he  says.  "By 
year-end  we'll  have  5  million." 

Maybe.  But  how  durable  is  this 
shop-at-home  fad?  Is  the  American 
public  really  ready  to  put  its  heavy 
shopping  money  into  something 
pitched  on  the  screen  where  you  can't 
feel  it  or  touch  it?  Some  shoppers  are 
already  bored  with  Home  Shopping 
schlock.  The  company's  return  rate — 
the  percentage  of  sales  sent  back  by 
the  customer  for  refund — is  unusually 
high.  For  the  year  ended  Aug.  31, 
1986,  the  return  rate  was  17.4%. 

Even  if  the  current  infatuation  with 
home  shopping  lasts  and  spreads, 
there's  no  guarantee  that  HSN  will 
dominate  the  business.  Formidable 
competitors  like  Sears  and  the  Finan- 
cial News  Network  are  already  edging 
in.  The  battle  for  shoppers'  dollars 
will  certainly  push  various  networks 
to  slash  prices,  driving  down  margins. 

Retorts  Paxson:  "Other  companies 
don't  have  a  successful  formula  like 
we  do."  That's  what  the  Levitz  folks 
said  in  their  glory  days. 

In  its  pursuit  of  fast  growth,  more- 
over, HSN  is  making  some  deals  that 
look  overpriced.  In  January  it  bid  for 
its  largest  competitor,  COMB,  agree- 
ing to  pay  the  equivalent  of  $36  per 
COMB  share.  That's  $980  million, 
and  41  times  an  estimate  of  COMB's 
1987  earnings.  The  deal  hit  snags  in 
early  February,  but  if  it  proceeds,  it 
will  seriously  dilute  HSN  shares.  As 
of  November  certain  cable  operators 
can  buy  6.5  million  shares  of  COMB 
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PATENT*3J79,634 
ALSO  AVAILABLE  ATA 
PLANET  NEAR  YOU. 


DuPont  Patent  #3,179,634  is  Kapton®- a  unique 
polyimide  film  used  in  the  wiring,  electronics,  and  thermal  blankets  of  the 
Voyager  2  spacecraft.  And  while  KAPTON  has  helped  Voyager  on  its 
travels  towards  Neptune,  it  has  many  down-to-earth  uses  that  are  even 
more  important  to  you. 


If  you  use  an  advanced  35-millimeter  camera,  chances  are 
KAPTON  circuitry  has  helped  you  set  the  film  speed,  shutter  speed  and 
lens  aperture.  Your  VCR  uses  circuitry  of  KAPTON.  Lightweight  telephones 
and  high-speed  computers  both  use  KAPTON. 

But  unique  ideas  and  products  like  KAPTON  aren't  unique 
at  DuPont.  It's  just  one  of  more  than  80,000  patents  that  DuPont  has 
earned  over  the  last  50  years:  in  health  sciences,  advanced  electronics, 
transportation,  agriculture,  textile  fibers,  consumer  and  specialty  products. 

And  more  important  than  the  number  is  the  contribution 
these  ideas  make.  Because  even  when  Patent  #3,179,634  is  exploring  new 
worlds  billions  of  miles  away,  it  has  a  world  of  uses  much  closer  to  home. 

BETTER  THINGS  FOR  BETTER  LIVING. 

<3ttIBJ> 


For  the  past  10  years,  Norden  Systems,  Inc.,  a  subsidiary  of  United  Technol- 
ogies, has  teamed  up  with  Digital  to  become  a  leading  supplier  of  U.S.  military 
computers.  "Key  to  our  success  is  Digital's  adherence  to  standards,"  says  Norden 
Vice-President  and  General  Manager,  H.  Colin  Sanders.  "The  assurance  that  new 
hardware  and  software  will  work  with  what's  already  been  developed  is  impor- 
tant to  any  market,  but  especially  the  military.  Digital's  consistent  computing 
environment  makes  system  growth  evolutionary,  not  revolutionary' ' 

Mr.  Sanders  credits  Norden's  competitive  edge  to  Digital's  commitment  to 


r 


"A  style  of  computing 
that  helps  Norden  meet 
the  standards  of  this 
country's  #1  customer 
year  after  year." 


his  market.  "Digital's  R&D  never  stops  looking  ahead.  Plus,  there's  a  wealth  of 
existing  Digital  and  3rd  party  software  for  every  military  environment.  That 
speeds  up  our  product  development  so  we  can  react  more  quickly."  In  Mr. 
Sanders'  view,  the  significance  of  Norden's  partnership  with  Digital  keeps 
growing.  "As  the  need  for  military  standardization  becomes  more  apparent, 
the  value  of  what  we  offer  is  easier  and  easier  to  see." 

To  get  your  competitive  advantage  now,  write:  Digital 
Equipment  Corporation,  200  Baker  Avenue,  West  Concord, 
Massachusetts  01742.  Or  call  your  local  sales  office. 
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SCUDDER 


On  Choosing  A 
401(k)  Plan, 

As  401  (k)  plans  grow  in  appeal,  they  grow  in  complexity  and 
uncertainty,  too.  Scudderis  a  retirement  plan  specialist. 


As  a  leading  provider  of  mutual 
funds  for  401(k)  plans,  Scudder  has 
learned  how  to  create  successful 
retirement  programs  that  help 
attract  and  keep  talented  people. 
Here's  some  of  what  we  know,  some 
of  what  we  do,  and  an  invitation  to 
learn  more. 

Most  important. 

When  examining  a  401  (k)  plan, 
ask  yourself  these  questions:  Does 
it  encourage  your  employees  to 
share  the  responsibility  of  building 
retirement  assets?  Does  it  promote 
participation?  Does  it  offer  the 
investments  today's  informed  em- 
ployees demand? 

The  Scudder  401  (k)  Program  can 
do  all  this,  and  much  more.  Scudder 
offers  a  full  range  of  services,  an 
innovative  model  plan  and  attractive 
investment  opportunities. 

Scudder's  no-load  mutual  funds 
offer  a  wide  range  of  choices  when 
used  with  the  Scudder  model  plan, 
or  as  new  investment  options  for 
your  separately  designed  plan. 

Experience  counts. 

Legislation  has  opened  the  world 
of  401  (k)  plans  to  hundreds  of 
providers  new  to  that  responsibility. 
Choose  a  firm  with  a  commitment  to 
retirement  planning. 

Scudder  has  offered  retirement 
plans  since  1962,  and  was  among  the 
first  to  provide  a  virtually  turn-key 
401  (k)  program.  Scudder,  Stevens  & 
Clark  currently  manages  over 
$7  billion  in  mutual  fund  assets  alone. 

Service  is  first. 

In  selecting  a  401  (k)  partner,  search 
for  an  emphasis  on  professional  admin- 
istration and  responsive  service. 


At  Scudder,  we're  retirement  plan 
specialists.  Armed  with  advanced 
recordkeeping  systems,  fast,  accu- 
rate statements  and  comprehensive 
management  reports,  we'll  work 
with  you  every  step  of  the  way,  from 
enrollment  to  retirement. 

Search  for  value. 

Look  for  a  complete  401  (k)  pro- 
gram —  at  a  reasonable  cost. 

Scudder  brings  you  all  the  benefits 
of  a  full  401  (k)  program  in  a  way 
that's  easy  to  set  up,  administer  and 
grow.  Of  course,  there  are  no  fees 
for  using  our  model  plan  and  no 
sales  charges  for  investing  in  the 
Scudder  funds. 

The  next  step. 

We  encourage  you  to  tell  us  more 
about  your  firm  and  at  the  same  time 
learn  more  about  all  the  ways  Scudder 
can  help  you  create  a  successful 
401  (k)  program  that  works  for  your 
company  and  your  employees. 

Explore  a  new  world  of  invest- 
ments and  benefits  for  you  and  your 
firm.  Call  Scudder  today.  Ask  to 
speak  with  our  Retirement  Plan 
Group.  We'll  be  happy  to  send  you 
more  complete  details  about  the 
Scudder  401(k)  Program. 


SCUDDER 

401(k)s 

1-800-323-6105 

Extension  936 

Scudder,  175  Federal  St. 
Dept.  936,  Boston,  MA  02110 


For  more  complete  information  and  a  prospectus  including  management  fees  and  expenses,  call  or  write 
Scudder  Fund  Distributors,  Inc.  Read  carefully  before  you  invest  or  send  money. 
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at  $24.50  each;  others  can  purchase 
1.4  million  for  $17.50.  If  HSN  falls 
below  $36  this  November,  the  compa- 
ny will  still  be  obligated  to  pay  $36  to 
the  warrant  holders.  To  do  so,  HSN 
will  likely  issue  more  equity,  further 
diluting  its  already  weakened  stock. 

There  is  other  dilution  ahead. 
Home  Shopping  granted  cable  opera- 
tors similar  options  on  its  own  stock, 
which  can  be  exercised  beginning  in 
December  1987.  In  all,  operators  will 
be  able  to  buy  4,279,678  shares— 5% 
of  the  stock  now  outstanding — at  the 
price  of  $23.42  each. 

All  this  will  bring  in  some  cash,  of 
course,  but  it  will  further  swell  HSN's 
already  swollen  capitalization.  Two 
days  after  the  COMB  deal  was  an- 
nounced, Home  Shopping  made  an- 
other purchase.  Pending  regulatory 
approval,  HSN  will  become  the  proud 


HSN  executives  are  no 
smart  shoppers.  They  paid 
more  than  retail  for 
troubled  TV  stations,  may 
pay  almost  a  billionfor  a 
so-so  competitor,  threw  $40 
million  at  a  sick  S&X.  Not  to 
worry:  Doesn't  HSN  have  the 
magic  touch? 


owner  of  Baltimore  Federal  Financial, 
a  troubled  Maryland  thrift,  for  $40 
million  in  cash.  Amid  talk  of  great 
synergy  and  the  thrill  that  Americans 
will  feel  "banking  in  their  living 
rooms,  with  their  televisions,"  the 
Home  Shopping  financial  network 
was  born. 

It's  hard  to  tell  just  what  Home 
Shopping  got  for  its  $40  million.  Balti- 
more Federal  is  a  mutual  savings  in- 
stitution, so  its  loan  portfolio  is  not 
available  for  public  scrutiny.  But  it's 
safe  to  say  that  Home  Shopping  didn't 
get  a  prize.  Ranked  on  a  scale  of  1  to 
300  by  IDC  Financial  Publishing,  Bal- 
timore Federal  comes  in  at  an  appall- 
ing 1.  That  means  it's  a  basket  case. 
As  is  true  with  many  savings  and 
loans,  Baltimore  Federal's  true  net 
worth  may  be  nonexistent.  How  did 
HSN  come  to  choose  the  Baltimore 
institution?  It  was  the  suggestion  of 
HSN's  executive  vice  president  and 
general  counsel,  Nando  DiFilippo.  He 
was,  until  early  January,  senior  vice 
president  and  general  counsel  of  Balti- 
more Federal. 

Still,  you  must  give  the  HSN  fel- 
lows credit  for  keeping  things  lively. 
A  deal  a  week.  When  will  the  bubble 
burst?  That's  a  tough  question.  Will 
the  bubble  burst?  That's  an  easy  one: 
Of  course;  bubbles  always  do.  ■ 
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Manage: 

•  To  lead.  To  guide.  To  capitalize 
on  the  present  while  providing 
for  the  future. 


Rockwell  International  manages  a 
high-technology  global  enterprise  of  carefully 
diversified  core  businesses.  And  is  strengthening 
its  leadership  position  in  each  of  these  businesses. 

Rockwell's  management  philosophy  encourages  individ- 
ual initiative  at  its  business  units  and  supports  that  initiative 
with  financial  and  technical  resources. 

The  payoff  for  this  management  approach? 

Record  sales  of  $12  billion.  Eleven  consecutive  years  of  increased 
earnings.  And  three  consecutive  years  in  which  the  company 

exceeded  a  20  percent  return  on  average  stockholders'  equity.  ]  «k 

Management  like  this  gives  us  confidence  that  the  com-  nflP!  TOH  r»OCKW€MI 

pany's  prospects  for  sustained  growth  over  the  long  W^A^r  IntGITldtiOndl 

term  are  excellent.  4Bb^ 

To  learn  more  about  how  management  shapes 
the  future  of  our  company  write:  ' '  where  sc,ence  gets  down  to  business 

Rockwell  International,  Department  815R-129,  Aerospace  /  Electronics  /  Automotive 

P.O.  Box  17510,  Pittsburgh,  PA  15235.  General  Industries /A-B  Industrial  Automation 


At  The  Standard  Oil  Company,  we  are 
pursuing  a  new,  very  active  management  strategy. 

One  designed  to  position  us  among  the 
strongest  of  the  world's  oil  companies.  Despite  the 
wild  volatility  of  world  oil  prices. 

We  have  taken  vital  actions  to  protect  our 
balance  sheet  against  downside  oil  prices.  Assets 
not  strategic  to  Standard  Oil  have  been  divested. 

We  have  streamlined  and  strengthened  our 
oil  operations.  And  improved  our  non-oil  assets, 
including  our  world-leading  acrylonitrile  and 
titanium  dioxide  businesses. 

We  have  also  become  fast,  creative  traders. 
Reducing  downside  risk  with  innovations  like  our 
recent  oil-indexed  and  gold-indexed  notes.  Trading 
international  currencies.  Reducing  our  interest  rate 
and  exchange  exposures. 

Protected  on  the  downside,  we  are  now 
poised  for  upside  opportunity. 

For  an  oil  giant,  with  reserves  of  2.4  billion 
barrels,  we  have  become  very  nimble. 

Because  in  a  world  of  oil  sheiks  and  oil 
shocks,  the  more  liquid  we  are,  the  more  solid. 

STANDARD  OIL  NOT  STANDARD  THINKING 

Tho  Standard  Oil  Company  Is  the  original  Standard  Oil  founded  In  Cleveland,  Ohio,  In  1870, 


Mesmerized  by  the  prospect  of  enormous 
profits,  the  new  owners  of  Payn  Save  for- 
got a  basic  lesson  of  business. 

No  customers, 
no  profits 


By  David  Henry 


Y.  ou  hear  a  lot  about  hot  new 
retailing  concepts  these  days, 
and  here's  one  that  sounded  like 
a  sure  thing:  Buy  an  existing  chain  of 
profitable  stores  in  a  highly  leveraged 
deal,  add  some  trendy,  high-profit 
merchandise  and  get  a  huge  amount 
of  bang  for  your  equity  buck.  How 
could  it  miss? 
It  could  miss,  and  did. 


It  all  started  with  two  brothers  from 
South  Africa — now  American  citi- 
zens— Julius  and  Edward  Trump  (no 
relation  to  real  estate  developer  Don- 
ald Trump).  They  had  built  fortunes 
in  leveraged  buyouts  and  real  estate. 
When  they  found  that  Seattle,  Wash.- 
based  Pay'n  Save  was  for  sale  in  1984, 
it  seemed  custom-made  for  their  tal- 
ents. The  company  was  a  $1.4  billion 
(sales)  assortment  of  retail  chains — 
profitable  but  barely  so. 


The  Trumps  rolled  the  drug  and 
discount  chains  into  one  company  to 
use  as  a  vehicle  for  new  equity  invest- 
ment. Says  Eddie  Trump:  "It  needed 
something  fairly  dramatic." 

Enter  William  Zimmerman,  recent- 
ly retired  founder  of  a  company  with  a 
nearly  identical  name:  Pic  'n'  Save. 
Zimmerman  had  spent  30  years  mas- 
tering the  art  of  buying  merchandise 
through  closeouts  so  cheaply  that  the 
stuff  could  be  sold  for  half  the  compa- 
rable retail  prices,  yet  still  produce 
gross  margins  of  50%. 

The  Trumps  met  Zimmerman.  It 
seemed  like  a  natural  to  apply  his 
talents  to  expanding  the  lines  of  mer- 
chandise in  their  stores.  Zimmerman 
sold  his  Pic  'n'  Save  holdings  and  paid 
$52.5  million  for  a  50%  stake  in  the 
new  business.  Then  he  hired  buyers 
from  Pic  'n'  Save  and  flew  to  Asia  to 
buy  loads  of  bargains  for  new  racks 
being  installed  in  the  center  of  Pay'n 
Save  stores  in  a  chainwide  remodel- 
ing. Zimmerman  planned  to  display 
such  items  as  $1.79  porcelain  figu- 
rines, 39-cent  rolls  of  transparent  tape 
and  79-cent  earrings. 

That  sort  of  stuff  sold  well  at  Pic  'n' 
Save,  so  Zimmerman  assumed  it 
would  do  equally  well  at  Pay'n  Save. 

Surprise!  "This  has  been  an  abso- 
lute disaster,"  says  Denise  Louck,  a 
store  manager  in  Mercer  Island, 
Wash.  "This  has  been  the  worst  year 
of  my  life.  The  price  was  right,  but 
who  wants  it?"  Louck's  store  was 
stuffed  with  so  many  unsold  goods 
that  Zimmerman  had  to  send  trailers 
to  warehouse  it. 

Zimmerman  compounded  his  mis- 
take by  overordering.  Since  Pay'n 
Save  had  about  the  same  number  of 
stores  as  Pic  'n'  Save,  Zimmerman 
reasoned  that  he  ought  to  buy  nearly 
the  same  amount  of  goods  as  in  his 
former  operation.  He  forgot  that  Pay'n 
Save  was  devoting  about  15%  of  each 
store's  floor  space  to  new  merchan- 
dise— overall,  a  fraction  of  the  space 
that  Pic  'n'  Save  had  allocated. 

Soon  Zimmerman's  stores  were 
bursting  with  everything  from  cheap 
earrings  to  junky  figurines.  What  does 


Eddie  (left)  arid  Julius  Trump 

Pay'n  Save  needed  something  fairly  dramatic. 


Pay  'n  Save  store  in  Mill  Creek,  Wash. 
The  right  price,  but  who  wants  it? 
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If  you  like  to  run  the  road  less  traveled 


Driving  a  highly  maneuverable, 
high  performance  car  takes  you 
down  life's  most  exciting  roads. 


O  I9B6  Audi 


\bu're  ready  for  an  Audi. 

At  Audi,  we  engineer  cars  for  those  who  believe  innovation  and  performance  are 
the  essence  of  driving  excitement. 

It  is  a  design  philosophy  intended  "to  challenge  conformity."  And  it  is  a  philosophy 
that  yields  some  rather  impressive  results. 

That  is  why  an  aerodynamic  Audi  5000  not  only  races  with  the  wind  but 
against  it  as  well. 

It  is  why  the  front-wheel  drive  system  of  an  Audi  allows  for  impressive  traction  and 
control  even  in  adverse  weather  conditions. 

It  is  how  Audi  became  one  of  the  first  to  pioneer  such  revolutionary  engineering 
coups  as  computerized  Anti-Lock  Brakes  (ABS)  and  the  remarkable  all-wheel  drive 
system  of  the  Audi  Quattro. 

And  it  is  the  reason  that  —  no  matter  what  model  Audi  you  buy— Audi  engineering 
delivers  a  car  that  handles  expertly,  brakes  with  assurance,  and  helps  transport  you 
safely  in  an  environment  of  true  performance  luxury.  Qualities  that,  for  the  fourth 
straight  year,  have  earned  Audi  a  place  on  Car  and  Driver's  10  Best  List. 

So  if  you're  looking  for  the  intelligent  alternative  to  BMW  and  Mercedes,  test 
drive  an  Audi  soon.  And  see  why—  if  you  like  to  run  the  road 
less-traveled  —  you're  ready  for  an  Audi. 

All  1987  Audis  ore  covered  by  the  Audi  Assurance  System™  which  includes  o  6  year  limited  warranty  ogomst  corrosion  perforation, 
a  3-year / 50,000-mi/e  limited  warranty  on  virtually  everything  else,  plus  o  unique  Roodside  Assistance  Program,  o  3-year  membership 
the  US  Aulo  C/ub,  Molormg  Div,  Inc  (See  your  dealer  lor  details  )  For  more  information,  col/  I-800  FOR-AUDI 


OUR  FLEXIBLE  BENEFITS 
COULD  PLEASE  EVERYONE 
IN  THIS  ORGANIZATION. 


Today's  workforce  is  made  up 
of  everything  under  the  sun— single 
workers,  single  parents,  older 
workers  and  two-income  families. 
Pleasing  all  of  them  has  posed  a 
world  of  problems. 

Especially  when  you  consider 
what  their  benefits  cost  employers. 
Ifs  astronomical. 

To  help  bring  these  costs  down 
to  earth,  the  CIGNA  companies 
developed  a  Flexible  Benefits 
program. 

Ifs  based  on  a  very  simple 
concept.  Choice. 

For  employers,  this  means 
choosing  how  much  they  will 
contribute  to  the  cost  of  the  plan. 
And  ifs  defined  up  front. 

For  employees,  it  means  tai- 
loring their  own  plans  by  picking 
and  choosing  from  the  benefits 
menu.  Benefits  that  can  range 
from  the  familiar  medical  and 
pension  coverages,  to  child  care, 
vacation  days  or  even  cash. 

Ifs  the  best  of  both  worlds. 


Costs  are  now  controlled.  And 
employees  are  now  part  of  the 
process.  The  more  they  under- 
stand, the  more  everyone  stands 
to  benefit. 

But  you're  going  to  need  help 
to  make  this  happen.  And  thafs 
exactly  what  our  personalized  ser- 
vice is  all  about. 

We'll  help  you  and  your  advi- 
sors every  step  of  the  way  Through 
defining  your  objectives,  designing 
the  plan,  educating  your  employ- 
ees, underwriting  the  benefits.  And 
to  make  sure  your  program  runs 
smoothly  we  provide  ongoing 
recordkeeping  and  administrative 
support. 

So  if  your  benefits  lack  universal 
appeal,  write  to  CIGNA  Corp., 
Dept.  R6,  One  Logan  Square, 
Philadelphia,  Pennsylvania  19103. 

Because  with  our  Flexible 
Benefits  program  you  can  please 
everyone.  No  matter  mmmmmmm 
where  they  are  in  the  K[(gjj 
organization. 


one  do,  for  example,  with  400,000 
plastic  key  chains,  more  than  2,800 
per  store?  They  didn't  sell  at  29  cents 
each,  so  the  company  finally  wound 
up  actually  giving  them  away  to  cus- 
tomers in  checkout  lines. 

Zimmerman  took  a  backseat.  He  and 
the  Trumps  brought  in  a  new  president 
and  moved  up  to  higher-quality  close- 
out  goods — items  like  $  1 00  Norwegian 
vases  for  $24.95.  In  addition,  the  cen- 
ter-aisle shelves  have  been  removed 
and  the  stores'  floor  plans  changed  to 
more    conventional  arrangements. 


Meanwhile,  Zimmerman's  successor, 
Gerald  Nathanson,  is  concentrating 
more  on  the  basics  of  the  business.  That 
means  improving  distribution  as  well 
as  buying  more  standard  merchandise 
directly  from  manufacturers  instead  of 
wholesalers. 

"Bill  Zimmerman  was  too  anxious 
to  do  what  he  had  done  at  Pic  'n' 
Save,"  says  Nathanson,  Pay'n  Save's 
new  president.  "Our  customers  just 
did  not  respond  well  to  low-quality, 
cheap  merchandise." 

Trump  and  Zimmerman  are  not  the 


only  losers.  Of  Pay'n  Save's  17  million 
shares,  20%  were  sold  to  the  public. 
The  stock  came  out  at  an  initial  offer- 
ing price  of  16  last  July  and  has  since 
slipped  to  a  recent  price  of  about  5%. 

Moral:  Just  because  a  concept 
worked  in  one  case  doesn't  mean  you 
can  repeat  it  somewhere  else.  Some 
ideas  are,  in  their  very  nature,  limited 
in  application.  (For  another  example 
of  a  retailing  concept  Forbes  thinks 
has  only  limited  application,  see 
"Fabulous  fads  that  fizzled"  on  Home 
Shopping  Network,  p.  40.)  ■ 


Meet  Morton  Lapides:  Better  he  should  have 
stayed  in  the  soda  pop  business. 


Out  of 
his  depth 


By  Mary  Kuntz 

F|or  20  years  Morton  Lapides 
ran  a  profitable  little  business 
selling  soda  pop.  Today  he  heads 
Cheverly,  Md.-based  Allegheny  Bev- 
erage Corp.,  a  billion-dollar  service 
company  that  is  maybe  eight  times 
bigger  than  the  old  outfit.  But  if  that's 
progress,  who  wants  progress?  Alle- 
gheny is  drowning  in  debt  and  losing 
money  at  the  rate  of  $15  million  over 
the  last  three  quarters.  In  a  bull  mar- 
ket its  stock  is  languishing  at  8,  down 
from  30V2  last  year. 

Lapides,  58,  took  Allegheny  public 
27  years  ago  when  it  was  a  $2.8  mil- 
lion Pepsi  bottler,  but  in  many  ways 
he  continued  to  run  it  like  a  family 
business.  Few  public  companies  of  its 
size  are  so  completely  controlled  by  a 
single  person.  As  the  sole  owner  of  the 
company's  Series  A  preferred  shares, 
Lapides  appoints  a  majority  of  direc- 
tors and  is  able  to  veto  any  action 
voted  on  by  shareholders.  With  that 
kind  of  control  Lapides  is  in  no  posi- 
tion to  blame  others  for  everything 
that  went  wrong. 

Mort's  father,  Abraham,  and  three 
uncles  acquired  the  Pepsi  bottling 
ichise  in  Baltimore  in  the  early 


1930s.  Mort,  who  already  had  his  own 
franchises,  bought  them  out  in  1965. 
Almost  from  the  start,  he  seemed  to 
feel  that  the  bottling  business  was  too 
small  for  his  talents.  Starting  in  the 
mid-1960s,  he  bought,  or  tried  to  buy, 
a  mishmash  of  companies,  including 
a  1964  attempt  on  DWG  Cigar  Corp. 
that  drove  it  into  the  arms  of  Victor 
Posner  and  a  disastrous  fling  with  Sun 
Airlines,  a  commuter  airline. 

It  didn't  stop  there.  In  1981,  with 
company  sales  at  $414  million,  La- 
pides made  a  bizarre  grab  for  $4  bil- 
lion Wickes  Cos.  as  it  teetered  on  the 
edge  of  bankruptcy.  Three  years  later 
Allegheny  took  a  $2.6  million  loss  on 
its  Wickes  stock. 

None  of  this  spoiled  Lapides'  appe- 
tite for  growth.  He  finally  made  a 
huge  acquisition  with  the  1981  hos- 
tile takeover  of  Macke  Co.,  a  $288 
million  Maryland  food  service  compa- 
ny with  subsidiaries  in  laundry,  office 
cleaning  and  office  furniture.  Alleghe- 
ny added  $65  million  that  year  to  an 
already  highly  leveraged  balance 
sheet.  By  the  end  of  the  year  total  debt 
had  reached  76%  of  capitalization. 

Hitting  his  stride  now,  between 
1982  and  1985  Lapides  acquired  over 
30  companies.  But  in  December  1984 


Lapides  began  his  most  audacious 
move  of  all  when  he  put  down  a  $25 
million  nonrefundable  commitment 
fee  to  acquire  Servomation  Corp.,  a 
$673  million  food  service  company 
owned  by  City  Investing.  In  a  Febru- 
ary 1985  story  Business  Week  hailed 
Lapides  as  the  "Dr.  J  of  Wheeling  and 
Dealing." 

But  the  wheeling  and  dealing 
turned  out  to  be  pretty  inept.  The 
Servomation  deal  hinged  on  selling 
Allegheny's  Pepsi  bottling  franchises 
for  $175  million  tax-free  to  the  com- 
pany's employees.  Lapides  planned  to 
finish  both  deals  in  time  to  start  the 
new  year  fresh. 

First,  Congress  talked  about  ending 
the  tax  advantages  of  selling  to  an 
employee  stock  ownership  program, 
and  the  bottling  deal  was  dead.  To  buy 
time,  Lapides  had  to  put  down  anoth- 
er $10  million  on  deposit  to  hold  the 
Servomation  deal. 

Then  an  E.F.  Hutton  financing  col- 
lapsed. It  had  been  planned  to  raise 
$25  million  toward  the  purchase  of 
Servomation.  Allegheny  was  forced  to 
take  a  six-month  bridge  loan  at  an 
effective  annual  rate  of  24%  and  with 
a  personal  guarantee  from  Lapides. 

Eventually  Lapides  unloaded  the 
bottling  business  at  a  sharply  lower 
price — $160  million,  taxable.  He 
managed  to  raise  another  $330  mil- 
lion in  bank  loans,  but  within  six 
weeks  of  signing  the  loan  agreement 
Allegheny  had  flunked  the  net  worth 
requirement. 

Now  he  had  Servomation.  One 
month  later  Lapides'  obedient  board 
awarded  him  a  $1  million  cash  bonus 
and  warrants  to  purchase  356,633 
common  shares  "in  consideration  of 
extraordinary  services."  This,  in  a 
year  when  employee  bonuses  were 
cut  because  of  the  company's  poor 
performance.  Allegheny  lost  $1.7  mil- 
lion in  fiscal  1985,  owing  largely  to 
interest  expenses  that  totaled  $22 
million  even  before  the  Servomation 
acquisition. 

But  in  January  of  1986  the  company 
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reported  third-quarter  earnings  from 
continuing  operations  of  $14  million. 
Maybe  Lapides  was  finally  making 
good  on  his  extravagant  promises. 
Maybe  he  really  had  earned  that  fat 
bonus.  Adding  to  the  good  news,  an 
audit  of  Servomation  revealed  that 
management  had  overcharged  for  de- 
preciation in  the  first  two  quarters  by 
$2.8  million. 

With  the  good  news  out,  Allegheny 
went  to  the  public  with  a  common 
stock  offering  that  raised  $30  million 
for  the  company  plus  $8  million  for 
Lapides  personally,  when  he  sold 
334,000  shares.  He  still  held  about 


26%  of  the  stock  on  a  fully  diluted 
basis.  Longtime  aide  and  company 
president  Edward  Weisman  exercised 
"stock  appreciation  rights"  on  the  day 
before  the  offering,  bringing  him  a 
tidy  $90,000. 

Then  came  the  bomb.  On  June  30 
Allegheny  released  its  annual  results, 
reporting  a  $5  million  loss  for  the 
fourth  quarter,  much  of  it  stemming 
from  the  depreciation  adjustment  the 
company  took  just  before  the  offering. 
"Unfortunately,  we  made  an  error  in 
calculating  that  adjustment,"  ex- 
plains John  Baker,  chief  financial  offi- 
cer. "We  made  an  error,  and  we  cor- 


rected it  as  soon  as  we  found  out 
about  it."  The  correction:  a  $1.9  mil- 
lion charge.  Immediately  the  stock 
sank  from  21%  to  17%. 

That  did  it.  That  "mistake"  looked 
deliberate  to  some.  A  shareholder  suit 
charges  that  management  intention- 
ally withheld  the  bad  news  until  the 
offering  was  complete.  Allegheny  has 
filed  a  motion  to  dismiss.  There  was 
more  at  stake  than  simple  greed.  The 
warrant  holders  whose  1,716,000 
shares  were  sold  had  been  guaranteed 
$26.50  per  share.  Had  the  bad  news 
broken  earlier,  it  would  have  cost  the 
company  $13  million. 

Then  Allegheny's  auditor,  Peat 
Marwick,  gave  the  1986  annual  a 
qualified  opinion  because  the  compa- 
ny refused  to  write  down  $2.1  million 
in  property  destroyed  by  fire.  Alleghe- 
ny still  carries  the  assets  at  full  value, 
asserting  it  can  recover  the  money  by 
suing  an  insurer. 

Things  have  gotten  steadily  worse 
since  June.  Losses  for  the  current  fis- 
cal year  now  total  $10.6  million.  Top 
executives  in  every  division  have 
turned  over  at  least  once  since  the 
beginning  of  1986.  Executive  turn- 
over, always  frenetic  under  Lapides, 
seems  to  have  gotten  beyond  control. 
In  December  Lapides  installed  his  32- 
year-old  son,  Jeffrey,  a  physicist  by 
training,  as  president  of  Service 
America  (formerly  Servomation), 
making  him  the  third  division  head  in 
12  months. 

In  October  Allegheny  reported  that 
it  would  try  to  sell  all  its  operating 
divisions.  When  buyers  willing  to 
meet  Lapides'  terms  failed  to  materi- 
alize, management  proposed  a  "lever- 
aged spinoff"  of  Service  America. 

In  December,  with  the  company  in 
technical  default  on  its  bank  notes, 
lenders  forced  management  to  sus- 
pend cash  dividends. 

Adding  to  Lapides'  woes,  a  suit  filed 
last  July  charges  top  officers  with 
fraud,  insider  trading  and  stock  ma- 
nipulation. Besides  the  shareholder 
suit,  a  grand  jury  investigation  is 
looking  into  theft  by  former  insiders 
at  an  office  furniture  division.  Alle- 
gheny is  on  the  hook  for  any  liability 
that  results  from  a  Justice  Depart- 
ment probe  into  price-fixing  at  its  old 
bottling  company.  So  far  one  former 
employee  has  been  indicted. 

Allegheny's  assets,  though  losing 
value  as  the  company  falters,  are  prob- 
ably still  worth  more  than  the  debt 
and  the  market  value  of  the  shares, 
but  that  may  not  help  shareholders 
much.  Not  so  long  as  the  autocratic 
Lapides  remains  in  control.  He  seems 
essentially  a  small-time  operator  who 
somehow  got  way  out  of  his  depth.  ■ 
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If  you  don't  m 


November  18,  1986  in  Phoenix,  Arizona, 
we  made  more  than  just  a  little  dust.  We  made 
h  rough  our  Mountain  Bell  subsidiary,  we 
tUi  id  sd  tl  le  first  Integrated  Services  Digital  Net- 
*  tork   ial  and  customer  call  in  America. 

t  was  a  landmark  example  of  U  S  WEST's 
nent  to  excellence  and  of  our  desire  to 


bring  our  customers  the  best  communicatio 
systems  and  technology  available. 

During  the  next  year,  U  S  WEST  compani 
will  coordinate  six  ISDN  trials  in  Phoenix,  Den^ 
Portland,  Minneapolis  and  St.  Paul,  with  four « 
ferent  switch  makers  and  a  variety  of  equipme 
suppliers. 


The  technology  of  ISDN  will  streamline 
>mmunications,  permitting  transmission  of  voice, 
ita,  video,  facsimile  and  telemetry  separately  or 
multaneously  on  the  same  telephone  line. 

As  ISDN  continues  to  make  history,  we'll 
mtinue  to  make  dust.  Nobody  knows  the  trails 
^tter. 


LIJ3/I/EST 

Mountain  Bell.  Northwestern  Bell.  Pacific  Northwest  Bell. 
And  a  growing  number  of  new  companies. 


The  Up  &  Coiners 


Worries 


Going  public  will  make  Phil  Kaufman  rich. 
So  why  is  he  reluctant  to  take  the  step? 


It's  cold  out  there 


By  Marc  Beauchamp 


P>  hillip  Kaufman,  president  of 
"  Silicon  Compilers  Inc.,  was  in 
an  ebullient  mood  when  he  spoke 
with  Forbes  early  last  month  at  the 
company's  San  Jose,  Calif,  headquar- 
ters. He  had  just  informed  his  venture 
backers  and  the  company's  145  em- 
ployees that,  in  the  last  quarter  of 
1986,  the  six-year-old 
startup  had  earned  its  first 
profit.  But  then  an  em- 
ployee asked  something 
Kaufman  didn't  particu- 
larly want  to  hear:  "When 
do  we  go  public?" 

Going  public  is  the  oth- 
er end  of  the  tunnel  for 
most  entrepreneurs  and 
their  early  employees,  and 
of  course  their  backers. 
Proceeds  from  founders' 
stock  and  stock  options — 
not  salaries — fire  up  the 
new  Ferraris  and  open  the 
doors  to  the  condos.  By 
arousing  such  hopes, 
green  little  outfits  like  Sil- 
icon Compilers  can  re- 
cruit top  engineers  from 
the  best  schools  and  lure 
them  from  secure  and  bet- 
ter-paying jobs  at  big  com- 
panies. So  much  so  that 
when  Silicon  Compilers 
needed  to  conserve  cash 
last  year,  two-thirds  of  the 
workers  voted  to  cut  their 
pay  by  an  average  15%,  in 
return  for  the  chance  to 
additional  stakes  in 


company  equity.  Phil  Kaufman,  now 
44,  was  himself  not  unmindful  of  the 
attractions  of  early  equity  when  he 
left  his  job  as  head  of  Intel  Corp.'s 
microprocessor  division  to  join  Sili- 
con Compilers  in  1982. 

So,  why  was  Kaufman  bothered  by 
the  question?  "As  a  public  company," 
Kaufman  explains,  "what  you  can  do 
in  terms  of  incentive  stock  options  or 


Silicon  Compilers'  Phillip  Kaufman 
His  backers  want  their  green. 


multiple  classes  of  stock  has  been 
grossly  restricted."  With  such  restric- 
tions it  becomes  harder  to  dangle 
these  goodies  before  desirable  job 
prospects. 

As  a  public  company,  too,  Silicon 
Compilers  will  have  to  be  nice  to  se- 
curity analysts  and  it  will  have  to 
humor  the  analysts'  almost  supersti- 
tious dread  of  even  temporary  earn- 
ings setbacks.  "It's  a  hell  of  a  lot  eas- 
ier," Kaufman  worries,  for  high-tech 
startups  "to  produce  increasingly 
profitable  years  than  it  is  quarters." 

Is  there  not,  asks  Kaufman,  a  con- 
nection between  the  Valley's  worry 
about  pleasing  Wall  Street,  and  Ja- 
pan's steady  encroachment  on  prod- 
ucts and  processes  invented  in  the 
Valley? 

Silicon  Compilers'  contribution  to 
Silicon  Valley  is  a  software  system 
that  allows  engineers  to  design,  test 
and  modify  complex  integrated  cir- 
cuits— on  a  computer  screen.  Invent- 
ed by  the  company's  vice  president  of 
research,  David  Johannsen,  a  29-year- 
old  Cal  Tech  graduate,  Silicon  Com- 
pilers' system  lets  the  user  play  the 
game  of  "What  If"  and  test  tbe  simu- 
lated chips  for  performance. 

By  automating  the  painstaking  task 
of  drawing  the  chips'  complex  circuit- 
ry, Silicon  Compilers'  process  saves 
time  and  money.  Chips  that  would 
take  a  year  or  more  to  design  using 
traditional  methods — like  the  main 
chip  in  Digital  Equip- 
ment's Microvax  I — can 
be  turned  out  in  a  few 
months.  And  they  can  be 
made  to  order.  That's  cru- 
cial in  the  fast-growing 
market  for  application- 
specific  integrated  cir- 
cuits, which  are  highly 
profitable  to  make  right 
now.  Silicon  Compilers' 
system  yields  chip  designs 
that  nearly  always  work 
the  first  time  they  are  laid 
down  on  silicon. 

Last  year  Silicon  Com- 
pilers sold  125  systems  for 
an  average  of  $195,000 
each  to  the  likes  of 
Boeing,  Digital  Equip- 
ment and  Texas  Instru- 
ments. Kaufman  has 
opened  12  field  offices  in 
the  U.S.,  Europe  and, 
most  recently,  Japan,  now 
the  world's  number  one 
chip  market.  For  the  year 
ending  Dec.  31  revenues 
grew  60%  from  the  year 
before,  to  around  $25  mil- 
lion. Kaufman  won't  talk 
about  profits,  except  to 
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The  Pitney  Bowes 
Modular  Mailing  System 
increases  your  mailroom  capacity 
economically  one  step  at  a  time. 

Our  6200  Modular  Mailing  System  can  save  you 
the  cost  and  aggravation  of  replacing  mailing  equipment  each 
time  your  mailing  needs  change. 

Just  add  features  to  your  system  whenever  it's  practical. 
-  That  way,  as  your  business  takes  off,  your  mailroom  expenses  won't. 

For  a  big  increase  in  mail  volume,  upgrade  to  ©  an  automatic  feeder.  For 
increased  package  volume,  you  have  the  option  of  ©  a  strip-tape  unit  or  a  roll-tape 
unit.  For  accurate  weighing,  add  ®  an  electronic  scale  and  stand.  And  to  avoid 
trips  to  the  post  office,  add  ©  our  exclusive  POSTAGE4XJ>HON£  ™  postage  meter. 

Call  1-800-MR.  BOWES  (1-800-672-6937),  ext.  227.  Or  write  to  Pitney  Bowes, 
1702  Pacific  St.,  Stamford,  CT  06926-0700. 


Ki  Pitney  Bowes 


Aerospace  companies 


Once  upon  a  time,  conventional  wis- 
dom held  that  Macintosh™personal  computers 
simply  weren't  sophisticated  enough  for  the 
typical  American  business. 

Today,  some  of  the  most  sophisticated 
companies  in  the  world  would  beg  to  differ 
with  that  premise. 

Companies  like  Lockheed,  McDonnell 
Douglas  and  many  others.  Companies  that 


While  many  aerospace  firms  bought  Macintosh  to  write  their 
own  specialized  software  ( left ),  they  soon  discovered  the  general 
business pouer  of  programs  like  Microsoft*  's  Excel. 

build  things  like  jet  aircraft, communications 
satellites  and  defense  s^tems. 

At  first  they  bought  just  one  or  two 
Macintoshes  to  do  highly  specialized 
jobs  such  as  low-cost  design,  drafting  and 
process  simulation. 

But  soon  enough  they  began  buying 
them  by  the  tens  and  hundreds.  To  do  the 
kinds  of  jobs  any  business  computer  can  do, 
but  Macintosh  can  do  better. 

Like  professional  word  processing 
with  hundreds  of  type  styles  and  sizes, 

integrated  text  and 
graphics  and  laser- 
perfect  output 

Plus  desktop 
publishing  programs 
rushing  programs  nke  that  can  produce  any- 

Aidus  PageMaker*  take  the  manual    A.,       r  j 
or  out  of  making  manuak      tiling  ADITl  mOOCSt 

proposals  to  technical  manuals. 

And  spreadsheets  powerful  enough  to 
e  a  defense  budget  but  simple  enough 


Macintosh  Plus 


tablish  ground  control 


to  learn  in  a  matter  of  hours- with  built- 
in  formulas,  business  graphics  and  macros. 

As  well  as  data  communications 
tools  that  let  Macintosh  computers 
converse  easily  with  each  other,  IBM®  PC's 
and  mainframes  of  every  stripe. 


With  an  outlining  program  like  tiling  Videotext's  MORE™ 
and  a  project  management  program  like  MacPrqjeet™  you  can 
organize  and  manage  the  most  complex  jobs. 

And  while  American  business  reports 
miniscule  productivity  gains  with  conven- 
tional computers,  one  recent  aerospace 
study  cited  a  22%  productivity  improvement 
with  Macintosh  personal  computers. 

As  a  matter  of  feet,  aerospace  isn't  the 
only  industry  where  productivity  is  taking  off 
Macintosh  is  giving  people  the  power  to  be 
their  best  in  many  other  walks  of  business- 
from  banking  to  publishing  to  electronics. 

Everywhere  you  look  today,  it  seems 
that  the  people  who  know  the  most  about 
computers  are  either  already  using 
Macintosh  technology 

Or  trying  to  imitate  it 

The  power  to  be  your  best™ 
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Special  Introductory  Trial  Offer 

Value  Line  for  the  next 
10  weeks  for  only  $55 


Reasons  for  this  offer: 

Here's  an  opportunity  to  receive  the 
complete  Value  Line  Service  for  the 
next  10  weeks  at  about  half  the  regu- 
lar rate.  This  offer  is  limited  to  one 
individual  in  a  household  that  has 
not  already  had  a  subscription  to  The 
Value  Line  Investment  Survey  during 
the  past  two  years.  Why  do  we  offer 
this  price  reduction  to  new  trial  sub- 
scribers only?  Because  we  have 
found  that  a  high  percentage  of 
those  who  once  try  Value  Line  for  a 
number  of  weeks  stay  with  it  on  a 
long-term  basis.  The  resulting  in- 
crease in  circulation  enables  us  to 
provide  the  service  to  our  long-term 
subscribers  for  a  lower  annual  rate 
than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey 
continually  reviews  more  than  1700 
stocks.  Key  data  and  ratings  of  each 
stock  are  updated  every  week  in  our 
Summary  &  Index.  In  addition,  each 
stock  is  the  subject  of  a  new  full-page 
report  every  13  weeks,  in  regular  ro- 
tation. About  130  new  full-page  re- 
ports are  issued  each  week.  You  also 
receive  our  weekly  "Selection  & 
Opinion"  section  bringing  you  Value 
Line's  forecast  of  the  economy  and 
the  stock  market,  advice  on  invest- 
ment policy,  in-depth  analyses  of  es- 
pecially recommended  stocks,  Value 
Line  market  averages,  and  other 
features. 

Introductory  Offer: 

You  can  receive  the  complete  Value 
Line  Investment  Survey  for  the  next 
10  weeks  for  only  $55  —  about  HALF 


A  Subscriber's  Guide 
by 

Arrow  Bemrorrj 
Research  Chairman 


the  regular  rate — if  no  one  in  your 
household  has  subscribed  in  the  past 
two  years.  And  you  get  this  bonus: 

A  Subscriber's 
Guide,  by  Arnold 
Bernhard,  Value 
Line's  founder  and 
research  chief,  re- 
vealing methods  of 
evaluation  that 
took  decades  to  develop.  You  KEEP 
this  book  even  if  you  return  the 
other  material  for  your  money  back. 

Special  Bonus  Offer: 

Subscribe  to  The  Value  Line  Invest- 
ment Survey  and  receive  as  an  ad- 
ditional bonus  Value  Line's  complete 
2000-page  Investors  Reference  Serv- 
ice, with  our  full-page  reports  on  all 
stocks  under  review — fully  indexed 
for  your  immediate  reference. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Serv- 
ice is  not  all  that  you  expect  it  to  be, 
you  may  return  the  material  we  send 
you  within  30  days  for  a  full  refund 
of  your  fee. 

See  for  yourself  how  Value  Line's  in- 
dependent investment  advisory  serv- 
ice might  help  you  maximize  your 
investment  profit  possibilities  and 
reduce  your  investment  risk. 

&  Call  toll-free 

(24  hrs.  a  day  7  days  a  week)  Ext.  26  71 

1-800-633-2252 

Master  Card,  American  Express  or  Visa 


 The  Value  Line  investment  Survey  


Value  Line,  Inc.,  711  Third  Ave.,  New  York,  N  Y  10017 


Oept  81 6  K  23 


INTRODUCTORY  OFFER 

□  Begin  my  10- week  trial  subscription  for  $55  to  The 
Value  L  ine  Investment  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two  bon- 
uses listed  above. 

ONE  YEAR  SUBSCRIPTION 

u  Begin  my  1-Year  (52  issues)  subscription  for  $425 
and  send  me  the  two  bonuses  listed  above.  There  are  no 
restrictions  with  this  annual  subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  Credit  Card  LCD 
CALCULATOR  given  to  you  when 
vou  txatu  TSie  Value  Line  Invest- 

r-one  Survey  for  one  year — and  send 


Allow  4  weeks  for  delivery. 

□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  MasterCard  □  Visa 
Expiration  Date  

Account  #   


This  subscription  is  nonassignable. 
(N  Y.  residents  add  sales  tax.) 

Signature   


Name 


Address 
City   


.State 


-Zip. 


say  the  firm  just  earned  a  small  one. 

Here,  in  short,  is  a  terrific  little 
company  that  has  had  no  trouble  rais- 
ing some  $25  million  in  startup  mon- 
ey. Its  backers  include  San  Francisco's 
venture  capital  firm  Kleiner  Perkins 
Caufield  &.  Byers,  General  Dynamics 
and  a  Dutch  venture  capital  firm. 

But  the  question  of  going  public  is 
something  Kaufman  cannot  avoid  in- 
definitely. Backers  don't  want  to  wait 
forever  to  see  a  little  green.  So,  while 
Kaufman  can  put  off  the  day,  he 
knows  he  will  eventually  have  to  face 
it.  Thus  he  must  run  his  company 
with  an  eye  to  being  public,  before  he 
actually  goes  public.  For  example,  Sil- 
icon Compilers,  which  spends  a 
heavy  35%  of  revenues  on  research 
and  development,  has  $10  million 
cash  in  the  bank.  But  Kaufman  is 
loath  to  spend  it.  He  explains:  "If  we 

"The  question  is:  How  much 
do  you  rape  the  future — by 
constraining  investment 
today — so  you  can  raise 
more  money  when  you 
go  public?" 

spent  half  of  the  $10  million  this  year 
for  returns  three  years  from  now,  it 
would  make  our  profit-and-loss  state- 
ment look  absolutely  rotten  for  the 
next  two  years." 

On  the  other  hand,  not  spending  the 
$10  million  threatens  the  company's 
technological  lead.  Kaufman:  "It's  all 
a  question  of  how  much  you  rape  the 
future — by  constraining  investment 
and  showing  higher  profits  today — so 
that  you  can  raise  more  money  when 
you  go  public  in  order  to  be  around 
tomorrow." 

Another  worry,  not  unconnected 
with  that  one:  If  one  of  Silicon  Com- 
pilers' engineers  gets  a  new  idea  that 
cannot  immediately  be  developed 
within  the  company,  the  hotshot  can 
easily  solicit  the  venture  firms  and 
strike  out  on  his  own,  as  Kaufman 
did.  That's  despite  the  fact,  says  Kauf- 
man, that  "the  majority  of  these  new 
ideas  aren't  ideas  for  new  companies. 
They're  ideas  for  new  products." 

Kaufman  says  the  new-issues  mar- 
ket has' been  pretty  cold.  It's  getting 
warmer,  but  even  so,  he'll  probably 
wait  another  year  or  so  before  submit- 
ting to  the  inevitable  and  going  pub- 
lic. But  he  looks  forward  to  that  day 
with  less  than  pleasure — even  though 
it  will  make  him  a  rich  man  on  paper. 
He  wishes  investors  would  show 
more  patience  with  companies  like 
his  before  cashing  in  their  chips  and 
throwing  the  children  to  the  Wall 
Street  wolves.  ■ 
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These  Securities  having  been  sold,  this  announcement  appears  as  a  matter  of  record  only. 
New  Issue  February  1987 

$500,000,000 

RJR  Nabisco,  Inc. 

8%%  Sinking  Fund  Debentures,  due  February  1,  2017 


Dillon,  Read  &  Co.  Inc.     Shearson  Lehman  Brothers  Inc. 

The  First  Boston  Corporation  Goldman,  Sachs  &  Co. 

Merrill  Lynch  Capital  Markets    Morgan  Stanley  &  Co.    Salomon  Brothers  Inc 

Incorporated 

Bear,  Stearns  &  Co.  Inc.    Alex.  Brown  &  Sons    Daiwa  Securities  America  Inc. 

Incorporated 

Deutsche  Bank  Capital    Donaldson,  Lufkin  &  Jenrette    Drexel  Burnham  Lambert 

Corporation  Securities  Corporation  Incorporated 

E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co. 

Incorporated 

Lazard  Freres  &  Co.  The  Nikko  Securities  Co. 

International,  Inc. 

Nomura  Securities  International,  Inc.  Paine  Webber  Incorporated 

Prudential-Bache  L.  F.  Rothschild,  Unterberg,  Towbin,  Inc. 

Securities 

Smith  Barney,  Harris  Upham  &  Co.       Swiss  Bank  Corporation  International 

Incorporated  Securities  Inc. 

UBS  Securities  Inc.  Wertheim  Schroder  &  Co. 

Incorporated 

Dean  Witter  Reynolds  Inc.  Yamaichi  International  (America),  Inc. 


Introducing  A  New  Civilization 


The  new 
civilization 
calls  coast 
to  coast 
all  the  way 
from  station 
to  station. 


Club  Service 
passengers 
have  mastered 
the  art  of 
being  served 
when  they 
wish. 


The  most  remarkable  development  of  the  late  1980's. 
An  entire  civilization  which  enjoys  making  business  trips. 

Its  citizens  are  men  and  women  who  are 
able  to  leave  and  arrive  when  they  wish, 
who  are  never  cramped  for  space,  who  can 
stay  in  touch  with  home  or  office  en  route 
and  who  even  enjoy  the  pleasures  of  dining 
while  on  their  way  to  crucial  appointments. 
Observe  this  advanced  species  in  their 
native  habitat  every  hour  on  the  hour  from  6  AM  to  6  PM,  Monday 
through  Friday,  when  the  new  Metroliner  Service  travels  between 
Penn  Station  in  midtown  Manhattan  and 
downtown  Washington. 

See  how  Railfone®  technology  enables 
them  to  maintain  continuous  com- 
munications from  coast  to  coast  simply 

by  applying  a 
major  credit  card. 


&:UU  H.fL  j. •00  r. 

F'.QO  fi.M.  2:00  !:! 

8:00  P.M.  3:00  R 

9:00  A.M.  4:00  R 

1.0:00  fi.M.  5.:Q0  R 

1 1:00  H.rl.  6:00 


Note  how  the  art  of  being  served  when 
one  wishes  is  easily  mastered  by 
merely  speaking  to  the  First  Class  Club 
Service  attendant.  There  are  four  com- 
plimentary entrees  to  choose  from  at  all 


meals  as  well  as  morning  coffee  and  newspapers. 


Watch  how  the  new  civilization  has  evolved  beyond  the  need 
to  stand  on  line.  Now  with  new  A  Plus  ticketing,  reservations 
can  be  made  by  telephone  twenty-four 
hours  a  day,  seven  days  a  week.  And 
tickets  can  be  picked  up  at  a  special  win- 
dow in  the  station  just  minutes  before 
departure. 

And  don't  overlook  the  fact  that  space 
has  been  conquered  for  the  second  time. 

Throughout  Metroliner  Service  the  new 
civilization  enjoys  an  extraordinary 
amount  of  room  for  work  and  relaxation. 
From  spacious  reclining  coach  seats  to 
comfortable  Amdinette  dining  tables, 
for  enjoying  deli- 
cious hot  and  cold 
snacks  and  beverages  or  spreading  out 
paperwork  for  business  meetings. 

If  you  find  these  signs  of  advanced  civ- 
ilization intriguing,  call  your  travel  agent 
or  call  Amtrak  at  1-800-USA-RAIL. 
Amtrak's  new  Metroliner  Service  to  Washington. 
As  little  as  two  hours  and  forty -nine  civilized  minutes 
between  New  York  and  Washington. 


In  the  new 
civilization,  A 
Plus  ticketing 
means  your 
ticket  is  ready 
when  you  are. 


Now  Metroliner 
Service  travels 
between  New 
York  and 
Washington 
every  hour  on 
the  hour  starting 
at  6  AM. 


ALLS 
ABOARD 
AMTRAK 


The  Up  &  Comers 


Niches 


In  a  market  swarming  with  media,  who 
needed  yet  another  publication?  Turns  out 
that  a  lot  of  cities  did. 

Demand-side 
journalism 


American  City  Business  Journals  Chairman  Michael  Russell 
Inspiration  from  biofeedback. 


By  Robert  McGough 

MOST  LOCAL  NEWSPAPERS  give 
short  shrift  to  local  business 
news.  They  seem  more  con- 
cerned with  things  like  the  stock  mar- 
ket and  personal  investing  and  the  big 
economic  picture.  Local  business 
tends  to  get  covered  only  if  there's  a 
juicy  scandal. 

This  situation  is  just  dandy  for  a 
small  (circulation:  14,300)  Kansas 
City,  Mo.  weekly  called  Kansas  City 
Business  Journal.  "It's  a  hot  item 
here,"  says  a  partner  in  a  local  law 
firm  of  the  40-page  tabloid.  "You  read 
it  to  see  who's  doing  what  in  town." 

The  sheet  is  a  hot  source  of  profits, 
too.  On  revenues  of  $3.8  million  last 
year,  it  earned  around  $1.3  million 
pretax. 

The  Kansas  City  Business  Journal  is 
one  of  36  titles  published  by  Ameri- 
can City  Business  Journals,  Inc.,  also 
of  Kansas  City.  Just  five  years  old, 
American  City  Business'  revenues 
will  probably  hit  $75  million  this 
year.  It  already  accounts  for  more 
than  half  the  local  business  weeklies 
published  in  the  U.S. 

Behind  this  upstart  publisher  are  a 
couple  of  unlikely  partners:  Michael 
Russell,  47,  and  William  Worley,  44. 
Russell  formerly  built  mini-storage 
warehouses,  and  he  believes  strongly 
in  reincarnation  and  the  healing 
powers  of  meditation.  Worley  was  a 
veterinarian. 

What?  No  journalism  degrees?  But 
that,  argue  Russell  and  Worley,  is  at 
the  root  of  their  success.  Sounding 
like  a  future  Rupert  Murdoch,  Russell 
explains:  "We  knew  what  the  busi- 
ness reader  wanted,  not  what  the  jour- 
nalists wanted  to  put  out." 

Russell  and  Worley  concentrate  on 
the  country's  smaller  metropolitan 
hubs,  cities  like  Honolulu;  Colum- 
bus, Ohio;  Portland,  Ore.;  and  Sacra- 
mento. Let  the  Crains  have  Chicago 
and  bloody  themselves  fighting  for 
circulation  in  New  York. 

Most  important,  they  focus  on 
small  business.  Every  story  has  a  local 
angle.  Each  issue  is  packed  with  gos- 
sipy stories  about  real  estate  deals, 
bankruptcies,  jury  verdicts  and  new 
businesses:  the  kind  of  stories,  in 
short,  that  most  journalism  school 
graduates  deem  beneath  them. 

American  City  Business'  reporters 
do  not  assume  that  every  business- 
man is  a  crook — another  welcome 
change  from  the  mind-set  at  many 
metropolitan  dailies — but  that  does 
not  mean  the  stories  skirt  the  contro- 
versial. A  story  in  the  Kansas  City  Busi- 
ness Journal  last  month  covered  insid- 
er self-dealing  and  mismanagement 
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The  New  Chrysler  New  Yorker 
Turbo-charg,ed  power  Front-wheel  drive 
Even  when  you're  sitting  in  the  lap  of  luxury 
you're  still  in  the  driver's  seat. 


The  moment  you  enter  your  Chrysler  New  Yorker,  you 
enter  a  world  of  luxury.  A  world  of  inner  quiet  that  shields  you 
from  blaring  city  noise.  Power  and  convenience  systems  that 
instill  a  strong  sense  of  command. 

But  New  Yorker's  luxury  extends  far  beyond  comforts  and 
conveniences.  Chrysler  believes  a  luxury  car  should  also  be 
an  incredible  driving  car  ■RfMHMMHHNflBL 

That's  why  New  Yorker's  ad-  wMKF/JBk 
vanced  front-wheel  drive  and  posi-  /-iSisBli^t 
five-response  suspension  are  B^^— J """^"■""^SS^ 

designed  to  give  exceptional  agility  Hms^; — : — ,  

and  outstanding  control.  You  can  sail  Wj^S'  **** — r-vU- 
into  a  tight,  twisting  turn  with  quiet  fS^tttk  ■  ■■ 
confidence.  f 

That's  why  New  Yorker  offers  you  f  flnf  I  \ 
the  option  of  turbopower  So  you    I'&flK  Jk 


won't  feel  intimidated  by  frantic  freeways, 

And  whether  you  buy  or  lease,  New  Yorker  gives  you  the 
luxury  of  a  5-year  or  50,000-mile  Protection  Plan*  Even  your 
turbo  is  covered. 

Today's  New  Yorker.Juxury  that  has  kept  pace  with  the 
technology  of  driving.  Because  even  when  you're  sitting  in 
J^M|^^^_^^  the  lap  of  luxury,  Chrysler  wants  you  to 

Test  drive  today's 

^^^^^MHMB  Ne>  v  /6'ij.r 

'^^^        Chrysler-Plymouth  dealer;  Chrysler 


|1 


Division  of 
Chrysler  Motors 


Chrysler  Driving  to  be  the  best 

Chrysler  Motors:  Bestrbuilt,  best-backed 
American  cars  and  trucks." 


"Powertrain  and  against  outer  body  rust-through.  See  limited  warranty  at  dealer  Restrictions  apply.  "Based  on  survey  of  owner  problems  with  '86  cars  and  light  trucks  (combined)  designed 
and  built  in  N.  America  and  sold  Oct.-Nov  '85  (5  month  avg.  usage)  and  on  a  warranty  comparison  of  competitively  priced  models. 


that  led  to  the  collapse  of  a  string  of 
17  banks. 

Business  people  like  lists.  Russell 
and  Worley  give  them  lists:  the  25 
biggest  local  law  firms,  thrifts,  fe- 
male-owned businesses  and  so  on, 
published  in  special  ad  sections.  At 
the  end  of  the  year,  the  papers  resell 
the  lists  in  a  single  bound  volume. 

When  Russell  and  Worley  met  in 
1973,  both  were  already  small-scale 
real  estate  developers — Worley  as  a 
sideline  to  his  veterinary  practice, 
Russell  because  he  kept  getting  fired 
from  office  jobs.  They  pooled  their 
resources  and  built  mini-storage 
warehouses,  Pizza  Inns  and  Wendy's 
restaurants. 

In  1982  a  local  newspaperman, 
Donald  Keough,  approached  them 
with  the  idea  of  starting  a  business 
weekly.  Russell  bought  the  idea. 
Keough,  a  vice  president  with  the 
company,  now  owns  a  loosely  affiliat- 
ed business  weekly  in  San  Francisco. 

To  Russell's  wonder,  the  paper 
turned  a  profit  after  only  a  year.  He 
and  Worley  plunged  ahead,  borrowing 
$11  million  against  their  real  estate 
holdings,  and  started  a  second  paper, 
in  San  Jose.  They  started  a  third  in 
Milwaukee,  a  fourth  in  Portland. 

By  1985  the  partners  were  up  to 
nine  papers  and  needed  some  new  eq- 
uity to  keep  expanding.  They  bundled 


Nobody  trains,  tests  and  supports  p< 
this  software  like  Kelly." 


Introducing  the  Kelly  PC-Pro  System. 

All  brands  mentioned  are  trao>  iiered  trademarks  ot  these  respective  companies.  Microsoft  Corporation  MultiMate  International  Corporation.  Samna  Corporation, 

sonware  Publishing  Corporation  MicroPro,  international  Business  Machines  Corporation;  Lexisoft.  Inc.;  Lifetree  Software,  Inc.;  Sorcim/IUS;  SSI  Software. 


Veterinarian  turned  mini-media  mogul. 


up  their  two  profitable  papers,  the 
Kansas  City  Business  Journal  and  Pacific 
Business  News,  in  Honolulu,  and  sold 
45%  of  their  equity  to  the  public  for 
$11  million.  The  money  went  to  re- 
tire debt  and  finance  new  papers.  (The 
seven  other  papers  have  since  been 
bought  back  into  American  City  Busi- 
ness Journals'  fold,  using  debt.) 

Russell  and  Worley  are  an  unlikely 
pair.  Expensively  tanned,  Russell 
doesn't  mind  bragging  about  his  63- 
foot  yacht  or  flashing  his  3.08-carat 
diamond  ring.  After  a  salt-free  dinner 
cooked  by  his  fiancee,  a  5-foot-9-inch 
anesthetist  and  part-time  model,  Rus- 
sell launched  a  reporter  on  a  crash 
course  in  biofeedback.  "Close  your 
eyes,"  he  commands.  "Do  you  feel  the 
energy  in  your  hands?"  Worley,  on  the 
other  hand,  is  as  easygoing  as  his  part- 
ner is  intense. 

While  Worley  fulfills  the  role  of 
careful  manager  at  the  top,  Russell 
plays  Mr.  Outside  and  is  the  idea  man. 
Local  florists,  for  example,  balked  at 
the  $2,500  cost  of  producing  an  adver- 
tisement to  run  in  a  $2,500  full-page 
space  in  the  typical  American  City 
Business  paper.  So  Russell  is  selling 
generic  florist  ads  to  one  florist  in 
each  city.  Splitting  the  production 
costs  means  no  one  advertiser  has  to 
spend  more  than  $500 — plus,  of 
course,  the  price  of  the  space. 


In  1984  Russell  sold  advertisements 
in  the  company's  annual  report,  net- 
ting an  extra  $17,000  from  outfits  like 
the  Columbus  (Ohio)  Convention  &. 
Visitors  Bureau  and  Citibank. 

But  idea  man  Russell  is  weak  on 
details,  and  knows  it.  Last  year  he 
replaced  himself  as  publisher  of  the 
Kansas  City  paper  with  a  former  so- 
cial worker  and  bank  loan  officer.  The 

Each  issue  has  gossipy 
stories  about  real  estate 
deals,  bankruptcies,  jury 
verdicts  and  new 
businesses.  What? 
No  journalism  degrees? 
No  problem,  argues 
Russell:  "We  knew  what  the 
business  reader  wanted, 
not  what  the  journalists 
wanted  to  put  out." 

newcomer  squeezed  40%  more  profits 
out  of  flat  ad  sales. 

Last  year  the  partners  borrowed  $40 
million  to  buy  out  a  six-title  competi- 
tor. They  also  used  $24  million  in 
stock  to  purchase  ten  moneylosing 
local  business  papers  from  Scripps- 
Howard.  Unlike  the  American  City 
Business  papers,  the  Scripps-Howard 
sheets  were  all  run  out  of  a  central 
office.  Russell  and  Worley  plan  to  run 


each  paper  as  an  independent  busi- 
ness. The  acquisitions  kicked  Ameri- 
can City's  debt  to  $56  million.  To 
reduce  that  debt,  the  company  recent- 
ly sold  about  $35  million  of  convert- 
ible preferred  stock. 

Profits?  Maybe  you  shouldn't  ask: 
American  City  Business  will  show  a 
loss  on  consolidated  operations  for 
1986 — a  prospect  that  knocked  the 
stock  from  $35  to  around  $30.  But 
that  doesn't  mean  the  company  is  in 
bad  shape:  The  Scripps-Howard  pa- 
pers should  perform  well  with  better 
management.  Moreover,  the  losses 
from  the  newer  papers  represent  a 
kind  of  capital  investment.  The  part- 
ners hope  for  a  nice  profit  in  1987 — 
maybe  as  high  as  65  cents  per  share. 

As  serious  media  investors  know, 
publications  are  like  children:  It  takes 
time  and  patience  to  bring  them  up 
right.  At  nearly  $30  a  share,  American 
City  Business  sells  for  a  premium  45 
times  this  year's  likely  earnings.  But 
the  market  capitalization  is  still  less 
than  $70  million,  and  there  is  clearly 
a  lot  of  growth  left  in  the  company.  As 
long  as  the  competing  local  dailies' 
editors  pretend  they  are  working  for 
the  New  York  Times  and  fail  to  deliver 
the  stories  their  readers  want,  Russell 
and  Worley  will  be  into  American 
City  Business  Journals  for  the  long 
haul.  ■ 


)nal  computer  temporaries  on  all 


The  Kelly  PC-Pro  System  is  a  personal 
computer  training,  testing  and  on-the- 
job  support  program  for  eleven  leading 
word  processing  software  packages. 

And  no  other  temporary  help  service 
has  anything  like  it. 

Only  Kelly  trains  on  all  eleven. 

Only  Kelly  tests  on  all  eleven. 

Only  Kelly  supports  all  eleven  with 


reference  guides  and  an  800  hot- 
line number. 

And  Kelly  has  the  PC-Pro  System  in 
all  of  its  650  offices. 

It's  how  Kelly  ensures  that  its  PC 
temporaries  have  the  word  processing 
skills  and  on-the-job  support  it  takes  to 
get  the  job  done. 

The  Kelly  PC-Pro  System. 
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Nobody  puts  temporaries  to  the  test  like  Kelly.  " 

i  1987  Kelly  Services.  Irn 


Reforming  a  socialist  system  is  easier  said  than  done.  Mikhail 
Gorbachev  in  Moscow  is  just  starting  to  learn  what  Wojciech 
Jaruzelski  in  Warsaw  has  known  for  a  long  time. 

There  are  no 
garage  sales  here 


By  James  Cook 


Can  Mikhail  Gorbachev  suc- 
ceed in  his  efforts  to  make  the 
Soviet  economy  more  efficient 
without  in  the  process  undermining 
communism  itself?  A  visit  these  days 
to  that  unfortunate  country,  the  Pol- 
ish People's  Republic,  reveals  the 
practical  impossibility  of 
doing  what  Gorbachev  is 
trying  to  do:  reconcile  so- 
cialism with  economic  effi- 
ciency. It  suggests  that  Gor- 
bachev is  doomed  to  frus- 
tration— or  worse. 

So  what  is  going  on  in 
Poland? 

In  Warsaw  and  other  Pol- 
ish cities,  the  government- 
owned  Pewex  stores  are 
bustling  these  days.  Poles 
jostle  one  another  for  West- 
ern-made stereos,  TV  sets, 
VCRs  and  personal  com- 
puters. And  any  Pole  can 
shop  there.  But  not  with 
zlotys,  Poland's  official  cur- 
rency; zlotys  can  be  spent 
only  in  ordinary  stores, 
heavily  stocked  with  shod- 
dy goods  imported  from 
China  or  elsewhere  in  the 
Soviet  bloc.  Pewex  stores 
accept  only  foreign  money. 

This  contradictory  econ- 
omy— part  dollar,  part  zlo- 
ty — symbolizes  Poland  to- 
day, a  nation  supposedly 
committed  to  principles 
laid  down  by  Marx  and  Le- 
nin but  openly  flouting  and 
subverting  them.  Vidcocas- 
settes  and  satellite  disks  are 
common  enough  that  most 
Poles  can  watch  Western 
television    with  relative 


ease;  here  the  Iron  Curtain  is  not  only 
porous  but  transparent  as  well.  As  one 
Western  observer  puts  it,  "How  do 
you  run  an  ideological  society  when 
everybody  is  out  there  watching 
Rambo  on  his  VCR?" 

The  answer  is  you  can't. 

Unlike  in  the  Soviet  Union,  where 
the  special  stores  are  open  only  to  the 


party  elite  and  foreigners,  the  govern- 
ment's Pewex  stores  are  open  to  any- 
one who  can  pay  in  hard  currency. 
Doesn't  this  breed  cynicism?  Yes,  but 
Poland  today  is  beyond  cynicism. 
Doesn't  the  government  care  where 
the  hard  currency  comes  from?  Not  in 
the  least.  It  could  be  a  gift  from  rela- 
tives in  Chicago  or  bought  from  a 
tourist  at  black  market 
rates.  What  the  government 
wants  is  all  the  foreign  cur- 
rency it  can  get.  If  you  have 
it,  no  questions  asked. 

Over  a  century  ago  Karl 
Marx  predicted  that  capital- 
ism would  eventually  col- 
lapse under  the  weight  of 
its  own  internal  contradic- 
tions. In  Poland  what  is  col- 
lapsing— and  from  internal 
contradictions  of  its  own — 
is  socialism. 

General  Wojciech  Jaru- 
zelski, Poland's  Commu- 
nist Party  chief,  crushed 
the  budding  trade  union 
Solidarity  in  a  1981  declara- 
tion of  martial  law.  Now 
there  is  order,  but  a  sullen 
order.  In  large  cities  at 
least,  soldiers  are  every- 
where, and  so  are  the  secret 
police,  and  the  army  is  so 
unpopular  that  Poles  call 
the  large  blue  vans  the 
army  uses  for  riot  control 
Blue  Bitches,  "because  of 
what  comes  out  of  them." 

The  mass  of  Poles  lead 
lives  of  quiet  desperation. 
The  standard  of  living  has 
declined  steadily  since 
1978,  and  the  Poles,  already 
heavy  drinkers,  have  taken 
even  more  heavily  to 
drink — as  grave  a  scourge 
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here  as  drugs  are  in  the  U.S.  And  they 
don't  just  drink,  one  Pole  tells  you, 
they  drink  to  get  drunk.  Drunkenness 
is  such  a  problem  that  the  govern- 
ment has  been  trying  to  encourage 
moderation  by  selling  two  bottles  of 
Yugoslavian  wine  for  the  price  of  a 
bottle  of  vodka.  With  wine,  even  poor 
Yugoslavian  wine,  one  gets  drunk 
more  slowly  than  with  vodka. 

What  happens  to  those  dollars 
raked  in  over  the  counters  at  the 
Pewex  stores?  Poland  devotes  what 
hard  currency  it  earns  not  to  develop- 
ing its  economy  but  to  servicing  its 
approximately  $34  billion  of  debt  to 
foreign  lenders,  both  Eastern  and 
Western,  who  know  they  haven't  a 
prayer  of  collecting  but  prefer  to  pre- 
tend otherwise.  Poland  can't  borrow 
any  more,  so  it  tries  to  keep  its  head 
above  water  by  cutting  imports.  But 
in  doing  that,  it  cuts  off  the  materials 
and  supplies,  components  and  spare 
parts  it  needs  to  continue  exporting, 
and  so  limits  the  export  earnings  it 
needs  to  pay  down  its  debt. 

In  a  democratic  situation,  the  gov- 
ernment would  long  since  have  been 
changed.  Even  in  an  old-fashioned  au- 
tocracy, the  government  might  well 


have  been  overthrown.  But  this  is 
communism.  There  are  40,000  Soviet 
troops  stationed  discreetly  within  Po- 
land's borders,  a  number  that  looks 
insignificant  only  beside  the  380,000 
in  East  Germany  or  the  80,000  in 
Hungary.  But  they  are  there  as  a  re- 
minder of  what  lies  in  store  should 
the  Polish  military  be  tempted  to  cast 
its  lot  with  the  Polish  people  and 
throw  off  Soviet  hegemony. 

The  Communist  Party  bas  so  little 
domestic  support  that  in  the  last  30 
years  the  Polish  people  have  managed 
to  unseat  the  party  leadership  three 
times.  But  so  rigid  is  the  system,  so 
embedded  its  resistance  to  change, 
that  different  faces  don't  really  bring 
very  different  policies. 

What  there  are  very  few  of  in  Po- 
land today  is  Communists.  The 
church  still  has  enormous  power;  34.5 
million  of  Poland's  37  million  people 
are  Catholic,  whereas  only  2.1  mil- 
lion people  belong  to  the  Party — 
many  of  them  for  reasons  of  conve- 
nience rather  than  conviction. 

The  entire  socialist  bloc  is  econom- 
ically stagnant,  but  Poland's  prob- 
lems, more  visible  than  those  else- 
where, illustrate  the  essential  bank- 


ruptcy of  socialism  as  a  working 
system.  In  the  early  1970s  Party  Sec- 
retary Edward  Gierek  decided  Poland 
would  become  the  Japan  of  the  Com- 
munist world.  The  Iron  Curtain  part- 
ed a  bit.  Poland  began  licensing  tech- 
nology from  the  West  and  launched  a 
large  number  of  heavy  industrial  pro- 
jects of  the  sort  so  beloved  by  plan- 
ners, Communist  or  otherwise:  coal 
and  copper  mines  and  cement,  steel, 
paper,  chemical,  tractor,  bus  and  auto 
plants. 

To  finance  these  projects,  Poland 
began  borrowing  money  from  the 
West,  money  to  be  repaid  from  ex- 
ports the  projects  generated. 

On  paper  the  whole  thing  looked 
good.  Here  was  a  socialist  state  open- 
ing itself  to  the  outside  world  without 
abandoning  socialism.  But  as  happens 
so  often  in  a  system  of  central  plan- 
ning, project  after  project  was  brought 
to  its  knees  by  waste  or  corruption, 
incompetence  or  mismanagement. 
You  hear  of  factories  shutting  down 
for  lack  of  the  $300  to  import  a  part,  a 
synthetic  fiber  plant  going  to  one  shift 
because  it  can't  afford  the  feedstocks 
for  three,  the  foreign  desk  of  the  Pol- 
ish National  Bank  being  shut  down 


Shoppers  in  a  Warsaw  free  market 

Communist  equality  means  endless  shortages. 
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Arc  you  overcompensating  Are  your  intra-company  Are  you  losing  money  by  Are  you  losing  money  to  delays  Are  you  paying  lor  bank  services 

your  banks?  payments  too  cosily?  not  pooling  foreign  accounts?  in  customer  payments?  you  don't  need? 


Are  suppliers'  terms  costing  you  Are  you  tailing  to  get  lull  use         Are  you  spending  more  than  10  minutes  Are  inaccurate  cashflow  Are  you  monitoring  how  customers 

more  than  they  should?  out  of  your  personal  computers?        a  day  determining  your  cash  position?  forecasts  costing  you?  apply  your  discount  terms? 


Have  you  reviewed  your 
disbursement  points  recently? 


Are  you  paying  too  much  for        If  you  are  involved  in  a  merger  or  acquisition.       Is  monitoring  your  financial 
customer  credit  checks?  how  are  you  integrating  treasury  systems?  costs  proving  expensive? 


How  do  you  balance  your  financial 
departments'conflicting  objectives? 


When  it  comes  to  cash  flow, 
is  your  company  full  of  drips? 


At  Continental  Illinois,  we'll  make  the  extra 
effort  to  understand  all  the  variables  that  have  an 
impact  on  the  way  you  should  handle  cash. 

Then,  using  a  lot  of  imagination  and  the 
best  financial  information  sources  available, we'll 
help  you  manage  your  cash  more  profitably,  cut 
the  cost  of  your  banking  relationships  and  save 
money  on  your  internal  operations. 

Moreover,  well  make  sure  any  innovations 

ui  treasury  system  are  as  painless  as 


possible  for  your  employees. 

So  call  Continental  Illinois  at  312-828-7765 
for  creative  solutions  that  will  help  you  improve 
your  entire  cash  management  system. 

And  start  making  every  drop  count. 

@  Continental  Illinois 

We  make  money  work. 

I  1187  Continental  Illinois  National  Hank  and  Irusi  Company  oi  l  Chicago. 


for  a  week  for  lack  of 
$50  worth  of  printer 
paper. 

Ask  Polish  govern- 
ment officials  about 
these  fiascoes  and  their 
excuses  are  so  lame  it 
is  hard  to  believe  that 
even  they  can  credit 
them.  They'll  blame 
Poland's  problems  on 
the  sanctions  of  West- 
ern governments,  on 
the  cycles  in  both  capi- 
talist and  socialist 
economies  and  on  pri- 
vate farmers,  whose 
failure  to  produce 
enough  food  touched 
off  the  strikes  that  for  a 
short  time  made  Soli- 
darity a  dominant 
force. 

Poland's  planners 

were   intelligent  and   

worldly  people.  But  they  made 
the  mistake  of  thinking  that 
planning  could  do  a  better  job  of 
running  an  economy  than  respon- 
siveness to  the  market  could. 
They  decided  early  on  that  Po- 
land should  specialize  in  heavy 
industry  and  so  converted  what 
had  always  been  primarily  an  ag- 
ricultural economy  into  an  indus- 
trial one.  Poland  lacked  the  in- 
dustrial tradition — that  reservoir 
of  worker  and  management 
skills — that  made  Czechoslova- 
kia and  East  Germany  industrial 
powers  before  World  War  II.  But 
planners  believe  in  the  omnipo- 
tence of  planning.  Build  a  high- 
way, and  the  traffic  will  come. 
Build  a  factory,  build  a  hundred, 
and  a  productive  work  force  will 
emerge. 

Even  worse,  while  it  was  estab- 
lishing its  industrial  base,  Poland 
neglected,  mismanaged  or  delib- 
erately damaged  its  agricultural 
sector.  Both  Lenin  and  Marx  were 
contemptuous  of  peasants,  and  so 
for  decades  the  planners  attempt- 
ed to  force  the  private  farmers, 
who  are  responsible  for  70%  of  Po- 
land's agricultural  output,  to  join  the 
large  government  collectives.  Private 
farmers  were  denied  the  pesticides, 
fertilizers  and  farm  equipment  that 
were  available  to  the  collective  farms. 
The  result  is  that  Polish  agriculture  is 
not  nearly  as  productive  as  that  of 
France,  say,  or  of  Hungary,  whose  So- 
viet-imposed government  ruthlessly 
collectivized  its  agriculture  but  then 
allowed  it  to  respond  to  the  market. 

To  an  old-style  Communist,  farm- 
ing meant  tractors,  so  back  in  the 


Unfinished  skyscraper  in  downtown  Warsaw 
Can  capitalism  finish  what  communism  started? 


The  Ursus  tractor  plant 

The  wrong  product  for  the  wrong  market. 


Seventies  the  planners  kicked  off  the 
Ursus  project,  a  $500  million  scheme 
to  produce  tractors  under  license  from 
international  farm  equipment  giant 
Massey-Ferguson.  Poland  already  had 
a  design  of  its  own  for  a  tractor  ideally 
adapted  to  small-scale  private  Polish 
agriculture,  but  the  planners  weren't 
interested  in  that;  they  wanted  equip- 
ment suitable  for  the  government's 
collective  farms.  So  the  planners  went 
wrong  from  the  start:  the  wrong  prod- 
uct for  the  wrong  market. 

In  the  end  it  didn't  matter.  Poland 


was  never  able  to  finish 
equipping  the  plant, 
and,  having  failed  to 
develop  the  necessary 
network  of  component 
suppliers,  it  ran  out  of 
money  to  import  Brit- 
ish components.  The 
result  is  that  by  1986 
Ursus  was  turning  out 
only  7,000  tractors  a 
year,  vs.  the  75,000 
planned  for  as  early  as 
1981. 

Such  large-scale  proj- 
ects always  seem  easier 
to  manage  than  chaotic 
free  enterprise,  and  Po- 
land undertook  them 
by  the  dozen.  But 
they're  almost  impos- 
sible to  stop  if  condi- 
tions change  or  some- 
thing goes  wrong.  And 

  for  Poland,  everything 

did.  Ursus  is  only  the  extreme. 
Poland  ran  into  similar  problems 
in  buses,  paper,  fertilizer,  sulfur 
and  polyvinyl  chloride. 

In  launching  these  projects,  no- 
body worried  much  about  how 
dependent  the  country  was  be- 
coming on  imported  compo- 
nents, subassemblies,  spare  parts 
and  raw  materials,  an  oversight 
that  would  cost  Poland  dearly 
when  the  money  finally  ran  out. 
Poland  even  built  an  industrial- 
scale  poultry  industry  on  U.S. 
grain  and  saw  the  industry  go 
down  the  drain  when  U.S.  grain 
exports  were  cut  off  by  the  sanc- 
tions the  U.S.  imposed  after  Jaru- 
zelski  took  over. 

What  makes  Poland  an  espe- 
cially appropriate  place  to  study 
the  failures  of  socialism  is  the 
essential  openness  of  its  society, 
compared,  say,  with  that  of  the 
Soviet  Union  or  China.  People 
here  are  not  afraid  to  complain, 
and  the  visitor  is  free  to  come  and 
go  and  see  for  himself. 

A  visit  here  would  be  unset- 

  tling  to  anyone  who  still  believed 

that  socialism  could  claim  a  human 
face.  Take  the  giant  Ursynow  housing 
complex  on  the  outskirts  of  Warsaw, 
one  bleak  ten-story  plinth  after  anoth- 
er in  endless  progression.  Not  only  did 
the  planners  fail  to  provide  stores  and 
theaters  and  adequate  playgrounds, 
they  built  the  project  so  far  away  from 
where  people  work  that  it  still  isn't 
fully  occupied,  housing  shortage  or 
no.  Characteristic  of  socialist  plan- 
ning: Ignore  the  human  factor.  If  there 
truly  is  such  a  thing  as  socialism  with 
a  human  face,  it  has  yet  to  show  itself. 
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The  image  <  >f  the  executive  sauntering  into  die  office  at  nine  and  leaving 
myth.  fte  a  lity  is  getting  up  with  the  sun  and  working  long  after  it  has 

gone  to  bed. 

lean  Airlines  knows  how  it  is.  To  get  ahead  in  business,  you've  got  to 
)f  the  a  >mpet  it  k  >n.  So  we  help  you  do  that.  With  schedules  that  fit  yc  )ur 


schedule.  With  over  1,400  flights  daily  to  over  130  cities. 

At  American,  making  your  hectic  business  life  run  smoother  isn't  just  some- 
thing we  want  to  do.  Its  something  we  have  to  do.    «  -         A"  I" 

After  all,  our  performance  affects  yours.       Am©riC3n  AlMlnGS 

And  your  success  determines  ours.  Somethingtpeeial intheom: 


The  planners  have 
few  of  the  guidcposts 
to  go  by  that  direct 
much  of  what  happens 
in  the  Western  econo- 
mies— prices,  profit 
margins,  return  on  in- 
vestment.   Prices  are 
set  for  social  and  politi- 
cal reasons,  quite  apart 
from  the  costs  underly- 
ing them.  So  that,  for 
example,  between 
1975    and    1980  the 
price  consumers  paid 
for     milk  remained 
fixed  at  2.90  zlotys  a 
liter,  while  'the  price 
the  government  paid 
its  farmers  went  from 
3.69  to  6.53  zlotys  a  li- 
ter. With  costs  con- 
tinuing  to   rise,  Po- 
land's private  agricul- 
ture would  otherwise 
have  collapsed.  By  1980  the  gov- 
ernment was,  in  effect,  subsidiz- 
ing the  consumer  by  3.63  zlotys  a 
liter.  It  is  a  subsidy  that  is  inev- 
itably passed  along  in  everything 
made  of  milk.  The  distortions 
that  apply  to  milk  run  straight 
through  the  Polish  economy. 

According  to  one  estimate,  a 
good  third  of  the  Polish  budget  is 
committed  to  subsidies  of  one 
kind  or  another.  So  nobody 
knows  what  the  real  economic 
price  of  anything  is.  "It  is  not 
possible  to  judge  the  direction  of 
investment  in  economic  terms," 
complains  Leszek  Zienkowski, 
director  of  the  government's  Re- 
search Center  for  Statistical  & 
Economic  Analysis.  "The  govern- 
ment doesn't  know  what  the  pro- 
duction cost  of  certain  goods  is. 
Nobody  knows  what  is  profit- 
able, what  isn't,  what  is  effective, 
what  isn't.  Nobody  compares  the 
cost  of  building  another  coal 
mine  with  the  cost  of  projects 
that  would  save  an  equivalent 
amount  of  coal.  Because  there  are 
no  criteria,  there  is  no  clear  idea 
of  where  to  invest,  where  not  to  in- 
vest, where  to  decapitalize." 

In  an  effort  to  make  the  state  enter- 
prises more  responsive  to  the  impact 
of  the  market,  Poland  has  attempted 
to  decentralize  decision  making — 
prices  and  wages  included — to  a  group 
of  independent,  profit-conscious, 
worker-controlled  self-management 
councils.  But  the  workers  began  giv- 
ing themselves  big  pay  raises  and  pro- 
ducing for  the  domestic  market  rather 
than  for  export.  The  planners  felt 
themselves  losing  control  and  tried  to 


Paris  Picture  (. 


Government-run  Peu>ex  electronics  store  in  Warsaw 
With  U.S.  dollars,  you  can  buy  almost  anything. 


Poultry  dealer  at  Warsaw's  Hala  Mirowska 
Zlotys  can  buy  what  rations  won't. 


persuade  the  Polish  parliament,  the 
Sejm,  to  limit  the  power  of  the  work- 
ers' councils,  but  last  fall  the  Sejm 
turned  them  down. 

The  experiments,  however,  contin- 
ue. This  year,  according  to  Foreign 
Trade  Under  Secretary  Janusz  Ka- 
czurba,  Poland  hopes  to  introduce  a 
system  whereby  the  prices  of  goods 
sold  for  hard  currency  will  reflect  ac- 
tual export  and  import  prices,  and  en- 
terprises will  be  able  to  retain  a  por- 
tion of  their  export  earnings.  But  a 
little  capitalism  is  dangerous,  and  the 


experiment  probably 
won't  get  far. 

In  a  capitalist  sys- 
tem, when  something 
doesn't  work,  more  of- 
ten than  not  it  is  even- 
tually abandoned.  Not 
under  socialism.  The 
bulk  of  the  Polish  go- 
vernment's limited 
new  investment  is  go- 
ing into  completing 
projects  that  were  nev- 
er completed  in  the 
Seventies:  tractors  and 
fertilizers,  coal  mines, 
polyvinyl  chloride  and 
paper.  If  these  projects 
are  ever  completed, 
they  will  already  be  10 
or  15  years  out  of  date. 
"They  should  have  cut 
their  losses,"  one  Pol- 
ish   economist  says. 

  "But  they  say,  'It's  not 

that  bad  a  project,  and  we  only 
need  to  invest  a  little  more  to 
finish.'  " 

To  understand  what  planning 
does  to  Poland,  imagine  that,  in 
1975,  a  planning-obsessed  U.S. 
government,  intent  on  "reindus- 
trialization,"  had  ordered  the 
computer  industry  starved  of 
money  so  that  we  could  build 
more  steel  plants.  Better  not  to 
imagine  it.  But  that's  what  hap- 
pens in  planned  economies. 

The  controlling  principle  un- 
derlying all  of  Poland's  economic 
planning  is  full  employment — a 
concept  beloved  of  U.S.  advocates 
of  planning.  Never  mind  whether 
the  work  is  economically  produc- 
tive, whether  anyone  wants  the 
goods  produced.  Unemployment 
is  supposed  to  be  a  capitalist  vice. 
As  Stanislaw  Dlugosz,  deputy 
chairman  of  the  planning  com- 
mission, explains,  "You  can't 
send  home  20,000  people  and  say, 
'Your  steel  mill  went  bankrupt, 
there  are  no  more  jobs.'  " 
The  Polish  government  esti- 

  mates  there  are  at  least  350  state 

enterprises  and  500  properties  that  are 
in  trouble  and  that  probably  should  go 
bankrupt.  They  won't.  To  deny  them 
the  funds  they  need  to  finance  their 
losses  would  be  unthinkable.  Dlugosz 
says,  "We  have  a  very  immobile  work 
force.  Not  just  because  of  the  housing 
problem,  but  because  of  tradition.  We 
do  not  like  to  move  2,000  miles  and 
start  over.  We  don't  have  any  garage 
sales." 

No  garage  sales  and  no  garages  and 
nothing  to  put  in  them.  The  wages 
paid  by  the  state  are  so  low — $100  a 
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Record  ups. 
Record  downs. 
How  do  you  keep  from 
being  bounced  around? 


lust  where  is  the  market  going?  Are  you  afraid 
rou  missed  the  boat?  Or  more  afraid  your  portfolio 
vili  take  a  beating  if  there  is  a  major  correction? 

Obviously,  this  is  no  time  to  go  it  alone.  No  time 
o  be  without  timely,  reliable  information  and 
;ound  advice.  It's  time  to  ask  hard  questions.  And 
*et  specific  answers  from  someone  you  trust. 

You  can  get  the  specifics  from  Merrill  Lynch. 
Dur  Financial  Consultants  can  help  you  protect 
four  portfolio.  Show  you  how  to  make  the  most  of 
he  opportunities  periods  of  market  weakness 
)resent.  Tell  you  about  possibilities  in  the  bond 
narket  that  we  believe  are  overlooked  and  under- 
valued by  investors.  And  we  can  explain  why 
;ome  of  the  stocks  that  seemed  to  be  laggards 
inder  tax  reform  may  be  the  leaders  of  1987. 

You'll  discover  a  vast  array  of  opportunities 
vhen  you  establish  a  relationship  with  a  Merrill 
^ynch  Financial  Consultant.  Because  we  believe 
four  world  should  know  no  boundaries. 

To  get  a  copy  of  Research  Insights:  Where  Do 
We  Go  From  Here?,  call  1-800-637-7455,  Ext.  6082 
oil-free  Monday  through  Friday,  8:30  a.m.  to  12 
nidnight  EST.  In  Alaska,  call  the  Merrill  Lynch 
office  nearest  you.  Or  send  in  this  coupon. 


Merrill  Lynch 


Get  the  specifics 
from  Merrill  Lynch. 

Call  1-800-637-7455, 
Ext.  6082. 


Mail  to:  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc. 
Service  Center 

RO.  Box  2021,  Jersey  City,  NJ  07303 

Please  send  me  a  free  copy  of  Research  Insights:  Where  Do  We  Go 
From  Here? 

Name  


Address. 


City. 


State. 


_Zip. 


Business  Phone. 


_Home  Phone. 


Merrill  Lynch  clients,  please 
Financial  Consultant:  


give  name  and  office  address  of 


6082 


51987  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  Member  SI  PC. 


month  on  average,  $60  for  teachers, 
$  1 75  for  coal  miners— that  an  increas- 
ing number  of  workers  have  had  to 
take  second  jobs  to  get  by.  As  a  result, 
primary  job  productivity  has  declined 
even  more.  Absenteeism  has  become 
so  widespread  that  the  government 
talks  about  lengthening  the  work 
week  and  cutting  back  sick  pay  to 
keep  people  at  their  jobs. 

As  they  say  in  the  Soviet  Union, 
"They  pretend  to  pay  us,  and  we  pre- 
tend to  work."  In  Poland,  as  in  Russia, 
the  pretense  is  very  thin.  Workman- 
ship is  so  shoddy  it's  hard  to  sell 
much  to  the  West  other  than  coal  and 
foodstuffs.  "They  talk  about  develop- 
ing markets  in  the  West," 
says  one  Western  observer, 
"but  doing  so  is  another  mat- 
ter. At  the  quality  they  pro- 
duce, the  only  market  they 
really  have  is  the  Soviet  Un- 
ion." And  even  that  is 
shrinking.  "There  was  a 
time,"  Dlugosz  says,  "when 
we  could  send  shirts  or  shoes 
of  any  quality  whatsoever  to 
the  Soviet  Union.  Today 
they  demand  the  same  quali- 
ty that  we  send  to  the  West." 
("What  he  means,"  one  ob- 
server says,  "is  they  don't  fall 
apart.") 

Say  this  for  socialism:  By 
equalizing  everyone's  stan- 
dard of  living,  it  eases  the 
problem  of  envy.  Any  effort 
to  improve  productivity  by 
paying  some  people  more 
than  others  increases  eco- 
nomic inequality  and  en- 
courages envy.  That's  the  ba- 
sic socialist  dilemma — as  big 
a  problem  for  the  Labor  Party 
should  it  come  back  to  power 
in  the  U.K.  as  for  Mikhail 
Gorbachev  in  the  U.S.S.R.  If 
you  pay  people  according  to 
productivity,  you  breed  envy 
and  economic  inequalities.  If  you  fail 
to,  you  don't  get  economic  inequality, 
but  you  don't  get  much  productivity, 
either. 

Since  it  is  almost  impossible  to 
maintain  a  bearable  standard  of  living 
by  honest  means,  corruption  flour- 
ishes on  a  scale  that  few  democratic 
societies  would  tolerate.  Poland  is 
turning  into  a  nation  of  hustlers  and 
chiselers,  a  society  split  between 
those  who  have  and  who  have  not.  If 
you  have  the  money,  you  can  get  a 
government-controlled  apartment 
right  away  instead  of  waiting  for  15 
years.  If  you  have  money,  you  can 
circumvent  the  meat  ration,  though 
at  twice  the  price  you'd  pay  with  a 
ration  coupon.  If  you  have  the  money, 


you  can  get  a  new  car  right  away — 
though  at  four  times  the  official 
price — rather  than  paying  years  in  ad- 
vance on  an  upfront  installment  plan. 

The  corruption  spreads  into  every 
phase  of  Polish  life.  If  you  are  among 
the  10%  of  the  population  who  own  a 
car,  you  may  vote  in  the  one-party 
elections  because  you  don't  want  to 
jeopardize  your  gasoline  ration  (six 
gallons  a  month).  You  butter  up  the 
plant  foreman  for  coupons  that  will 
expand  your  gas  ration.  You  may  even 
join  the  party  because  of  the  fringes 
that  come  with  the  membership.  You 
bribe  officials  to  get  your  kid  into  the 
proper  school,  to  get  cement  for  a  pa- 


At  the  grave  of  the  murdered  priest  Popiehiszko 
"Who  would  free  Poland  of  this  turbulent  priest?" 


tio  for  the  house  you're  building. 

Sometimes  you  pay  with  cash, 
sometimes  with  reciprocal  favors, 
sometimes  with  gifts.  Chocolate  at 
one  time  was  preferred.  But  now,  or  so 
the  joke  runs,  chocolate  is  so  difficult 
to  get  that  you  pay  bribes  to  get  the 
chocolate  you  need  to  make  bribes. 

Desperate  for  more  money  than 
jobs  in  the  state  enterprises  provide, 
more  and  more  Poles  are  giving  up 
their  government  jobs  entirely  and 
with  them  their  social  safety  net,  in 
favor  of  temporary  employment — and 
with  good  reason:  The  wages  may  run 
twice  as  high.  According  to  one  U.S. 
Embassy  study,  in  Warsaw  50,000  to 
70,000  workers  hire  themselves  out 
by  the  day,  not  only  in  construction 


but  also  in  nursing,  domestic  service 
and  so  on.  So  much  for  full  employ- 
ment in  Poland. 

"Every  element  of  the  private  sec- 
tor is  showing  signs  of  life,"  says 
Bankers  Trust  Senior  Vice  President 
Lawrence  Brainard.  Some  of  the  pri- 
vate sector  is  underground:  clandes- 
tine publishing,  prostitution  and 
drugs.  But  service  businesses  from 
restaurants  to  tailor  shops  operate 
openly,  as  does  small-scale  manufac- 
turing— computer  outfits,  for  in- 
stance, making  IBM  clones  with  im- 
ported parts.  Such  firms  pay  income 
taxes.  Private  electronics  firms  are 
such  a  significant  force  on  the  Polish 
industrial  scene  that  state 
firms  complain  they're  los- 
ing some  of  the  brightest  en- 
gineering graduates.  "Private 
firms,"  says  one  Western  ob- 
server, "pay  several  times  as 
much." 

Poland  has  long  since 
abandoned  the  sloganizing  of 
most  Communist  states,  but 
it  cannot  so  easily  get  away 
from  the  contradictions  in- 
herent in  its  anomalous  situ- 
ation. Can't  borrow  from 
anyone  anymore?  Well,  how 
about  some  foreign  equity? 
Last  spring  the  Sejm  enacted 
a  law  that  permits  foreign  in- 
vestors to  own  a  49%  equity 
in  joint  profitmaking  ven- 
tures with  state  enterprises, 
cooperatives  or  universities 
and  research  institutions,  in 
projects  that  boost  Poland's 
export  potential.  The  law  has 
already  attracted  a  joint  ven- 
ture involving  Marriott  Ho- 
tels; LOT,  the  government 
airline;  and  Austria's  Ilbau 
Construction  to  complete  a 
hotel,  office  and  airline  ter- 
minal complex  in  Warsaw 
abandoned  in  1981.  "This  is 
developing  faster  than  we  expected," 
says  Janucz  Kaczurba,  foreign  trade 
under  secretary.  "We  have  20  partner- 
ships under  negotiation." 

Easier  said  than  done.  Even  as  the 
government  liberalizes  in  some  direc- 
tions, it  tightens  in  others.  General 
Jaruzelski  talks  publicly  about  taxing 
away  the  profits  of  small  firms,  and 
Poland  has  already  slowed  the  pro- 
gram it  had  permitting  emigre  Poles 
to  invest  in  Polish  businesses  by  grad- 
ually increasing  the  tax  rate. 

In  short,  every  step  toward  efficien- 
cy and  productivity  is  a  step  away 
from  socialism  and  thus  bitterly  re- 
sisted. In  Poland,  as  in  the  Soviet 
Union  and  China,  socialism  is  col- 
lapsing of  its  own  contradictions.  ■ 


so 
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Look  inside 

and  you'll  think  we  are  an  electronics  company. 


•r 


GRUMMAN 


"  Registered  trademark  ot  Grumman  Corporation 


We've  integrated  more 
different  electronic  systems 
into  more  different  air- 
planes than  anyone  else  in 
the  world. 

Aboard  the  Grumman 
F- 14  twin-tailed  Tomcat  are 
more  advanced  electron- 
ics than  in  any  other  fighter 
plane.  We're  developing  a 
radar  system  that  operates 
in  space.  And  systems  to  test 
and  diagnose  other  elec- 
tronic systems. 

Electronic  systems  make 
Grumman  planes  the  best 
for  the  jobs  they  do.  And 
electronic  systems  are 
creating  new  opportunities 
for  Grumman. 

Only  GRUMMAN 


Hitachi's  advances  in  medical  electronics  extend  to  automatic  blood 
chemistry  analysis,  a  Picture  Archiving  and  Communications  System, 
diagnostic  ultrasonics  and  Magnetic  "Resonance  Imaging. 


Medicine  should  be  more  than  the  ability 

to  treat  or  cure.  The  best  care  and  treatment  come 

from  precise  diagnosis. 


Medical  electronics  have  brought 
marvelous  progress  to  diagnostic  medicine 
in  recent  years.  Great  strides  have  been 
made  in  biochemical  analysis,  electron 
microscopes  and  medical  information  sys- 
tems. Another  shining  example  is  the 
advent  of  imaging  equipment  which  uses 
magnetic  resonance  to  display  even  the 
most  subtle  changes  in  body  chemistry. 

Hitachi's  scientists  and  engineers  are 
now  at  work  on  an  innovative  system  which 
will  make  it  feasible  to  store,  retrieve  and 
use  comprehensive  diagnostic  data  from  a 
wide  array  of  imaging  equipment  —  from 
the  most  sophisticated  Magnetic 
Resonance  Imaging  units  (MRI)  to  nuclear 
medicine,  ultrasonic  scanners  and  X-ray  CT, 
to  name  just  a  few.  This  Picture  Archiving 
and  Communications  System  (PACS) 
should  lead  not  only  to  more  precise 
diagnosis  but  also  to  formation  of  research 
and  education  information  networks  which 
use  medical  image  data  to  the  fullest. 


Hitachi  is  also  developing  highly 
advanced  electronic  microscopes  for  ex- 
ploring the  world  of  micro-fine  objects  — 
indispensable  in  basic  studies  of  medicine 
and  biology.  And  we  are  creating  medical 
equipment  such  as  an  automatic  blood 
chemistry  analyzer  and  an  information 
processing  system. 

We  link  technology  to  human  needs. 
We  believe  that  Hitachi's  advanced  tech- 
nologies will  result  in  systems  that  serve 
peoples'  needs  more  precisely  and  fully 
than  ever  before.  Our  goal  in  medicine  — 
and  communications,  energy  and 
transportation  as  well  —  is  to  create  and  put 
into  practice  innovations  that  will  improve 
the  quality  of  life  the  world  around. 


0  HITACHI 

Hitachi,  Ltd.  Tokyo,  Japan 


The  story  of  U -Haul  plays  a  bit  like  Shake-  t^J£s2*j£E&& 
spear ean  drama.  To  some,  it  smacks  of. . . 


King  Lear 


By  Jan  Parr 


Act  I:  Portland,  Ore,  1945.  L.S. 
Shoen,  then  29,  starts  U-Haul 
i  Corp.  Through  iron  determi- 
nation he  builds  U-Haul  into  the  giant 
of  the  do-it-yourself  moving  business. 
He  cooks  up  corny  slogans — "E  x  KH 
=  R,"  for  example,  for  "energy  times 
know  how  equals  results."  He  has  12 
children;  most  of  them  are 
brought,  one  by  one,  into 
the  company.  The  father 
gives  all  the  kids  stock.  By 
the  1970s  the  children 
own  88%  of  the  company. 

Act  II:  U-Haul  corporate 
headquarters,  Phoenix,  the 
late  1970s.  Discord  rears 
its  ugly  head.  The  family 
begins  to  splinter.  Four  of 
L.S.'  sons  quit  their  jobs  as 
executives  rather  than 
continue  submitting  to 
their  father's  rigid  man- 
agement style.  The  roots 
of  their  disaffection? 

Act  III:  A  brief  flashback 
to  the  mid-1970s.  U-Haul 
has  fared  poorly  as  the  oil 
crisis  and  gasoline  price 
hikes  have  killed  off  many  of  the  gas 
stations  where  the  company  rented 
its  orangc-and-whitc  trailers.  Upstart 
competitors  like  Ryder  and  Jartran 
slash  prices.  This  will  continue:  To- 
day Ryder's  50,000  trucks  pose  an  in- 
creasing threat  to  U-Haul's  declining 
fleet  of  65,000.  Jartran  is  defunct,  but 
Hcrtz/Penskc's  10,000-truck  fleet  is 
making  trouble. 

As  the  gas  stations  disappear,  Shoen 
I  eds  new  locations  to  park  his  trucks 
and,  he  feels,  new  things  to  rent.  In 
1975  he  buys  nearly  1,000  buildings, 
many  of  them  cast-off  Chrysler  deal- 
.'sh.u  s,  and  diversifies  into  general 
>ut  everything  from 


party  trays  and  Roto-Rooters  to  camp 
stoves  and  floor  sanders.  "It's  very, 
very  tough  for  a  business  to  pull  off  on 
a  large  scale,  and  what  U-Haul  did 
was  an  enormous  undertaking,"  Rich- 
ard Detmer,  director  of  member  ser- 
vices for  the  American  Rental  Associ- 
ation, will  say  later. 

Act  IV:  The  early  1980s.  L.S.  Shoen, 
now  in  his  late  60s,  ponders  the  recent 


past.  The  result  is  not  a  pretty  sight. 
Startup,  maintenance  and  replace- 
ment costs  have  taken  a  toll  on  earn- 
ings. Absurdly  high  liability  insur- 
ance rates  on  items  like  motorbikes 
and  jet  skis  force  him  to  abandon 
them.  Agile  competitors  drive  U-Haul 
out  of  vidcocassettc  recorders  and 
tapes.  By  1986  U-Haul's  earnings  will 
have  plunged  to  $8.6  million,  on  sales 
of  $783  million,  vs.  a  $28  million  prof- 
it in  1982.  Long-term  debt  in  1986 
exceeds  $586  million,  45%  of  capital. 

Act  V:  The  Phoenix  head  office, 
1985.  Shoen,  apparently  feeling  his 
children  were  not  taking  enough  in- 
terest in  the  company,  kicks  seven  of 


Haul  and  its  self-insurance  subsid- 
iary. Shocked  and  in  disarray,  they 
leave,  despite  the  fact  that,  thanks  to 
their  father's  generosity  in  handing 
out  company  stock,  the  kids  hold 
most  of  the  voting  power. 

One  son  weathers  the  massacre: 
Samuel  Shoen,  now  41.  The  old  man 
replaces  the  departed  offspring  with 
14  mostly  nonfamily,  but  loyal,  vice 
presidents. 

Act  VI:  Phoenix,  November  1986. 
U-Haul's  financials  are  looking 
worse,  and  the  moment  for  the  chil- 
dren's revenge  has  arrived.  Finally 
pulling  togetber,  they  use  their  88% 
shareholding  as  a  blunt  instrument, 
to  oust  their  71 -year-old  father  from 
his  company. 

The  scene  may  not  carry  the  vio- 
lence of  King  Lear  on  the  heath,  but  it 
is  packed  with  dramatic  tension.  L.S. 
Shoen  exits  to  seclusion  in  Las  Vegas, 
his  38-ycar-old  wife  on  his  arm.  Did 
the  father  go  willingly?  Enter  son  Ed- 
ward (Joe)  Shoen,  37.  "He  had  to  retire 
and  be  run  off  simultaneously,"  the 
son  explains. 
Act  VII:  Discord  again.  Having 
thrown  out  the  old  man, 
the  offspring  cannot  agree 
on  what  the  company 
should  do  next.  Son  Joe 
has  been  named  chairman. 
He  wants  U-Haul  to  con- 
centrate on  competing 
with  Ryder  and  Hertz/ 
Penske  in  the  basic  trailer 
and  truck  business. 

But  older  brother  Sam  is 
now  the  chief  executive. 
Sam  insists  that  U-Haul 
will  stay  with  his  father's 
move  into  general  rentals. 
Sam's  vision  is  that  per- 
haps 50%  of  the  business 
would  be  in  nonmoving  re- 
lated rentals. 

Sam  has  some  good 
numbers  on  his  side.  Most 
of  the  diversification  program's  initial 
costs  are  behind  it,  interest  rates  are 
down  and  rental  prices  up.  U-Haul 
earned  $25  million,  on  sales  of  $470 
million, .in  the  first  half  of  fiscal  1987, 
ended  last  September.  Quite  a  bit  bet- 
ter than  the  $10  million  earned  in  the 
prior  year. 

But  Chairman  Joe  Shoen  keeps  ag- 
itating for  a  return  to  basics.  "My 
great  fear,"  he  says,  "is  that  nothing 
will  change."  Sam  and  Joe  "agree  to 
agree,"  as  Joe  puts  it.  He  adds: 
"There  has  been  no  bloodletting." 
Yet.  But  as  the  curtain  falls,  it  is 
clear  that  this  drama  is  far  from 
finished.  ■ 


INTRODUCING  THE  BMW  3-SERES: 
168-HORSEPOWER  MASTERPECES  OF 

GERMAN  EXPRESSIONISM.  Of  the  myriad  art 

forms  the  world  has  created  to  move  people,  one  genre  has  consis- 
tently moved  people  faster  than  others:  the  body  of  work  crafted  at 
the  Bavarian  Motor  Works.  A  fact  explosively  demonstrated  by  the 
monuments  to  high  performance  known  as  the  new  BMW3-Series. 
Propelled  by  a  39%  boost  in  horsepower  over  previous  3-Series 
ieK ,  :h  o\  these  sports  sedans  offers  168  hp  of  6-cylinder;  fuel- 
y ' *  motion.  A  39%  improvement  over  the  power  plant 
3j       likened  to  "an  expensive  aircraft  engine." 
jirth       !  an  engine  isn't  surprising  however;  when  you 


consider  that  BMW's  are  built  to  rocket  down  German  roads  routinely 
at  triple-digit  speeds. 

Or  that  at  the  factory  they're  subjected  to  torturous  testing  that 
seems  more  medieval  in  nature  than  mechanical.  Every  BMW  engine 
must  be  able  to  endure  10,000  km  of  wide-open  throttle  in  Nardo, 
Italy  where  temperatures  average  100  degrees.  Followed  by  10,000  km 
of  race-style  driving  on  the  Nurburgring  track  in  Germany. 

Perhaps  that's  why  the  BMW  3-Series  can  offer  a  power  plant 
on  the  one  hand  explosive,  yet,  in  the  words  of  Motor  Magazine,  "an 
engine  of  almost  miraculous  smoothness!' 

A  miraculousness  which  relies  not  on  divine  intervention,  but 
on  the  intervention  of  something  a  bit  more  reliable.  A  relentless  refusal 
to  compromise. 


■  3*  The  real  world, 
as  everyone  knows,  is  anything  but  flat  And  a  good  portion  is  paved 
with  roads  that  conform  to  its  every  undulation. 

While  the  significance  of  this  fact  is  apparently  lost  in  the  design 
of  many  of  today's  cars,  it's  crucial  to  the  design  of  the 
new  BMW  3-Series  sedans.  ^ — 


The  underpinnings  of  these  sports  sedans  embody  the  Bavarian 
Motor  Works'  three  decades  of  experience  with  fully-independent 
suspension  systems. 

Born  of  advanced  research  conducted  at  the  University  of 
Freiburg,  and  perfected  over  millions  of  miles  on  BMW's  "shake  stand" 
-a  rigorous  testing  mechanism  that  abuses  suspensions  in  the  same 
manner  a  mechanical  paint  mixer  rattles  a  gallon  of  enamel. 

'  These  suspensions  comprise  a  veritable  checklist  of 
y        the  most  innovative  components  in  existence. 

New  twin-tube  gas  pressure  shocks,  for  in- ' 
j      stance,  are  fine-tuned  to  react  softly  to  small  bumps, . 
yet  become  increasingly  firm  the  harder  you  drive. 
/•0  To  further  enhance- the  3-Series  sedans' 

jr  ability  to  navigate  the  contours  of  the  real 

/  world,  the  shocks  are  augmented  by  the  stiffest 

'  and  most  efficient  anti-roll  bars  ever  mounted 

0  on  a  3-Series  BMW  chassis. 

%"  Working  in  unison,  the  unique  design  of 

these  elements  helps  unite  the  two  suspension 
characteristics  previously  considered  mutually  exclu- 
.   sive:  crisp  handling  and  smooth  ride. 

And  to  ensure  that  these  cars  not  only  handle  pre- 
cisely but  take  direction  well,  each  is  guided  by  BMW's  engine- 
speed-sensitive,  variable-assist  power  steering,  an  integral 
part  of  a  system  that  has  been  dubbed  the  "standard  by  which 
other  systems  should  be  judged"  (Road  &  Track). 

All  of  which  is  why  the  handling  of  the  new  3-Series  is  yet  an- 
other reminder  of  why  the  automotive  pundits  at  Motor  Trend 
magazine  were  moved  to  declare: 

"Once  a  knowledgeable  and  experienced  driver  has  driven  a  BMW, 
any  BMW,  nothing  else  feels  quite  as  good  as  it  did  before" 


mmB» 


ALL  BMW'S  HAVE  A  MONOPOLY 


MORE  THAN  OTHERS.  The  trophy  cases  at  BMW 

are  filled  with  the  mementos  of  147 world  and  national  championships. 
Each  a  glittering  symbol  of  the  commitment  of  BMW's  engineers. 

In  its  own  way  each  model  in  the  new  BMW3-Series  is  an  equally 
potent  symbol  of  that  drive  for  perfection. 

For  those  partial  to  luxury  the  325L  A  4-door  sedan  whose  eco- 
nomically intelligent  interior  is  fully  appointed  in  leather 

For  those  with  an  extreme  appetite  for  performance,  the  325is. 
With  sportier  suspension  tuning,  an  integrated  air  dam  and  spoiler  and 
body-contoure^lateral-support  seats. 

^ife  e^lusively  to  U  S.  specification  automobiles  purchased  from  authorized  BMW  dealers  only  For  details,  see  the  BMW  warranty  at  your  authonzed  BMW  dealer 
iW^Nortn  America.  Inc  The  BMW  trademark  and  logo  are  registered 
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And  for  those  who  merely  wish  a  lump  in  their  throat  and  the 
wind  in  their  hair;  the  325i  Convertible.  A  car  Germany's  Auto  Motor 
und  Sport  deemed  "alone  in  the  automotive  landscape" 

Of  course,  each  3-Series  model  is  replete  with  engineering  fea- 
tures people  have  come  to  expect  from  BMW 

Such  as  an  engine  management  system  so  sophisticated  it  ac- 
tually adjusts  ignition  400  times  a  second  for  peak  performance. 

And  BMW's  renowned  ABS  anti-lock  brakes  which  help  prevent 
wheel  lockup  and  loss  of  steering  control  in  panic  stops. 

What's  more,  each  is  underwritten  by  BMW's  3-year; 36,000-rnile? 
limited  warranty.  All  of  which  recommends  a  visit  to  your  authorized 
BMW  dealer  Where  you'll  find  not  merely  refuge  from  compromise,  but 
an  exhilarating  escape  from  it-the  new  BMW3-Series. 
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Hormel  is  safe  as  can  be  from  unfriendly 
takeovers.  Which  makes  Richard  Knowl- 
ton  s  performance  the  more  impressive. 

And  this  little 
pig  processor 
does  nicely 


By  Ruth  Simon 

Most  of  what  one  hears  about 
Austin,  Minn.'s  Geo.  A.  Hor- 
mel &  Co.  has  to  do  with  the 
long,  bitter  strike  the  company  took. 
But  there  is  a  lot  more  to  the  company 
than  that.  What  with  so  many  con- 
sumer brand  name  companies  buying 
and  being  bought,  it  must  gall  the 
Wall  Street  wolves  that  they  can't  get 
their  teeth  into  the  company.  The  au- 
gust pork  slaughterhouse  and  proces- 
sor owns  dozens  of  well-known  brand 
names,  including  Spam,  Hormel  chili, 
Dinty  Moore  beef  stew,  Mary  Kitchen 
hash  and  Old  Smokehouse  Bar-B- 
Que  sauce. 

Despite  that  13-month  strike  at  its 
Austin  plant  (estimated  cost:  $2  mil- 
lion) and  a  40%  increase  in  the  price 
of  hogs,  the  balance  sheet  is  strong, 
cash  flow  is  plentiful,  and  earnings 
reached  a  record  $39  million  ($2.03 
per  share)  in  the  fiscal  year  that  ended 
last  Oct.  25. 

But  anyone  interested  in  making  an 
unfriendly  move  on  this  company 
should  forget  it.  This  little  pig  proces- 
sor's defenses  are  made  of  brick. 
Founded  by  George  Hormel  in  1892, 
Hormel  is  45%  owned  by  the  found- 
er's Hormel  Foundation.  Another 
12%  of  the  stock  is  held  by  an  em- 
ployee pension  plan. 

In  many  cases,  this  kind  of  security 
lulls  management  to  sleep.  Not  at 
Hormel.  "We're  updating  the  busin- 
ess," says  Hormel  President  Richard 
Knowlton,  54,  who  has  spearheaded 
Hormel's  transformation  from  a  sup- 
plier of  fresh  pork  into  a  broad-based 
food  processor. 

"No  one  else  is  doing  nearly  as  well 
or  spending  as  much  to  build  their 
brands,"  says  Prudential-Bache  food 
industry  analyst  John  McMillin.  Prod- 
ucts introduced  by  Hormel  in  the  last 


five  years — including  reduced-salt 
Spam,  Light  &  Lean  meats,  Not-So- 
Sloppy-Joe  sauce  and  Old  Smoke- 
house Bar-B-Que  sauce — now  bring  in 
30%  of  revenues. 

Hormel  introduced  24  new  prod- 
ucts in  all  last  year,  up  from  2  or  3 
annually  in  the  early  1980s.  Among 
the  new  entries:  chicken  nuggets, 
skinless  turkey  breast,  steak  sauce 
and  catfish  fillets. 

Backing  those  product  launches 
was  $25  million  in  promotion  money, 
part  of  an  overall  $72  million  advertis- 
ing budget,  up  from  just  $17  million 
in  1981. 

Hormel's   success   is   now  built 


Milch  Kcair 


Hormel's  Richard  Kiioiclton 


Defenses  made  of  brick. 


around  selling  processed  foods  rather 
than  just  raw  meat.  The  margins  are 
higher  in  processing,  and  there  is  less 
vulnerability  to  swings  in  commodity 
cycles.  Charles  Levitt,  senior  live- 
stock analyst  for  Shearson  Lehman 
Brothers,  figures  it  this  way:  A  pork 
producer  that  gets  two-thirds  of  its 
income  from  processing  earns  more 
than  ten  times  as  much  on  each  dollar 
of  sales  as  a  producer  that  derives  the 
same  portion  of  its  income  from 
slaughtering. 

American  consumers  continue 
shifting  from  beef  and  pork  to  chicken 
and  fish.  Although  Hormel  still  gets 
most  of  its  revenue  from  pork-based 
products,  it  bought  into  the  fresh  and 
frozen  catfish  business  in  1983.  In  De- 
cember it  strengthened  its  hand  in 
poultry  with  the  purchase  of  Willmar, 
Minn.'s  Jennie-O  Foods,  a  $155  mil- 
lion (sales)  turkey  processor. 

Competition  for  shelf  and  cooler 
space  is  fierce  and  getting  fiercer. 
Knowlton's  strategy:  Exploit  niches 
within  major  markets  with  value-add- 
ed products. 

"Every  supermarket  has  12  to  15 
brands  of  ordinary  hot  dogs,"  says 
Knowlton,  who  joined  Hormel  fresh 
out  of  college  and  was  named  presi- 
dent in  1979.  So  when  Hormel  intro- 
duced a  new  hot  dog  product,  Frank 
'N  Stuff,  in  1985,  it  was  a  product 
filled  with  Hormel  chili.  Frank  'N 
Stuff  is  now  doing  $20  million  a  year. 

Of  course,  it  doesn't  always  work  so 
neatly.  In  1983  Hormel  introduced 
Great  Beginnings,  a  line  of  canned 
entrees  to  be  served  with  rice  or  noo- 
dles. The  line  required  more  work  to 
prepare  than  competing  products  like 
Lean  Cuisine,  and  disappointing  sales 
forced  the  company  to  rejigger  pack- 
aging and  recipes.  A  bigger  disap- 
pointment, introduced  in  1986,  may 
be  a  line  of  prepackaged  fresh  pork 
cuts  that  has  a  two-week  shelf  life. 
The  line  has  run  into  unexpected  re- 
sistance from  both  retail  butchers 
concerned  about  their  job  security 
and  from  consumers  put  off  by  its 
relatively  high  price. 

But  if  Knowlton  made  no  mistakes, 
he  wouldn't  be  doing  his  job.  His  next 
likely  move  is  a  good-size  acquisition. 
Hormel  has  over  $80  million  in  cash. 
Knowlton  wooed  Ogden  Food  Prod- 
ucts' Progresso  unit  in  1985  and  then 
again  last  year,  to  no  avail.  But  there 
are  other  possibilities.  Last  month 
Hormel  shareholders  approved  10 
million  new  shares  of  nonvoting  com- 
mon stock  and  10  million  new  shares 
of  preferred.  "We  want  to  have  that  in 
the  event  we  find  a  partner  that  is 
of  size  and  consequence,"  Knowlton 
explains.  ■ 
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The  commercial  banks  are  begging  Con- 
gress to  free  them  from  the  shackles  of 
Glass-Steagall,  which  handicaps  them  not 
only  against  domestic  competitors  but 
against  foreign  ones  as  well. 

Set  us  free 


By  Deirdre  Fanning 


D.irnl  Zuikik 


F|  oreicn  banks  now  provide 
over  one-fifth  of  all  loans  made 
to  U.S.  businesses,  having  dou- 
bled their  share  of  that  market  in 
eight  years.  These  same  foreign  banks 
have  opened  more  than  600  offices  in 
the  U.S.,  or  triple  the  number  of  ten 
years  ago.  The  situation  is  magnified 
on  a  global  level:  Ranked  by  assets,  of 
the  ten  largest  banks  in  the  world, 
only  one,  Citicorp,  is  a  U.S.  bank. 

Of  course,  the  situation  works  both 
ways.  Long  active  overseas,  U.S. 
banks  have  gotten  much  growth  and 
profits  from  foreign  expansion.  Still, 
it  would  be  foolish  to  ignore  the  chal- 
lenge represented  by  the  foreign  inva- 
sion of  U.S.  financial  markets.  "We've 
brought  more  non-U. S.  banks  into  our 
credit  picture  for  the  obvious  reason 
that  we  need  access  to  all  capital  mar- 
kets," says  David  Hawkins,  chief  fi- 
nancial officer  of  Transamenca  Finan- 
cial Corp. 

U.S.  banks  aren't  alone  in  feeling 
the  competition.  In  1986  the  New 
York  subsidiaries  of  two  Japanese  in- 
vestment banks,  Nomura  Securities 
Co.,  Ltd.  and  Daiwa  Securities  Co., 
Ltd.,  each  led  deals  in  the  U.S.  market 
for  the  first  time,  between  them  head- 
ing up  marketing  syndicates  for  $375 
million  of  debt  for  General  Electric 
Credit  and  General  Telephone  Co.  of 
California. 

How  did  the  Japanese  get  their  feet 
in  the  door?  "Daiwa  came  in  with  a 
better  bid  than  our  traditional  in- 
vestment bankers,"  explains  Charles 
O'Rourke,  treasurer  of  General  Tele- 
phone Co.  of  California.  "They  saved 
us  about  $80,000  in  annual  interest 
charges  on  a  ten-year  issue." 

Even  more  competition  is  coming 
by  way  of  a  clause  in  the  International 
Banking  Act  of  1978.  That  act,  in  ef- 
fect, grants  some  15  big  foreign  banks 
a  "grandfather"  exemption  to  a  provi- 
sion in  the  Banking  Act  of  1933  that 
prevents  U.S.  commercial  banks  from 
underwriting  corporate  debt  or  equity 
offerings  in  the  U.S.  The  purpose  of 
the  provision,  commonly  known  as 
the  Glass-Steagall  Act,  was  to  thwart 
banking  speculation  in  the  stock  mar- 
ket such  as  occurred  on  Wall  Street  in 
the  1920s.  But  today  that  same  legis- 
lation is  making  it  harder  for  U.S. 
banks  to  compete. 

First  to  move  in  as  a  lead  manager 
of  an  underwriting  was  the  U.S.  sub- 
sidiary of  Union  Bank  of  Switzerland, 
the  largest  Swiss  bank.  Last  year  that 
subsidiary  lead-managed  three  debt 
issues  in  New  York,  for  Allied-Signal, 
Transamerica  Financial  Corp.  and 
Borg-Warner  Acceptance  Corp.  Says 
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This  is  a  Motorola 
super-microcomputer. 


System  8000  is  a  midrange  computer  built  around  Motorola's 
own  MC  68020  32-bit  microprocessor,  and  is  ideal  for  depart- 
mental computing.  For  information  call  800-262-4488  ext.  730. 
In  California  call  800-252-4488  ext.  730. 


c  1987  Motorola,  Inc  Motorola  and  ®  are  registered  trademarks  ol  Motorola,  Inc. 


It's  expandable. 
It's  upgradeable. 
It's  fast. 
And  its  future 
is  just  like  its 
remarkable 
architecture. 
Wide  open. 


Advanced  Electronics  for 
a  More  Productive  World. 


Thoughts  on 

Wealth 

Creation 

In  our  last  editorial  we  posed 
the  question:  What  is  wrong 
with  wealth  creation?  To  that 
question,  we  gave  an 
unequivocal  answer:  nothing. 

On  February  24-26,  1987  at 
the  University  of  Southern 
California,  we  will  explore  in- 
depth  what  we  term  "The 
Wealth  Creation  Process".  Peter 
Drucker  and  George  Stigler  are 
two  of  the  noted  scholars  ad- 
dressing this  Symposium. 

At  our  Symposium,  to  be 
attended  by  the  leaders  of 
America's  front  running  corpora- 
tions, we  will  present  the  first 
Lord  Foundation  Awards  to  four 
Americans  who  epitomize  the 
spirit  and  essence  of  wealth 
creation  —  Dr.  Norman  E. 
Borlaug,  Dr.  Peter  F.  Drucker, 
Mr.  C.  L.  "Kelly  "  Johnson 
and  Dr.  George  J.  Stigler. 
Wealth  is  not  limited  to  the  crea- 
tion of  monetary  or  material 
substance,  but  includes  human 
knowledge.  The  purpose  of  the 
Symposium  is  to  recognize 
those  who  throughout  their  lives 
have  contributed  to  wealth  crea- 
tion —  and  to  discuss  the  rela- 
tionship between  knowledge 
creation  and  wealth  creation. 

If  you  have  not  received  an 
invitation  and  are  a  President, 
CEO,  or  Chairman  of  your  com- 
pany, write:  Lord  Corporation, 
2000  W.  Grandview  Blvd. 
Erie,  PA  16514  or  Telephone 
(814)  868-0924. 


Donald  M.  Alstadt, 

Chairman  and 

Chief  Executive  Officer 


LORD 

Lord  Corporation 


Blaine  Cox,  vice  president  of  finance 
at  Borg-Wamer  Acceptance:  "UBS 
came  up  with  the  cost  structure  and 
tailored  the  debt  structure  thai  we 
needed."  Says  Alfred  Baumgartner, 
president  of  Union  Bank's  New  York 
subsidiary,  UBS  Securities,  "We  are 
going  to  continue  to  expand  our  activ- 
ities in  this  field." 

Last  year  alone,  the  New  York  sub- 
sidiaries of  Union  Bank  of  Switzer- 
land, Swiss  Bank  Corp.  and  Deutsche 
Bank  A.G.  led  or  comanaged  15  debt 
issues  worth  $2.57  billion. 

Foreign  banks  not  lucky  enough  to 
have  been  grandfathered  into  the  un- 
derwriting business  are  gaining  a  foot- 
hold by  buying  their  way  in.  Last  De- 
cember Sumitomo  Bank  Ltd.,  Japan's 
second  largest,  got  in  the  door  by  pur- 
chasing a  12.5%  passive  stake  in 
Goldman,  Sachs  &  Co. 

While  foreign  interlopers  continue 
to  arrive,  more  and  more  of  the  U.S. 
underwriting  business  is  leaving  the 
U.S.  altogether,  largely  for  the  Euro- 
dollar market.  "For  large  multination- 
als, the  Euromarket  offers  both  lower 
costs  and  ease  for  doing  transactions," 
says  General  Telephone's  O'Rourke. 
Because  there  is  no  SEC,  he  points 
out,  the  lengthy  registration  process 
is  avoided  in  Europe.  So  companies 
can  move  more  quickly  on  deals. 
Adds  Ian  Loeys,  an  economist  at  New 
York's  Morgan  Guaranty  Trust  Co.: 
"There  are  more  underwriters  to 
choose  from,  and  the  total  costs  to  the 
issuers  are  often  cheaper." 

Some  astute  legislators  have  come 
to  realize  that  there  is  a  problem.  Says 
Representative  Douglas  Barnard  Jr. 
(D-Ga.),  a  senior  member  of  the 
House  Banking  Committee,  "We've 
got  to  change  the  superstructure  of 
our  financial  system,  or  we  are  going 
to  lose  our  marketplace." 

One  obvious  first  step  would  be  to 
allow  U.S.  commercial  banks  to  un- 
derwrite corporate  securities,  just  as 
grandfathered  foreign  banks  in  the 
U.S.  already  can.  Both  Federal  Re- 
serve Chairman  Paul  Volcker  and 
Senate  Banking  Committee  Chair- 
man William  Proxmire  (D-Wis.)  now 
support  a  step  in  that  direction  by 
sensibly  urging  that  banks  be 
allowed  to  underwrite  mortgage- 
backed  securities,  revenue  bonds  and 
commercial  paper. 

E.  Gerald  Corrigan,  president  of  the 
Federal  Reserve  Bank  of  New  York, 
goes  further,  recommending  that 
bank  holding  companies  be  allowed 
to  offer  a  wider  range  of  financial  ser- 
vices, including  insurance  and  securi- 
ties activities. 

So  why  not  go  even  further  and 
throw  out  Glass-Steagall  altogether? 


Douglas  Barnard Jr.  (D-Ga.) 
"We've got  to  change  the  structure  of 
our financial  system,  or  we're  going 
to  lose  our  market." 


"If  Glass-Steagall  were  torn  apart  it 
would  give  U.S.  banks,  after  five  or 
ten  years  of  competition  in  the  do- 
mestic market,  the  missing  leg,"  John 
Hennessy,  chairman  of  Credit  Suisse 
First  Boston  Ltd.,  told  Forbes  staff 
writer  Richard  Morais  in  London. 

Good  point,  but  the  reality  is  rather 
disheartening:  The  law  gives  some 
U.S.  financial  institutions  an  advan- 
tage over  the  banks  that  they  are  loath 
to  give  up.  The  fact  is,  the  present 
situation  is  patently  unfair:  It  forbids 
U.S.  commercial  banks  from  owning 
investment  banks,  yet  permits  invest- 
ment banks,  or  indeed  just  about  any 
other  commercial  enterprise,  to  own 
savings  and  loans  and  even  actual 
banks,  so  long  as  the  latter  don't  ac- 
cept checking  deposits  and  make 
commercial  loans.  Result?  Ford  Mo- 
tor Co.  owns  a  savings  and  loan  asso- 
ciation, as  does  Sears,  Roebuck.  Simi- 
larly, Goldman,  Sachs,  Merrill  Lynch 
and  Shearson  Lehman  Brothers  all 
own  "nonbank  banks"  that  either  ac- 
cept demand  deposits  or  make  com- 
mercial loans. 

Representative  Barnard  wants  to 
see  the  Bank  Holding  Company  Act  of 
1956  replaced  with  legislation  that  al- 
lows holding  companies  to  own  about 
anything  they  want,  from  banks  to 
investment  banks  to  brokerage  firms, 
so  long  as  they  are  separately  capital- 
ized subsidiaries  under  the  same  hold- 
ing company  umbrella.  Says  Hans  Au- 
germueller,  Citicorp  vice  chairman, 
"All  firms  should  be  afforded  the  op- 
tion to  provide  their  customers  with 
whatever  products  and  services  [their] 
customers  want." 

Reworking  the  1956  act  won't  by 
itself  head  off  the  foreign  invasion  of 
the  U.S.  financial  market.  But  it  sure 
will  help  make  U.S.  commercial 
banks  more  competitive  in  the  inter- 
national struggle  that  is  heating  up.  ■ 
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Locate  In  Scotland. 


THE  CENTRE  OF  EUROPEAN  ACHIEVEMENT 


)cots  speak  many  languages.  They  have  their  own  dialects,  Edinburgh  Prolog,  Logo  and 
ope,  compiled  at  a  University  which  has  nurtured  innovation  for  four  hundred  years, 
•uadrangles  which  once  echoed  to  the  voices  of  Kelvin  and  James  Clerk  Maxwell  now 
ng  with  the  sound  of  signal  processing  and  image  analysis.  Scientists  explore  sensory 
>botics  and  silicon  logic.  IBM,  Digital  Equipment,  Motorola  and  Hewlett-Packard  have  all 
ken  their  place  in  Silicon  Glen  guaranteeing  them  access  to  future  generations  of  systems 
esigners  and  quality  engineers.  Forty- three  thousand  people  have  trebled  the  value  of 
:ottish  electronics  in  recent  years.  Over  half  of  the  US  electronics  industry  leaders  are  in 
:otland,  thriving  and  expanding;  five  of  the  top  six  information  systems  companies  are 
so  there.  Integrated  circuits  and  workstations,  ultrasound  and  fibre  optics  are  sold  to  the 
orld  from  this  compact  country.  Scotland  extends  its  welcome  to  join  a  community  where 
ver  three  hundred  companies  speak  your  language -the  language  of  advanced  technology, 
ome  to  Scotland  and  you'll  never  look  back. 

Development 
Agency 

THE  SCOTTISH  DEVELOPMENT  AGENCY,  THROUGH  A  SINGLE  ENTRY  POINT,  OFFERS  U.S.  COMPANIES  ALL  THEY  NEED  TO  KNOW  ABOUT 
GATING  IN  SCOTLAND.  CALL  TOLL-FREE  1-800  THE  SCOT,  OR  SEND  YOUR  BUSINESS  CARD  TO  I  LANDMARK  SQUARE,  SUITE  810,  STAMFORD,  CONNECTICUT  06901. 

TEL:  (203)  325  8525.  SDA  OFFICES  ALSO  IN  HOUSTON,  CHICAGO  AND  SAN  FRANCISCO. 
This  material  is  published  by  the  Scottish  Development  Agency,  1  Landmark  Square.  Suite  810,  Stamford.  Connecticut  06901,  which  is  registered  under  the  Foreign  Agents  Registration  Act.  as  an  Agency  ot  the  Scottish  Development 
ncy.  Glasgow,  Scotland.  This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  this  material  by  the  United  States  Government 


We  don  *t  know  whether  the  dollar  is  overvalued  or  undervalued 
right  now,  but  we  know  there  s  a  good  chance  it  will  slip  more 
against  some  foreign  currencies  before  the  year  is  out.  What 
should  the  investor  do  to  protect  himself  ? 

Playing  for  a  fall 


fter  World  War  I, 
famed  economist 


mm  ' 

Sm  [ 

jZ  A  John  Maynard  Keynes  made  money  for  himself 
^^^wA  and  his  beloved  Ballets  Russes  by  speculating 
iflh  MB  in  currencies,  making  his  calculations  in  bed 
each  morning.  Keynes,  a  smart  and  successful  investor 
(Forbes,  Sept.  26,  1983),  was  on  esoteric  ground  two-thirds 
of  a  century  ago,  but  today  currency  speculation  is  a  game 
millions  of  people  play.  Why  so? 

The  world  is  so  utterly  interrelated  these  days.  What 
happens  to  the  German  mark  or  the  Taiwanese  dollar  is  of 
practical  importance  to  everyone  in  the  U.S.  We've  all 
become  increasingly  dependent  on  foreign  goods.  Look 
around  you.  If  the  dollar  keeps  dropping,  that  Japanese 
VCR  and  television  will  get  more  costly.  So  will  cars  from 
Germany  and  Sweden.  That  cheap  made-in-Taiwan  shirt 
won't  be  so  cheap  anymore.  Nor  will  Italian  shoes. 


By  Edwin  A.  Finn  Jr. 


Every  business  that  buys 

  abroad  or  sells  abroad  plays 

the  game,  whether  it  likes  it  or  not.  Consumers,  too. 

Isn't  the  declining  dollar  good  for  the  U.S.  economy?  It 
makes  U.S.  exports  cheaper  and  more  competitive.  Yes, 
but  there  are  side  effects  of  a  declining  dollar  that  can  hurt 
individuals. 

In  January,  with  the  dollar  plunging,  several  major  Wall 
Street  brokerages  had  a  doubling  of  orders  for  foreign 
stocks.  Part  of  the  surge  appeared  to  result  from  investors' 
pouring  hundreds  of  millions  of  dollars  into  foreign  stock 
funds.  For  most  of  the  buyers,  foreign  stocks  were  a  way  of 
getting  out  of  dollars  and  into  a  different  currency. 

The  hottest  new  item  for  U.S.  investors  is  bond  mutual 
funds.  Last  year  many  foreign  bonds  showed  35%  returns 
for  U.S.  holders,  as  compared  with  just  over  7%  for  U.S. 
bonds.  The  huge  returns  were  not  the  result  of  higher 


Whoa! 

With  the  dollar  sliding  steeply, 
U.S.  investors  flocked  to 
foreign  stocks  and  bonds  the 
past  two  years.  What's  ahead? 
The  consensus  forecast  calls 
for  a  further  15%  dollar 
decline.  But  a  few  analysts  say 
a  30%  drop  is  possible  over 
the  next  two  years  against 
strong  currencies  like  the  West 
German  mark  and  the  Japanese 
yen.  A  weakening  dollar  is  a 
mixed  blessing  for  Americans. 
The  bright  side  is  that  it  will 
help  U.S.  exporters  like  the 
paper,  chemical  and  drug 
companies,  among  others.  And 
in  the  long  run  it  should  also 
buoy  our  economy  and  narrow 
our  troublesome  trade  deficit. 
Overall,  for  private  investors 
the  best  strategy  may  be  to 
put  a  few  eggs  outside  the  U.S. 
basket. 


Value  of  dollar  (index:  1979  =  100) 
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interest  rates  abroad  but  came  about  chiefly  because  the 
currencies  the  bonds  were  denominated  in  appreciated 
against  the  dollar.  (If  the  deutsche  mark  rises  30%  against 
the  dollar,  a  bond  promising  to  pay  1,000  DM  becomes 
30%  more  valuable  in  dollar  terms.) 

Following  these  stellar  performances  by  foreign  bonds 
last  year,  foreign  bond  funds  proliferated.  Both  Fidelity  and 
England's  Kleinwort  Benson  launched  new  bond  funds  last 
month,  pitching  them  as  the  conservative  alternative  to 
foreign  stocks.  Other  recent  entries  include  Merrill  Lynch, 
Templeton  and  T.  Rowe  Price. 

Buying  foreign  bonds  is  only  one  of  four  principal  ways 
of  profiting  from  or  protecting  against  a  dollar  crash.  The 
other  three:  gold,  foreign  stocks,  foreign  currency  futures. 

Which  should  the  investor  choose? 

Gold?  It  doesn't  pay  dividends  or  interest.  Indeed,  gold 
may  be  better  as  a  hedge  against  inflation  than  as  a  hedge 
against  relative  currency  shifts.  Also,  a  gold  glut  created  by 
upstart  bullion  producers  such  as  Australia,  Brazil  and 
China  (Forbes,  Sept.  22,  1986)  could  make  gold  less  rare  and 
therefore  less  of  a  safe  harbor. 

Foreign  stocks?  Well,  they  have  had  such  a  run  the  past 
four  years  that  one  wonders  how  much  higher  they  can 
climb.  Last  year  the  world's  best-performing  bourses  in 
dollar  terms  were  Spain,  up  112.8%;  Mexico,  106.1%; 
Italy,  105.9%;  and  Japan,  98.1%.  Directly  and  through 
mutual  funds,  Americans  have  more  than  $50  billion 
invested  in  foreign  shares. 

The  foreign  bull  markets  may  continue  their  stampede, 
or  they  may  not.  But  a  serious  decline  of  the  U.S.  dollar — 
an  unlikely  but  not  impossible  happening — would  bring 
especially  tough  times  to  many  foreign  companies.  Partic- 
ularly hard  hit  would  be  exporters  in  strong  currency 
countries  like  Japan  and  Germany.  After  all,  both  Toyota 
and  Mercedes  count  on  the  U.S.  for  a  major  part  of  their 
profits.  These  companies  could  find  themselves  in  the 
uncompetitive  position  faced  by  U.S.  manufacturers  dur- 


ing the  strong  dollar  days  of  the  early  1980s. 

International  bonds?  Though  few  investors  seem  to  real- 
ize it,  nearly  half  the  bonds  in  the  world  are  issued  outside 
the  U.S.,  with  annual  yields  on  government  issues  ranging 
from  13.3%  in  Australia  to  4.3%  in  Switzerland.  But  don't 
judge  a  bond  by  its  yield  alone.  American  investors  in 
Aussie  bonds  learned  that  lesson  the  hard  way  last  year. 
They  bought  Australian  government  bonds  yielding  18% 
but  got  their  comeuppance — or  comcdownance,  as  it 
were — when  the  Australian  dollar  fell  10%  against  the 
greenback.  That  cut  the  Aussie  total  return  to  below  what 
U.S.  Treasurys  were  paying. 

What  happened  to  the  Australian  bonds  illustrates  the 
flip  side  of  currency  speculation:  Currencies  can  move 
either  way.  Last  year,  while  the  DM  and  the  yen  were 
moving  up  against  the  U.S.  dollar,  the  Australian  dollar 
was  moving  down  against  it. 

So  don't  buy  the  foreign  bonds  just  on  a  current  yield 
basis.  Recently,  ten-year  Japanese  bonds  were  yielding 
5.3%,  as  against  6%  for  comparable  West  German  bonds 
and  7.2%  for  U.S.  bonds  (see  chart,  p.  100).  Yet  if  the  dollar 
drops  further,  these  Japanese  and  German  bonds  will  show 
a  higher  overall  yield  than  the  Yankee  issues.  Indeed,  it's 
hard  to  find  an  economist  these  days  who  predicts  the 
dollar  will  rise  against  the  mark  or  the  yen — unless,  of 
course,  the  Russians  invade  Western  Europe. 

Two  strong  arguments  in  favor  of  investing  through  an 
international  bond  fund  are  economy  and  diversity.  Funds 
offer  broad  diversification  because  they  generally  hold 
bonds  from  about  ten  countries,  and  the  headaches  of  daily 
currency  flux  and  other  assorted  complications  can  be  left 
to  the  portfolio  manager. 

However,  trading  strategies  differ.  One  manager  who 
likes  to  fish  for  higher  yields  is  Edward  A.  Taber  at  T. 
Rowe  Price  International  Bond  Fund.  He  holds  high-yield- 
ing bonds  from  Australia,  New  Zealand  and  even  Italy. 
One-year  governments  in  Italy  return  11.20% — and  de- 


U.S.  investments  in  foreign  stocks  and  bonds  (Sbillions) 
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against  16  currencies 
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Don't  be  fooled 


Australian  bonds  pay  13.3%  interest,  but  the  real,  or  yields  higher  than  nominal  yields.  Savvy  investors 
inflation-adjusted,  yield  is  only  3.5%.  In  Germany,  also  keep  an  eye  on  trade  performance,  one  indicator 
Japan  and  the  Netherlands  deflation  makes  real     of  a  country's' currency  outlook. 


Yields  on  ten-year  government  bonds  [~J  Nominal 
as  of  Dec.  31,  1986  ■  Real 


Trade  deficits/surpluses  as  percent  of  GNP 


spite  age-old  jokes  about  the  limp  lira,  it  has 
been  holding  up  well  lately.  With  oil  prices  firm, 
Taber  also  likes  British  government  bonds,  yield- 
ing 10.5%.  Denmark  and  Spain  could  be  next  on  his  list. 
But  Taber  hedges  his  currency  exposure  and  keeps  a  sub- 
stantial part  of  his  $100  million  portfolio  in  more  conser- 
vative investments,  Japanese  or  German  bonds. 

The  granddaddy  of  international  bond  funds  is  the  Mas- 
sachusetts Financial  International  Trust-Bond  Portfolio, 
which  last  year  had  a  total  return  of  30%.  Unfortunately, 
Mass  Financial  has  a  front-end  load  that  will  make  your 
knees  weak — 7lA%.  But  this  being  America,  the  fund's 
success  has  triggered  no  fewer  than  seven  imitators  in  the 
past  year,  many  of  which  have  low  or  no  loads  and  mini- 
mum investments  of  as  little  as  $250.  As  in  stocks,  global 
bond  funds  invest  in  the  U.S.  and  abroad,  while  interna- 
tional bond  funds  stay  outside  the  U.S. 

What  about  buying  foreign  bonds  directly?  You  don't 
have  to  invest  millions,  and  it  isn't  much  more  difficult  or 
costly  than  buying  U.S.  Treasurys.  German  bonds  can  be 
had  in  such  small  denominations  as  1,000  marks,  or  about 
$550,  compared  with  the  smallest  U.K.  bonds  commonly 


purchased  at  1,000  pounds  sterling,  or  $1,520. 
^  .         But  many  U.S.  and  foreign  banks  and  brokerages 
say  they  prefer  to  buy  foreign  bonds  for  individ- 
uals with  $50,000  or  more  to  invest. 

Most  major  bond-issuing  countries  have  tax  treaties 
minimizing  or  eliminating  foreign  taxes  for  Americans. 
Bid-asked  spreads  and  currency  conversion  costs  can  range 
from  as  little  as  0.25%  to  1%  or  more  of  a  bond's  face 
value.  That  compares  with  about  .06%  on  T  bonds.  But  if 
you  want  to  be  an  active  trader,  remember  that  in  some 
currencies  you  don't  get  the  lowest  transaction  costs  un- 
less you  move  lots  equivalent  to  about  $1  million. 

The  fourth  and  most  speculative  way  to  play  the  falling 
dollar  is  through  currency  futures.  Here's  one  way: 

Let's  say  you  want  to  invest  $70,000.  Begin  by  buying 
$65,000  of  one-year  Treasurys  paying  5.7%  and  deposit 
them  with  a  futures  broker.  With  that  much  collateral, 
you  could  enter  into  32  $2,000  futures  contracts.  But  to  be 
conservative,  let's  go  with  just  one.  The  contract  binds  you 
to  purchase  125,000  German  marks  next  year  for  $69,200. 
Then  you  deposit  $5,000  in  cash  with  the  broker,  to  be 
used  against  margin  calls  in  case  the  mark  declines. 


Economist,  speculator,  bon  vivant 


Keynes  was  to  be  recognized  as  the  most  significant 
economic  thinker  of  this  century,  but  in  1920  he 
was  nearly  bankrupt.  He  lost  money  betting  that  the 
British  pound  would  rise  and  the  German  mark  fall.  He 
was  right  long  range,  but  intermediate  fluctuations  did 
him  in.  His  debts  in  the  currency  market  at  one  point 
arc  believed  to  have  exceeded  his  total  assets,  including 
books  and  paintings.  But,  with  loans,  he  pressed  on. 
Keynes  was  nothing  if  not  cocky. 

"He  was  determined  not  to  relapse  into  salaried 
drudgery,"  wrote  Roy  Harrod  in  his  1951  biography  of 
Keynes.  "He  had  many  things  to  tell  the  nation.  And  he 


wanted  a  sufficiency.  He  must  be  able  to  take  stalls  at  the 
Russian  Ballet  whenever  he  wished — and  entertain  the 
dancers  if  that  suited  his  fancy.  He  must  be  able  to  buy  his 
friends'  pictures — and  pay  them  handsomely." 

Once  Keynes  recovered  financially,  he  invested  more 
conservatively.  His  1920  experience  taught  him  that  long- 
range  investors  need  the  financial  wherewithal  to  cover 
margin  calls  when  markets  move  against  them  in  the  short 
term.  Slow  and  steady  worked:  Between  the  years  1 924  and 
1937,  Keynes'  personal  wealth  rose  from  about  £58,000  to 
more  than  £500,000. 

By  investing  in  foreign  currencies,  commodities,  stocks 
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What  to  choose? 


Mutual  fund  firms  are  betting  that  individual  investors  will  go  for  foreign  bonds, 
just  as  they  went  for  foreign  stocks  in  recent  years.  Seven  of  these  eight  funds  were 
started  within  the  past  year,  partly  because  the  falling  dollar  is  making  foreign 
bonds  so  attractive. 


Fund  ^* 

Front  end 
load 

Size 
(Smillion) 

Total  return 
1986 

Strategy 

Massachusetts  Financial  International  Trust-Bond  Portfolio  7'/4% 

$152 

30.2% 

conservative 

Merrill  Lynch  Retirement  Global  Bond  Fund 

no  load' 

262 

3.72 

conservative 

T  Rowe  Price  International  Bond  Fund 

no  load 

180 

3.83 

conservative 

Temple  ton  Income  Fund4 

'/2-8'/25 

82 

NA 

average 

First  Australia  Prime  Income  Fund 

close  end6 

704 

-6.67 

conservative 

Global  Yield  Fund 

close  end8 

644 

8.09 

conservative 

Klein  wort  Benson  Transatlantic  Income  Fund 

no  load 

NA 

conservative 

Fidelity  Global  Bond  Fund 

no  load 

NA 

average 

'4%  back-end  load  for  withdrawals  in  less  than  a  year,  declining  to  0%  at  the  end  of  4  years.  2From  Oct.  23  to  Dec.  18.  3Quarter  ended  Dec.  31  ^Invests  in  foreign 
and  U.S.  stocks  and  bonds.  5Front-end  load  varies  depending  on  amount  invested.  Trades  on  the  Amex;  broker  commissions  apply.  ^From  July  7  to  Dec. 
31  Trades  on  the  NYSE;  broker  commissions  apply  Trom  April  24  to  Dec.  31 


What  do  you  get  back?  You  collect  5.7%,  or  $3,705 
interest  on  your  T  bills.  If  the  mark  rises  15%  against  the 
dollar,  your  futures  contract  would  increase  in  value  by 
$10,380,  minus  fees  ($100  at  one  full-service  broker).  Total 
return:  $13,985,  or  about  20%. 

The  biggest  risk  is  that,  even  if  you  are  correct  long  run, 
the  dollar  might  rise  against  you  short  run.  In  that  case  the 
broker  would  want  more  margin.  You  would  then  have  to 
decide  whether  to  cash  in  your  T  bills  to  pay  the  margin  or 
sell  your  contract  and  take  your  losses.  Technically,  you 
could  lose  tens  of  thousands  of  dollars. 

You  can,  however,  protect  yourself  to  some  degree 
against  the  risk  with  a  stop  order,  forcing  the  broker  to 
settle  your  position  if  the  mark  declined,  say,  5%  against 
the  dollar.  That  way,  if  the  mark  fell  out  of  bed  for  some 
reason,  the  T-bill  interest  should  cover  any  losses,  and 
your  $70,000  would  be  intact.  But  you  may  have  to  accept 
some  principal  loss  if  your  broker  can't  sell  your  position 
right  away.  That's  especially  true  with  sharp  overnight  or 
weekend  currency  fluctuations.  Remember,  even  Keynes 
nearly  went  bankrupt  speculating  on  thin  margin. 

For  those  more  timid  folk  who  prefer  to  stay  at  home, 


and  bonds,  he  also  made  money  for  the  National  Mutual 
Life  Insurance  Co.,  which  he  served  as  chairman  from 
1921  until  1938.  Oftentimes,  he  profited  by  going  against 
the  market  consensus. 

Fools!  That's  what  John  Maynard  Keynes  would  have 
called  Ivan  Boesky  and  other  speculators  who  rely  on 
inside  tips.  Keynes  based  his  investments  on  publicly 
available  information,  mainly  company  balance  sheets. 
Insider  information,  he  felt,  was  worse  than  useless.  In  the 
1930s  Keynes  often  remarked  that  "dealers  on  Wall  Street 
could  make  huge  fortunes  if  only  they  had  no  inside 
information." — E.A.F. 


some  U.S.  stocks  are  fair  hedges  against  a  weaker  dollar. 
Paper  companies  such  as  Westvaco  and  International  Pa- 
per should  become  much  more  competitive  with  the  dol- 
lar weak.  That  goes  for  chemical  concerns  such  as  Dow 
and  Monsanto  and  drug  companies  like  Pfizer  (see  story,  p. 
128)  and  Eli  Lilly,  too.  With  the  yen  so  strong,  Coca-Cola's 
Japanese  results  will  be  up  nearly  40%  in  dollar  terms. 
Overall,  strong  foreign  currencies  should  theoretically  add 
1 1%  to  Coke's  1986  earnings,  but  some  of  it  will  be  used  to 
expand  market  share  abroad. 

Finally,  if  you  want  to  buy  a  Japanese  TV  or  a  German 
car,  do  it  sooner  rather  than  later.  They  probably  won't  get 
cheaper.  What  about  real  estate?  There  are  some  nice  buys 
on  villas  in  Portugal.  But,  generally  speaking,  real  estate  is 
even  more  expensive  abroad  than  it  is  here.  ■ 
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ADUBOS  TREVO  S.A. 


PerdJgao  Agro  -  Industrial  S/A 

FNV  Vefculos  e  Equipamentos  S/A 

Manufatura  de  Artigos  de  Borracha  Nogam  S/A 

Massey  Peridns  S/A 

M tiller  S/A  Indiistria  e  Comercio 

S/A  Marvin 

SID  Informabca  S/A 

Indiistrias  de  Panel  Simao  S/A 

Edisa  Eletrdnica  Digital  S/A 

Cia.  Siderurgica  Bdgo-Mineira 


LIDERANQA 


RecrusulS/A 
GrazrioDJi  S/A 

Glasslite  S/A  Indiistria  de  Plasticos 
CMP  Cia.  de  Minerac^o  e  Participacoes 
DHB  Indiistria  e  Comercio  S/A 
CEMIG  Cia.  Energetica  Minas  Gerais 
Trombini  S/A  Adm.  e  Parbcipa^ao 
Seara  Industrial  S/A 
Cibran  Cia.  Brasileira  de  Annbiobcos 
IAP  S/A  Indiistria  de  Fertilizantes 


Ericsson  do  Brasil  Comercio  e  Indiistria  S/A 

Brinquedos  Mimo  S/A 

Manufatura  de  Brinquedos  Estrtla  S/A 

Sao  Braz  S/A  Indiistria  e  Comercio  de  Ahmentos 

Cruzeiro  do  Sul  S/A  Servicps  Agrees 

Fiacao  Nordeste  do  Brasil  S/A  -  Finobrasa 

Ferbbras  S/A  Adubos  e  Inseticidas 

Radrnec  Informatica  Brasileira  S/A 

Oxiteno  S/A  Indiistria  e  Comercio 

Cia  Texbl  Karsten 


CO-LIDERANQA 


Moddata  S/A  Engenharia  de  Telecomunicac.6es  e  Informitica 

Rlpasa  S/A  Celulose  e  Papel 

Moinho  Recife  S/A  Empreendimentos  e  Participajoes 

Cia.  Paulista  de  Ferro  Ugas 

Indiistrias  Madeirft  S/A 

FICAP  Ros  e  Cabos  Plasticos  do  Brasil  S/A 

ABC  XTAL  Microeletrdnica  S/A 


PARTICIPANTE 


Lojas  Hering  S/A 

Multrtel  Tecnologia  S/A 

Casa  Anglo  Brasileira  S/A 

Lojas  Amerkanas  S/A 

Trol  S/A  Indiistria  e  Comercio 

Artex  S/A  Fibrica  de  Artefatos  Texteis 

Chapeco  Avfcola  S/A 

Mlcrotec  Sistemas  Indiistria  e  Comercio  S/A 
Inbrac  S/A  Condutores  Elebicos 


Siderurgica  J.  L.  Aliperti  S/A 

Iplac  do  Brasil  S/A  Plasticos  Industrials 

Superagro  S/A  Fertilizantes  e  Inseticidas 

Cafe  Soluvel  Brasilia  S/A 

T.A.M.  Transpones  A£reos  Regionais  S/A 

PerdJgao  Alimentos  S/A 

Master  S/A  Tecidos  Plasticos 

Prometal  Produtos  Metaliirgicos  S/A 

Labra  Indiistria  Brasileira  de  Lapis  S/A 


VENTURE  CAPITAL 


A  diferenca  entre  um  projeto  e  a  real  idade . 
pode  ser  um  socio  temporario. 


Capital  de  Risco  libera  sua  empresa  da  barreira 
do  seu  crescimento 


hinilel 


■  a  A INDUSTFUA  ELETRONCA 


Assumimos  perucipa^&o  sckxilna  minontitu  cm 
DIGiTELS  A  INDUSTRIA  ELETR6NICA 


CELANESE 


Assumimos  pamcipacio  actonina  rmnontina  em 
CELANESE  BRASILEIRA  S  A 


CITICORP  INVESTMENT  BANK  BRASIL 


Avenida  Paulista  1111 
CEP  01311  Sao  Paulo 
Brasil 


Produtos  como  Underwriting.  Venture  Capital.  Fusdes  e 
Aquisicoes.  Open  Market.  CDB.  Cambio.  entre  outros.  fizeram  o 
sucesso  do  Citicorp  Investment  Bank  em  1986  Trabalhar  conosco 
pode  ser  parte  de  seu  sucesso  em  1987 


01 UM  ANO  DE  BOAS  ACOES. 


FUSOES  &  AQUISIpOES 


Empresas.algumasabaixo.  cresceram,  diversificaram  dos  candidate*  porque  conhecemos  e  irabalhamos  com  as 

ou  se  reesmiturararn  atraves  de  fusdes  ou  aquisicoes  melhores  empresas  nationals  e  intemacionais.  Estas  sao  aj- 

Encontraram  no  Citicorp  Investment  Bank ,  os  mais  qualifica-    gumas  razoes  pelas  quais  somos  lfderes  deste  mercado 


Companhia  Paulista  de  Alimentacao. 

uma  empresa  do 
Grupo  Fenicia, 
vendeu  ativos  operacionais  a 
Aymore  Produtos  Alimenticios  S.A. 


lniciamos  esia  operacao  e 


assessoramos  o  Grupo  Fenicia  na 


efetivacao  da  mesma. 


Janeiro.  1986 


CITICORPO  INVESTMENT  BANK 


United  States  Steel  Corporation 

vendeu 

Brazaco  Mapri  Industrias  Metalurgicas  S.A. 

para 

Companhia  Siderurgica  Belgo-Mineira 


lniciamos  esia  operacao  e  assessoramos  a 


United  States  Steel  Corporation 


na  efetivacao  da  mesma. 


Fevereiro.  1986 


CITICORPOINVESTMENT  BANK 


Grupo  Ferruzzi 

transferiu  o  controle  acionario  de 
Cimento  Santa  Rita  S.A. 

para  o 
Grupo  Votorantim 


Assessoramos  o 


Grupo  Ferruzzi  na  efetivacao 


desta  transacao. 


Marco.  1» 


CITICORPOINVESTMENT  BANK 


E.I.  Du  Pont  de  Nemours  and  Company 

atraves  de  sua  subsidiaria 
Du  Pont  do  Brasil  S.A. 

fundiu  sua 
Divisao  Polidura 


Tintas  Renner  S.A. 


lniciamos  esta  transacao  « 


assessoramos  a  Du  Pont  do  Brasil  S.A. 


na  efetivacao  da  mesma. 


Marco.  1986 


CITICORPOINVESTMENT  BANK 


H.  J.  Heinz  Company 

e 

Citrosuco  Paulista  S.A. 

formaram  a 

Frutsi  Alimenticia  S.A. 

lniciamos  esta  operacao  e 

assessoramos  a  H.  J.  Heinz  Compam 

na  efetivacao  da  mesma. 

Marco.  19Sd 

CITICORPOINVESTMENT  BANK 

Uma  participacao  majoritaria  em 
Industrias  Reunidas  Marilu  S.A. 

foi  realizada  mediante  subscricao  por: 

Moinho  Recife  S.A. 
Empreendimentos  e  Participacoes 

Lurima  Participacoes 
e  Investimentos  Ltda. 


lniciamos  esta  transacao 


e  assessoramos  Industrias  Reunidas 


Marilu  S.A.  na  efetivacao  da  mesma. 


Maio.  1986 


CITICORPOINVESTMENT  BANK 


Grupo  Gerdau 

atraves  da  Companhia  Siderurgica 
da  Guanabara  -  COSIGUA 
e  da 

Siderurgica  Ki-  landenseS.A. 
adquiriu  o  conii.»lc  acionario  da 
Companhia  Brasileira  de  Ferro 

e  da 

Usina  Siderurgica  Paraense  S.A. 

da 

Philipp  Brothers  Holdings,  Inc. 

uma  subsidiaria  da 

Salomon  Inc 


Assessorami 


Grupo  Gerdau  na  efetivacac 


desta  transacao. 


Junho.  19H6 


CITICORPOINVESTMENT  BANK 


Grupo  Ferruzzi 

transferiu  o  controle  acionario  de 
Transport.es  Especiais  Olimpia  Ltda. 

para  o 
Grupo  Votorantim 


Assessoramos  o 


Grupo  Ferruzzi  na  efetivar?o 


desta  transacao. 


Agoslo.  I9M6 


CITICORPOINVESTMENT  BANK 


Coca-Cola  Industrias  Ltda. 

vendeu  os  ativos  das 
suas  subsidiarias 

Aguas  Minerals  Vontobel  S.A., 


Transportadora  Amapar  Ltda. 

para 

Porto  Alegre  Refrescos  S.A. 
Transportadora  Atlanta  Ltda. 


Assessoramos 


Coca-Cola  Industrias  Ltda 


na  efetivacao  desta  transacao. 


Outubro.  de  1986 


CITICORPOINVESTMENT  BANK 


CITICORP  O  INVESTMENT  BANK 

Citicorp  Investment  Bank  e  uma  marca  rciiiMrada  do  CITICORP. 


Statistical  Spotlight 


Theorists  say  a  stock  is  worth  the  present 
value  of  all  future  dividends.  Some  practi- 
cal types  are  making  money  off  this  theory. 

Bird-in-hand 
theory 


By  Michael  Ozanian 

Is  it  possible  to  assign  a  "true" 
value  to  stocks?  Fans  of  so-called 
dividend  discount  investing  think 
they  have  just  such  a  philosopher's 
stone.  This  is  their  reasoning:  People 
buy  a  stock  to  get  the  dividends.  In- 
deed, so  goes  the  theory,  dividends  are 
ultimately  the  only  reason  to  buy  a 
stock.  Even  growth  stocks  like  Apple 
or  Genentech,  with  no  payouts,  are 


valuable  only  because  of  the  expecta- 
tion that  their  businesses  will  some- 
day mature  and  throw  off  cash  to  the 
owners. 

Because  a  dollar  of  dividends  in  the 
future  is  worth  less  than  a  dollar  to- 
day, the  dividend  stream  must  be  dis- 
counted. For  example,  the  prospect  of 
getting  a  $1  payout  in  1997  is  worth 
only  39  cents  now,  if  the  discount  rate 
is  10%  a  year.  Take  each  projected 
dividend,  discount  it  to  get  a  present 


value,  and  sum  the  numbers.  The  to- 
tal is  supposedly  what  the  stock  is 
worth  today.  This  theory  assumes 
stocks  are  not  all  that  much  different 
from  bonds,  except  that  the  dividend 
stream  is  less  predictable  than  the 
stream  of  interest  payments. 

The  dividend  discount  theory  has 
had  some  success  in  the  real  world. 
"Historically,  dividend  discount  valu- 
ation has  been  the  most  successful 
model  at  figuring  which  stocks  will 
give  an  investor  the  highest  rate  of 
return,"  boasts  George  Reid,  a  former 
mathematics  and  philosophy  profes- 
sor at  St.  Louis  University,  who 
helped  create  just  such  a  model  for 
money  manager  Sanford  C.  Bernstein 
&  Co.  in  New  York  City. 

Since  1981  Bernstein  claims  to  have 
beaten  the  market  an  average  of  5%  a 
year  using  Reid's  discount  model  as 
its  principal  tool  in  picking  stocks.  An 
independent  evaluation  by  CDA  In- 
vestment Technologies  puts  Bern- 
stein 16th  among  129  managers  for 
performance  over  the  past  five  years. 
Bernstein  &  Co.  has  been  raking  in  a 
lot  of  dough  with  its  dividend  dis- 
counting since  its  assets  under  man- 
agement have  grown  from  $800  mil- 
lion in  1981  to  over  $6  billion  today. 

Wells  Fargo  Bank  has  had  impres- 
sive results  attracting  pension  money 
with  a  dividend  discount  model.  Here 
Wells  Fargo  is  not  picking  individual 
stocks  but  simply  using  the  formula 
to  divine  when  stocks  are  cheap  rela- 
tive to  bonds. 

What  does  Bernstein's  model  cur- 
rently recommend?  Reid  won't  say,  so 
we  turned  to  Ford  Investor  Services 
for  an  illustration  of  how  this  system 
works.  Ford,  a  small  database  and 
newsletter  firm  in  San  Diego,  publish- 
es stock  picks  based  on  a  dividend 
discount  model. 

David  Morse,  author  of  the  Ford 
model,  is  not  a  purist.  Rather  than 
attempting  to  project  dividends  into 
the  distant  future,  as  Reid  does,  Morse 
takes  the  forecasting  out  only  10 
years.  In  lieu  of  summing  dividends 
for  years  1 1  through  eternity,  he  takes 
a  termination  stock  value  for  1997 
and  discounts  that  into  1987  dollars. 

To  project  dividends,  Morse  first  es- 
timates future  earnings  on  the 
strength  of  current  earnings  growth 
and  published  forecasts  from  Wall 
Street  analysts.  Then  he  assumes  that 
a  constant  proportion  of  earnings  will 
be  paid  out  as  dividends.  Morse  uses 
discount  rates  most  often  in  the  8%- 
to-10%  range,  with  higher  rates  for 


The  dividend's  the  thing 

A  company  is  worth  the  dividends  it  can  pay.  These  valuations  from  Ford 
Investor  Services  focus  on  both  current  and  projected  payouts  in  rating 
stocks.  Current  cash,  though,  counts  much  more  than  cash  in  the  future. 

Discounted 

Recent       Intrinsic  Growth  terminal 


Company  price  value1       Dividend  rate2  value3 

American  Brands  467/s  $55  $2.08  8%  $36 

Centel  605/s  70  2.50  9  46 

Conagra  30'/8  33  0.58  14  26 

Curtice-Burns  34  36  0.96  11  26 

First  Intersate  56VS  78  2.66  8  54 

First  Union  25%  36  0.68  12  29 

Limited  40  41  0.16  24  37 

Loews  65%  97  1.00  14  85 

Pratt  &  Lambert  31%  35  0.72  13  27 

Rite  Aid  35 Vx  39  0.58  16  30 

Rockwell  Intl  53%  61  1.20  12  48 

RussBerrie  33  49  0.40  20  43 

Ryland  Group  24'/2  27  0.40  13  22 


'Present  value  of  future  dividends  plus  terminal  value  (see  text  for  explanation).  ^Forecast  forecasted 
1997  value,  discounted  to  1987. 

Source  Ford  Investor  Sen  ices.  San  Diego,  Calif 


FORBES,  FEBRUARY  23,  1987 


J 


The  Privileged  Clien 
Loam 


i 


A  subsidiary  of 
Shearson  Lehman 
Brothers  Inc. 
An  American 
Express  company 


The  Boston  Company  has  a  simple 
approach  to  personal  investment 

BANKING: 

Serve  every  client  as  if  that 
client  were  our  only  client. 

to  that  end.  through  our 
subsidiary  Boston  Safe  Deposit 
and  Trust  Company,  we  offer  The 
Boston  Company  Personal  Loan. 
From  realigning  your  debt 
against  your  primary  or 
secondary  residence,  to  financing 
a  variety  of  your  financial 
requirements  at  the  best  rate. with 
imaginative  bankers  to  stretch 
your  personalized  lending  plan.* 

for  a  complete  description 
of  private  lending  at  the  boston 
Company,  contact  us  at  1-800- 
CALL  BOS  (1-800-225-5267.  Ext.  201). 

And  enjoy  the  advantages  of 
being  a  privileged  client. 

"Certain  products  may  not  be  available  in  all  states. 


THE  BOSTON  COMPANY 

Boston  Safe  Deposit  and  Trust  Company 

Member  FDIC.  An  Equal  Housing  Lender.  tsJ 


this  aircraft  is  reacting  to  things 
its  pilot  hasn't  seen  yet. 


technology:  Bendix  digital  flight 
controls,  the  first  all-digital  fly-by- 
wire  flight  control  computer  system 
in  a  production  aircraft,  will  be 
introduced  on  new  F-16C/D. 


benefit:  automated  aircraft  reac- 
ion  in  low  level  terrain-following 
2nd  other  demanding  situations, 
setter  mission  capabilities,  greater 
lexibility.  lower  life  cycle  cost, 
ess  weight. 


future:  will  be  the  basis  for 
integrated  avionics,  flight  and 
engine  controls  planned  for  new 
advanced  technology  fighters, 
will  be  standard  on  many  aircraft 
in  the  next  decade. 


Bendix  digital  flight  controls, 
one  of  the  Allied-Signal  advanced 
technologies — focused  on 
aerospace,  electronics,  automotive 
products,and  engineered  materials, 
for  facts,  call  1-800-243-8160. 


Take  a 
balanced 
approach 

to  IRA  " 
investing. 


Financial  planners  often  advise 
their  clients  to  balance  invest- 
ments between  stocks  and  more 
conservative  options.  That's  why  the 
Twentieth  Century  family  of  funds  offers 
both  stock  funds  and  income  funds  for  your  IRA. 

Choose  from  top  performers  like  Select  and  Growth  Investors  for 
your  stock  investments— they  were  named  the  #1  and  #2  no-load 
mutual  funds  in  the  country  by  Lipper  Analytical  Services  for  their 
performance  over  a  ten-year  period  ending  December  31,  1986. 

Then  balance  your  portfolio  with  U.S.  Governments,  a  conservative 
bond  fund  that  offers  high  current  income,  and  the  safety  of 
investing  in  government  securities. 

Weigh  the  balanced  approach  to  investing,  and  tip  the  scales  in  your 
favor.  Write  or  call  today  for  our  free  IRA  Information  Kit  and 
prospectus.  Please  read  the  prospectus  carefully  before  investing. 


Call  toll-free: 


1-800-345-2021 


Please  send  a  tree  prospectus  to: 


Name . 


Address 


City^ 


State_ 


Zip_ 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200^ 

No-Load,  No-Minimum  Mutual  Funds 


riskier,  debt-heavy  companies. 

Getting  a  termination  value  for  a 
company  is  straightforward,  if  some- 
what chancy.  Since  the  model  has  al- 
ready come  up  with  a  1997  earnings 
figure,  based  on  an  assumption  about 
earnings  growth,  all  that  is  needed  is  a 
price/earnings  ratio.  The  Ford  formu- 
la assumes  a  1997  P/E  equal  to  the 
inverse  of  the  discount  rate.  If  the 
discount  rate  is  8%,  for  example,  the 
1997  P/E  multiple  will  be  the  inverse 
of  8%,  or  12.5. 

The  shortcomings  of  this  system 
are  obvious.  In  estimates  of  earnings 
growth  rates  such  factors  as  competi- 
tion, technological  breakthroughs  and 
lawsuits  can't  be  fully  anticipated,  so 
future  earnings  are  guesses  at  best. 
Cautions  Barton  M.  Biggs,  chairman 
of  Morgan  Stanley  Asset  Manage- 


ment, which  uses  the  Ford  service 
only  to  suggest  which  market  sectors 
are  overpriced:  "An  analyst  can  make 
a  stock's  value  come  out  any  way  he 
wants  to  simply  by  changing  the 
growth  rates." 

The  system,  however,  isn't  sold  as  a 
precise  forecaster  of  1996  earnings  per 
share,  but  as  a  way  of  knowing  which 
stocks  are  relatively  cheap.  Signifi- 
cantly, the  model  tends  to  favor 
stocks  with  either  high  yields  or  rap- 
idly rising  dividends  (that's  how  such 
high-P/E  stocks  as  Limited  Inc.  get  on 
the  list).  The  discipline  of  discounting 
distant  returns  forces  the  analyst  to 
put  a  low  value  on  profits  that  won't 
turn  into  hard  cash  for  the  sharehold- 
er until  the  next  century.  Genentech 
and  Apple  are  rated  as  grossly  over- 
priced, tobacco  stocks  as  bargains. 

The  table  fp  104).  of  stocks  that  the 
dividend  model  rates  among  the  best 
buys,  shows  the  key  components  that 
go  into  calculating  an  intrinsic  value. 
The  exercise  makes  a  mathematical 
case  for  buying  American  Brands.  But 
no  computer  can  discount  for  the  pos- 
sibility that  the  courts  will  rule 
against  the  tobacco  industry  in  one  of 
those  product  liability  suits.  ■ 
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Smart  Assertive.  Worldly  and  wise.  The  Economist's  decidedly 
international  perspective  on  politics,  business,  and  finance 
suits  its  half  -million  American  readers.  Week  in  and  week  out 


The  most  respected  newsweekly  in  the  world, 

1©  Rockefeller  Plaza,  New  York.  212/541-5730 


IHE  POWER  I 


Airlines  have  universally  discovered  they  can  count 
on  the  promises  that  go  with  a  General  Electric 
powerplant  And  there's  no  better  example  than  our 
newest  widebody  engine — the  CF6-80C2. 

During  certification,  the  *80C2  demonstrated  a  13.6% 
improvement  in  fuel  efficiency  over  flight  test  perform 
mance  of  the  predecessor  engine  — exacdy  as  promised. 

A  NEW  RECORD. 

In  airline  operations,  the  engine  has  built 
an  unsurpassed  record  of  reliability.  During  its  first  year 


i>arl  of  General  £iectrk  .  mpary.  01U3M 


;  A  PROMISE. 

of  revenue  service,  the  CF6-80C2  experienced 
not  a  single,  engine-caused  shop  visit,  which  is  extra- 
ordinary in  a  new  engine.  In  fact,  at  one  year  of 
service,  the  -80C2  had  the  best  record  for  reliability 
(in  its  thrust  class)  of  any  commercial  transport 
engine  in  history. 

We  believe  this  kind  of  performance  is  the 
inevitable  result  of  an  attitude:  Promises  should  not  be 
just  a  matter  of  good  intentions. 

Promises  are  meant  to  be  commitments.  PROMISES  COUNT. 


Numbers  Game 


Behind  many  balance  sheets  there  looms  a 
liability  no  one  dares  calculate. 


The  silent  killer 


By  Laura  Jereski 

Are  you  thinking  of  taking  over 
a  company;  Before  you  move, 
i  read  this  sorry  saga  of  Martin 
Dubilier,  60.  His  Clayton  &  Dubilicr, 
the  leveraged  buyout  firm,  took  Uni- 
royal  private  for  around  $  1  billion  two 
years  ago. 

Says  Dubilier:  "If  we  had  known 
what  we  were  getting  into,  we  would 
never  have  done  the  Uniroyal  deal." 

What  Dubilier  didn't  know  when 
his  firm  took  Uniroyal  private  was 
that  the  venerable  tire  company  was 
shouldering  a  liability  that  didn't 
show  up  even  after  fairly  careful  scru- 
tiny. It  could  ultimately  run  as  high  as 
$600  million. 

Like  four  out  of  five  large  compa- 
nies, Uniroyal  had  promised  as  part  of 
its  employee  and  retirement  benefits 
package  to  absorb  nearly  all  employee 
medical  costs  that  Medicare  didn't 
cover.  Coverage  ranged  from  doctors' 
visits  to  long-term  hospital  care.  Such 
promises,  made  with  increasing  fre- 
quency over  the  past  20  years,  used  to 
come  cheap.  But  rising  health  care 
inflation  is  leaving  companies  with 
an  ever-growing  problem  instead.  Es- 
pecially companies  as  old  and  as  big  as 
Uniroyal,  which  had  27,000  current 
and  retired  workers. 

Clayton  &  Dubilier  had  planned  to 
liquidate  Uniroyal.  The  7,500  em- 
ployees of  divisions  that  had  been 
shut  down  feared  their  benefits  would 
be  lost.  So  they  sued  to  protect  them. 
Other  past  and  current  Uniroyal  em- 
ployees joined  the  suit,  which  wound 
up  costing  Clayton  &  Dubilier  $75 
million,  plus  a  portion  of  Uniroyal's 
future  cash  flow.  And  the  mess  isn't 
cleaned  up  yet.  As  more  workers 


reach  retirement  age,  the  liability 
could  grow,  and  Clayton  &  Dubilier 
could  be  on  the  hook  for  even  more. 

How  could  anyone  ignore  such  ex- 
posure? Given  the  accounting  treat- 
ment accorded  the  benefits,  it's  easy: 
There  is  absolutely  no  requirement 
that  companies  disclose  these  liabil- 
ities to  shareholders  or  anyone  else. 
Many  firms  even  claim  that  obliga- 
tions of  this  sort  are  not  real  liabilities 
at  all,  though  the  courts  have  over- 
whelmingly disagreed  with  them. 

The  amounts  involved  are  huge — as 
much  as  $25,000  per  retiree,  accord- 
ing to  Coopers  &.  Lybrand.  Industry 
numbers  are  lacking,  but  Metropoli- 
tan Life  Insurance  believes  the  na- 


tion's 500  biggest  firms  have  up  to 
$300  billion  in  liabilities  that  do  not 
appear  anywhere  on  the  books. 

Accountants  say  the  most  impor- 
tant reason  these  liabilities  don't  ap- 
pear is  the  impossibility  of  quantify- 
ing the  ultimate  exposure.  The  ac- 
countants are  thwarted,  they  say,  by 
difficulties  in  establishing  future 
health  costs,  future  Medicare  bene- 
fits, future  interest  rates  and  so  on. 

Yet  simply  ignoring  a  problem 
doesn't  make  it  go  away,  and  the 
health  benefits  time  bomb  is  already 
causing  grief  in  acquisition  and  dives- 
titure discussions.  "This  is  an  issue 
negotiated  with  some  intensity,"  un- 
derstates mcrgers-and-acquisitions 
lawyer  Arthur  Fleischer  of  Fried, 
Frank,  Harris,  Schriver  &.  Jacobson. 

Take  the  recent  buyout  of  Armco 
Inc.'s  construction  division  for  about 
$100  million.  At  the  last  minute,  ne- 
gotiations turned  to  these  benefits. 
"Everyone  considered  health  benefits 
a  straggler  issue  until  we  sat  down 
and  calculated  what  they  were,"  says 
William  Wagner,  the  Smith  Barney 
managing  director  representing  the 
buyers.  In  the  end,  because  of  the  li- 
ability Armco  had  to  chop  the  price  by 
around  10%. 

The  question  of  who  winds  up  with 
such  liabilities  in  takeovers  and  lever- 
aged buyouts  is  entirely  dependent  on 
the  terms  of  the  deal.  "If  it's  a  stock 
transaction,  then  you  have  pretty 
much  bought  everything  the  corpora- 
tion has,"  explains  William  Scogland, 
a  partner  with  Jenner  &  Block,  which 
has  a  large  benefits  law  practice.  "But 
if  it's  an  asset  purchase,  a  well-drafted 
agreement  will  specify  which  liabil- 
ities have  been  undertaken." 

Yet  it  is  easy  to  make  a  mistake. 
Companies  just  pay  the  bills  as  they 
come  in — treating  these  benefits  as 
annual  expenses,  not  as  offsets  to 
long-term  liabilities. 

Take  Loral  Corp.'s  pending  $640 
million  stock  purchase  of  Goodyear 
Aerospace.  Until  Forbes  called,  Loral 
Chairman  Bernard  Schwartz  was  un- 
aware of  the  size  of  the  health  care  bill 
the  company  could  face  from  the  divi- 
sion's 3,800  current  retirees.  It  could 
cost  upwards  of  $30  million  over  the 
next  couple  of  decades.  "It  is  not  an 
issue  that  has  come  to  my  attention," 
says  Schwartz,  adding  after  a  long 
pause,  "This  may  have  been  handled 
at  a  different  level." 

With  an  aging  work  force  and  rising 
health  costs,  the  problem  can  only  get 
worse.  The  Financial  Accounting 
Standards  Board  is  now  venturing 
timorously  into  uncharted  territory, 
but  it  will  take  years  before  anything 
comes  of  that.  ■ 
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LAST  YEAR,  when  Rhode  Island 

celebrated  its  350th  birthday,  an  artist  was 
asked  to  draw  what  he  thought  the  state 
might  look  like  after  another  350  years.  He 
drew  a  picture  of  Benefit  Street  in  Provi- 
dence, one  of  America's  oldest  streets, 
showing  it  unchanged  from  the  way  it 
looks  today. 

The  artist  may  be  right.  There  are 
some  things  Rhode  Islanders  don't  want  to 
change.  The  burst  of  investment  that  has 
transformed  Rhode  Island's  economy  in 
the  recent  past  has  restored,  not  torn 
down,  its  architectural  heritage.  Of 
course,  century-old  red-brick  woolen 
mills  with  bell  towers  often  contain  con- 
dos  or  restaurants  or  computer-soft- 
ware companies,  but  the  look  of  the  past  is 
intact.  It  is  in  this  spirit  that  Providence  is 
now  in  the  process  of  moving  two  rivers 
back  where  they  were  before  the  rail- 
roads had  them  rechanneled  a  century 
ago.  The  river  relocation  is  part  of  a  $100 
million  Capital  Center  Project,  which  is 
both  beautifying  the  city  and  attracting 
major  commercial  development. 

Rhode  Island  has  also  taken  full  ad- 
vantage of  the  potential  in  the  huge  naval 
bases  on  Narragansett  Bay  that  were 
abandoned  by  the  U.S.  Navy  in  1974.  The 
Quonset  Point  Naval  Air  Station's  3,000 
acres  have  been  converted  into  the  largest 
and  best-equipped  industrial  park  in 
New  England.  Even  with  the  nuclear  sub- 
marine hull  fabrication  facilities  of  Gen- 
eral Dynamics'  Electric  Boat  Division  and 
69  other  companies  employing  a  total  of 
7,200  people  at  the  park,  Quonset  Point 
has  ample  room-350  acres -for  many 
more.  And  it  is  configured  to  accommo- 
date both  large  and  small  industry. 

In  light  of  Rhode  Island's  history,  it 
should  not  be  surprising  that  the  smallest 
state  should  have  the  largest  industrial 
park -or,  for  that  matter,  the  largest  collec- 
tion of  industrial  parks  and  available 


industrial  property  for  any  area  its  size.  To 
be  precise,  Rhode  Island  has  18  devel- 
oped industrial  parks,  three  owned  by  the 
state. 

Despite  the  fame  of  Newport  as  a 
yachting  and  resort  city,  despite  the  recre- 
ational delights  of  Narragansett  Bay  and 
the  ocean,  including  roughly  100  beaches, 
Rhode  Island  is  first  and  foremost  an 
industrial  state-and  always  was.  America's 
Industrial  Revolution  began  in  Rhode 
Island  when  the  first  cotton  mill  machin- 
ery was  installed  in  Pawtucket  in  1790. 
(The  mill  still  stands,  handsomely  re- 
stored as  a  museum.) 

In  time,  textile  manufacturing  led  to 
making  textile  machinery,  then  to  ma- 
chine tools  and  then  to  steam  engines  to 
replace  water  power.  The  skilled  metal- 
workers drawn  to  Rhode  Island  turned 
to  making  everything  from  nuts  and  bolls 
to  jewelry.  In  all  of  those  industries, 


America's  Industrial  Revolution  began 
at  Slater  Mill  in  Pawtucket  in  1 790. 


WE  MAKE 
DOINC 
BUSINESS  IN 
RHODE  ISLAND 
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Rhode  Island  may  be  small, 
but  it's  big  on  skilled  labor  and 
productivity.  That's  why  moving 
your  business  here  is  such  a 
bright  idea. 

At  Narragansett  Electric, 
we've  worked  with  the  govern- 
ment and  the  business  commu- 
nity to  encourage  a  climate  of 
economic  renaissance  through- 
out the  state. 

So  move  your  business  to 
Rhode  Island.  It's  an  idea  whose 
time  has  come. 

Q  Narragansett  Electric 

PiJting  your  needs  first. 
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Rhode  Island  led  the  nation  for  roughly  a 
century,  and  it  became  not  only  the  most 
industrialized  state,  but  also  the  most  pop- 
ulous per  square  mile. 

It's  a  heritage  that  is  relevant  today. 
The  industrial  wealth  of  those  decades  has 
helped  make  Rhode  Island,  among 
many  other  things,  a  capital-rich  commer- 
cial banking  center  of  long  standing, 
geared  to  serve  business  large  or  small. 

The  state  is  also  a  renowned  enclave 
of  higher  education,  with  a  dozen  colleges 
and  universities,  including  the  Universi- 
ty of  Rhode  Island,  Brown  University, 
Rhode  Island  School  of  Design,  Provi- 
dence College,  Bryant  College,  Communi- 
ty College  of  Rhode  Island,  Roger  Wil- 
liams College  and  Johnson  &  Wales -all  of 
which  are  resources  for  skilled  manag- 
ers and  diverse  specialists  for  industry. 
URI's  graduate  programs  in  business  ad- 
ministration, marine  science,  pharmacy 
and  automated  manufacturing  are  na- 
tionally recognized,  as  are  Brown's  medi- 
cine and  engineering  programs. 

Rhode  Island's  work  force  is  also  a 
legacy  of  the  state's  industrial  and  cultural 


past.  Waves  of  immigration  that  crested 
before  the  Depression  brought  to  Rhcxie 
Island  skilled  and  hardworking  Europe- 
ans anxious  to  improve  their  lives.  Many  of 
today's  Rhcxie  Islanders  are  second-  and 


Rhode  Island  is  a  renowned  enclave 
of  higher  education.  Brown  University 
is  one  of  the  state's  leaders,  with 
nationally  recognized  programs  in 
medicine  and  engineering. 


«,  16, 1987 


Sincere^ 


Sincerely.       fj  ^ 


Thank  you  Rhode  Island  for  providing 
the  environment  and  people  that  have  allowed  us  to  enjoy 
over  1 50  years  of  leadership  in  property  insurance. 


Allendale  Insurance 

Over  150  years  of  progress  and  stability. 

Allendale  Park,  Johnston,  Rhode  Island  02919 


When 
American 
Airlines 
gives  thanks, 
it  goes 
first  class* 

American  Airlines  knows  that 

recognizing  excellence  is 
one  ticket  to  success.  That's  why 
it  gives  valued  associates  Cross 

writing  instruments.  Cross 
will  accurately  reproduce  your 
corporate  emblem  and  provide 

personalized  engraving.  For 
our  business  gift  catalog,  write 
A.T.Cross,  171  Albion  Road, 

Lincoln,  RI  02865  on  your 
company  letterhead. 
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third-generation  Americans  with  tradi- 
tional values,  including  a  strong  work 
ethic.  Employers  extol  the  loyalty  and 
pride  Rhode  Islanders  bring  to  their 
jobs.  The  largest  employer  is  Electric  Boat, 
with  some  5,800  employees.  "Much  of 
what  we  have  been  able  to  accomplish," 
says  General  Manager  William  W.  Ben- 
nett, "has  been  due  to  the  high  quality  of 
the  work  force." 
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The  state's  infrastructure  is  also 
geared  to  serve  long-standing  industrial 
areas.  Railroad  lines  and  sidings  serve 
most,  while  Interstate  Routes  95, 195  and 
295  are  efficient  highway  links  that  put 
Rhode  Island  within  a  day's  drive  to  a  third 
of  the  U.S.  population.  T.F.  Green  Air- 
port offers  a  hassle-free  terminal  (even 
with  a  34  percent  increase  in  flights  in 
1986)  for  direct  service  to  36  cities 
through  1 1  airlines.  A  Narragansett  Elec- 
tric power  plant  supplements  the  New  En- 
gland grid  in  peak  periods,  and  Ocean 
State  Power,  a  consortium  of  utilities,  re- 
cently chose  northern  Rhode  Island  as 
the  site  for  two,  233-megawatt  plants  uti- 
lizing natural  gas  from  Canada.  The  Scit- 
uate  Reservoir,  which  serves  Providence 
and  environs,  is  one  of  New  England's 
most  abundant  high-quality  water  re- 
sources. Narragansett  Bay  has  several 
deep-water  ports  including  substantial  fa- 
cilities at  Providence  and  the  Quonset 
Point  Industrial  Park,  while  Quonset  itself 
boasts  an  airfield  with  an  8,000-foot  run- 
way. 


Narragansett  Bay  has  several  deep- 
water  ports  with  substantial  facilities 
such  as  those  pictured  at  the  Port  of 
Providence.  The  facility  is  one  of  the 
largest  ports  for  importing  foreign 
cars  in  the  United  States. 


In  short,  the  essential  ingredients  of 
commercial  and  industrial  opportunity 
are  well  established  in  Rhode  Island 
And  they  are  complemented  by  a  social 
and  cultural  atmosphere  that  is  called 
the  "Rhode  Island  lifestyle."  It  includes  the 
presence  of  music  and  theater  in  abun- 
dance; excellent  health  care  facilities  that 
include  more  than  a  score  of  hospitals, 
several  of  which  are  teaching  hospitals 
linked  with  the  distinguished  Brown 
University  medical  school;  a  historical  re- 
spect for  public  education  that  dates 
from  1800  and  is  reflected  in  high  levels  of 
spending  for  educational  programs;  the 


Land's  End  in  Newport  is  an  exam- 
ple of  the  scenic  beauty  that  attracts 
the  state's  residents  and  vacationers 
from  other  parts  of  the  country  to  the 
Rhode  Island  coastline. 


The  Arcade,  a  renovated  shopping 
center  in  downtown  Providence,  is  one 
of  the  oldest  of  such  developments  in 
the  United  States. 

great  variety7  of  available  housing,  from 
urban  to  suburban  to  rural,  yet  close  to 
everything,  including  Narragansett  Bay, 
which  blooms  with  sailboats  at  the  end 
of  the  workday.  The  traffic  jams  associated 
with  commuting  in  America's  metropol- 
itan areas  are  absent  from  Rhode  Island. 

These  features  are  not  new,  but  the 
state's  prosperity7  today  is  also  very  much 
the  result  of  recent  developments,  cre- 
ating what  William  Bennett  of  Electric  Boat 
calls  "an  increasingly  supportive  busi- 
ness climate." 

In  the  past  two  years,  Rhode  Island's 
economy  has  grown  faster  than  the  nation- 
al economy,  and  faster  than  ever  before 
in  modern  times.  Perhaps  the  reason  is 
that  Rhode  Island,  a  state  small  enough 
and  cohesive  enough  to  reach  a  consen- 
sus, did  just  that:  it  decided  to  revise, 
reform  or  remove  the  outmoded  laws  that, 
while  appearing  to  protect  labor,  had 
formerly  discouraged  job-producing  in- 
vestment. Voters  elected  an  experienced 
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There's  No  Better  Sign  Of  Our  Cbmrnitment 

To  Rhode  Island. 


Hospital  Trust  has  been 
serving  the  needs  of  the  people 
of  Rhode  Island  for  120  years. 
Our  Rhode  Island  Banking 
Group  provides  a  wide  range  of 
consumer  products  and  services 
to  more  than  half  the  banking 
public  in  our  state. 

Our  Corporate  Banking 
Group  is  a  leading  lender  to  the 
middle  market  companies,  while 


we  dominate  the  marketplace 
in  small  business  lending. 

For  specialized  financial 
management  services,  Rhode 
Islanders  traditionally  turn  to 
our  Investment  Management  & 
Trust  Group  with  its  enviable 
record  of  responsible,  reliable 
performance. 

On  an  international  level,  our 
Precious  Metals  Group  is  one 


of  the  nation's  largest  suppliers 
of  industrial  gold. 

If  you're  doing  business  in 
Rhode  Island,  talk  to  Hospital 
Trust -the  bank  that  has  made 
a  long-term  commitment  to  the 
Ocean  State. 

Hospital  Trust 


A  BANK  OF  BOSTON  COMPANY 
One  Hospital  Tnist  Plaza,  Providence.  RI  02903  Member  FDIC 
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businessman,  Edward  D.  DiPrete, 
as  governor,  and  his  pro-business  plat- 
form received  strong  bipartisan  support 
in  the  General  Assembly. 

As  a  result,  in  the  space  of  two  years, 
the  state: 

■  Reduced  personal  income  taxes. 

■  Built  state  aid  for  local  education  to 
alleviate  property  taxes. 

■  Began  a  phaseout  of  the  state's  es- 
tate tax. 

■  Repealed  the  gift  tax. 

■  Streamlined  workers'  compensa- 
tion procedures  to  achieve  faster  settle- 
ments and  reduce  costs  to  employers 
and  the  state. 

■  Repealed  or  reduced  special  busi- 
ness taxes,  such  as  those  on  petroleum 
and  telephone  companies. 

■  Restructured  the  state's  unemploy- 
ment compensation  system  to  the  benefit 
of  steady  employers,  which  saved  busi- 
ness $10  million  last  year. 

■  And,  above  all,  repealed  the  strik- 
ers' benefits  law,  replacing  it  with  one 
of  the  most  progressive,  pro-business 
laws  in  the  nation.  The  strikers'  benefits 
law  had  long  been  taken  as  a  symbol 

of  the  state's  antibusiness  stance  and 
its  repeal  removed  the  last  obstacle  to 
making  Rhode  Island  truly  competitive 
with  the  nation's  most  hospitable  states 
for  industry. 
To  make  government  itself  part  of  the 
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solution,  Governor  DiPrete: 

■  Reduced  the  size  of  state  govern- 
ment and  restructured  key  operations.  His 
goal  is  to  reduce  the  government  's  work 
force  an  additional  10  percent  in  the  next 
two  years. 

■  Installed  a  businessman,  Louis  Faz- 
zano,  as  director  of  Economic  Develop- 
ment. It's  a  first  in  Rhode  Island,  and  a 
rarity  around  the  country. 


The  Quonset  Point  Naval  Air  Station's 
3,000  acres  have  been  converted 
into  the  largest  and  best -equipped 
industrial  park  in  New  England.  Despite 
the  presence  of  large  employers  such 
as  the  Electric  Boat  Division  of 
General  Dynamics,  the  park  has  ample 
room — 350  acres — for  many  more, 
and  is  configured  to  accommodate 
both  large  and  small  industry. 


■  Created  a  state-local  coordinating 
council  to  foster  cooperation  in  economic 
development,  and  established  a  Munici- 
pal Development  Fund  to  provide  up  to  $1 
million  to  help  communities  expand 
services  in  local  industrial  parks. 

■  Created  a  Business  Action  Center 
within  the  Department  of  Economic  De- 
velopment to  provide  one-stop  assis- 
tance or  information  for  small  business;  it 
received  more  than  2,500  calls  in  its  first 
year. 

■  Established  an  innovative  state 
Business  Investment  Fund,  which  uses 
state  pension  funds  to  make  low-inter- 
est, fixed-rate  loans;  in  its  first  year  it  made 
16  loans  totaling  more  than  $2.4  million. 

The  spirit  and  letter  of  these  changes 
have  already  paid  off  in  record-level  new 
investment  and  development  in  Rhode 
Island.  In  two  years,  construction  awards 
totaled  $1.4  billion;  the  Rhode  Island 
Port  Authority  and  R.I.  Industrial  Facilities 
Corp.  financed  42  projects  for  a  total  of 
$101  million,  and  the  Ocean  State  Busi- 
ness Development  Company  financed 
16  more  for  $13  8  million;  and  the  state 
leased  or  sold  78  acres  at  its  three  indus- 
trial parks. 

As  a  result,  employment  increased  to 
a  record  427,600  during  1986,  the  unem- 
ployment rate  fell  in  midyear  to  3  3  per- 
cent, lowest  in  the  nation;  and  average 
hourly  earnings  rose  to  $7.99,  highest  in 
the  state's  history.  Even  so,  Rhode  Island 
wages  remain  below  those  of  most  oth- 
er New  England  states,  and  significantly 
below  those  of  Massachusetts,  Connect- 
icut and  New  York.  Although  the  rediscov- 
ery of  Rhode  Island  has  narrowed  the 
disparity,  the  state  remains  a  favorable  al- 
ternative to  its  industrial  neighbors  in 
terms  of  wages -and,  for  that  matter,  most 
other  costs  of  doing  business. 

Average  industrial  power  costs  are 
from  20  to  50  percent  lower  in  Rhode 
Island  than  in  New  York,  Connecticut,  or 
Massachusetts. 

Average  industrial  space  costs  $3  75 
per  square  foot  in  Rhode  Island,  versus 
$5  75  in  metropolitan  Boston,  $4.75  in 
the  Hartford  area  and  $6.75  in  New  York. 

The  cost  of  the  average  home  in  Prov- 
idence has  risen  sharply  to  $84,400.  But  in 
the  Boston  area  the  average  home  costs 
nearly  twice  as  much,  or  $156,200;  in  the 
Hartford  area  it's  $127,600  and  in  the 
New  York  City  area,  $160,000. 

Only  12  percent  of  the  private  sector 
work  force  is  unionized  in  Rhode  Island, 
well  below  the  national  average  of  18 
percent. 


THE  RESURGENCE 

of  Rhode  Island  has  created  a  highly  diver- 
sified industrial  base.  The  state's  tradi- 
tional industries -textiles,  machinery,  jew- 
elry, boat-building  and  fishing -are 


Gorham  is  Gifts  that  mean  business. 


more  nan  the  thought  that  counts.  And  Gorham  says  you  value 
ne  ei  ioi  igh  to  give  a  gift  of  lasting  beauty  From  a  masterpiece 
classic  crystal  box  For  your  Gorham  Corporate  Gift 
write:  Gorham,  PO  Box  6150-BGI,  rnpn.,,, 
II  02940.  Gorham  is  the  answer. 


GORHAM 


The  dace 
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Rhode  Island  is  our  home.  It's  a  great  place 
to  live  and  work. 

To  make  it  even  better,  we're  dedicating  mil- 
lions of  dollars  to  support  and  enhance  Rhode 
Island's  business  climate.  We've  installed  a  100% 
digital  interoffice  network,  placed  over  3,000 
miles  of  fiber  optic  cable  and  invested  in  the  most 


advanced  electronic  switching  systems. 

So  come  to  Rhode  Island,  where  New  Eng- 
land Telephone  makes  it  quicker  and  easier  than 
ever  to  do  business  by  phone.  And  that's  only 
right.  After  all,  Rhode  Island  is  our  home,  too. 

We're  the  one  for  you  New  England. 


New  England  Telephone 


A  MVNEX  Company 
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reduced  from  their  former  size,  but  many 
old  and  new  companies  in  these  fields 
have  successfully  specialized  and  are  en- 
joying healthy  growth. 

The  diversity  and  quality  of  the  state's 
industrial  base  is  exemplified  by  scores  of 
well-known  companies  covering  a 
broad  spectrum.  The  list  includes  A.T. 
Cross,  the  internationally  known  maker 
of  writing  instruments;  Hasbro,  Inc.,  the 
world's  largest  toymaker,  Gorham,  the 
renowned  silversmiths;  Adams  Drug  and 
CVS,  two  major  drugstore  chains;  Tex- 
tron, the  textile  firm  that  became  one  of 
the  nation's  foremost  diversified  com- 
panies; Brown  and  Sharpe,  a  leader  in 
metrology;  and  GTECH,  the  largest 
maker  of  lottery  systems.  Rhode  Island  is 
U.S.  headquarters  for  two  British  con- 
glomerates, BTR  and  Cookson  America; 
the  country's  largest  importer  (through 
the  port  at  Quonset)  of  Saab  and  Mitsubi- 
shi autos;  headquarters  for  several  ma- 
jor insurance  companies,  including  Allen- 
dale and  Arnica;  and  the  site  chosen  by 
AT&T  for  its  Northeastern  regional  cus- 
tomer-service center.  Bostitch,  a  divi- 
sion of  Stanley  Tools  that  makes  staplers, 
recently  announced  plans  for  a  new 
plant  at  Quonset  Point,  noting  that  im- 
provements in  the  state's  business  cli- 
mate were  a  prime  factor  in  its  decision. 

At  the  same  time,  the  state  has  proved 
increasingly  attractive  to  high-technology 
companies,  and  all  parts  of  the  state  have 
shared  in  the  growth  of  this  sector.  The 
reasons  are  not  obscure.  Rhode  Island's 

border  is  less  than  i  

30  miles  from 
Boston's  famed 
technology  high- 
way, Route  128, 
and  the  cost  ad- 
vantages, availa- 
bility of  sites  and 
excellent  labor, 
pool  have  not 
gone  unnoticed 
in  metropolitan 
B(  >ston.  As  a 
result,  startups  and  assembly  plants 
have  sprouted  in  Northern  Rhode  Island. 
Cir-Con  Technologies,  a  maker  of  cir- 
cuit boards,  recently  began  operations  in 
Woonsocket-and  got  1,200  applicants 
for  300  positions.  Post-Tron  Systems,  a  re- 
tail computer-systems  integrator,  recy- 
cled a  Pawtucket  factor)'.  President  Gia- 
como  D.  Catucci  says  the  company's 
move  from  greater  Boston  has  been 
so  advantageous,  "We've  doubled  our 
profits." 

Meanwhile,  the  presence  of  the  Naval 
Underwater  Systems  Center  in  Newport,  a 
significant  defense  unit  for  research,  has 
helped  make  Aquidneck  Island  a  high- 


Some  politicians  just 
mate  promises 
to  the  business  community 

This  Governor 
made  things  happen. 


Before  he  was  elected,  Ed  DiPrete  said  he  was 
going  to  make  Rhode  Island  a  great  place  to  do 
business.  And  he's  come  through. 

For  instance. 

In  the  past  two  years,  the  business 
environment  has  improved  so  much 
that  Rhode  Island  has  shown  the  big- 
gest single  rating  increase  in  the 
Grant  Thornton  study. 

The  tax  burden  has  been 
reduced  by  more  than  $125  million 
annually.  And  a  number  of  new,  pro- 
business  programs  are  in  place  and 
at  work. 

The  number  of  jobs  has  reached 
record  highs.  And  the  unemployment 
rate  has  dipped  to  record  lows. 

In  1985, construction  awards  were  up 
45%  versus  1984. 


As  a  result  of  these  and  many  other  changes, 
Governor  DiPrete  was  elected  Rhode  Island 

Businessperson  of  the  Year  by  Ocean  State 
Business  Magazine. 

And  a  bi-annual  public  opinion 
poll  shows  public  confidence  in  our 
financial  future  at  a  record  high. 
If  you'd  like  to  get  your  busi- 
ness rolling  in  a  great  business 
environment,  call  Governor  Ed 
DiPrete  at  401-277-2080  and  talk 
to  him  any  time. 


RHODE  ISLAND 


) 


The  better  business  state. 

7  Jackson  Walkway,  Providence,  RI 02903 


Plenty 

of  natural  gas, 

special 
big  user  prices. 

We  invite  new  business  into  the 
Ocean  State  with  innovative,  special 
rates  for  dual-fuel  customers,  summer 
air  conditioning  and  cogeneration, 
backed  by  a  139-year  tradition  of 
reliable  service  to  the  area.  For 
more  information,  just  call  our  Jim 
McVey  of  Marketing  Services  at 
(401)738-5970. 


A  wholly  owned  tubiiditry 
ol  Providence  Energy  Corporation 


Providence  Gas  Co./Marketing  Services 
11 0  Jefferson  Boulevard 
Warwick,  Rhode  Island  02888 


The  University 
of  Rhode  Island 

Your  Partner  in 
Science  and 
Technology 

URI's  internationally 
recognized  research, 
totalling  $26  million 
annually,  ranges  from 
business  development 
and  manufacturing  engi- 
neering systems  to  ex- 
tending the  shelf  life  of 
fish  products  and  im- 
proving drug  delivery 
systems,  to  name  a  few. 

Let  our  experts  be  your 
business  resource.  For 

more  information,  call 
(401)  792-2444. 
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Downtown  Providence  is  a  busy  commercial  center.  Two  major  developments 
including  office  and  retail  space  are  currently  under  way.  Major  highways,  a  train 
station  and  a  nearby  airport  make  the  city  a  convenient  destination  for  business 
travelers. 

technology  hub,  with  more  than  60  elec- 
tronics-related firms  employing  8,000, 
and  growing  rapidly. 

Recognizing  that  the  University  of 
Rhode  Island  and  Brown  University  are 
strong  suits  in  attracting  high-technol- 
ogy industry  to  the  state,  Governor  Di- 
Prete  in  1985  moved  to  encourage  the 
development  of  commercial  opportuni- 
ties out  of  research  programs  for  which 
the  two  schools  annually  attract  more  than 
$60  million  in  funding.  With  $2  million 
in  seed  money  from  the  Rhode  Island  Port 
Authority,  the  governor  established  the 
Rhode  Island  Partnership  for  Science  and 
Technology,  a  program  linking  business 
and  university  projects.  To  date  it  has 
funded  five  joint  ventures,  in  metallur- 
gy, biomedicine  and  fish  processing. 


Peter  Dewhurst  (left)  and  Geoffrey 
Boothroyd  (right),  both  professors  of 
industrial  and  manufacturing  engi- 
neering at  the  University  of  Rhode  Is- 
land (URI),  demonstrate  a  portion 
of  a  robotics  system  that  they  de- 
signed. URI's  programs  in  robotics 
and  other  areas  are  nationally 
recognized. 


RHODE  ISLAND'S  UNUSUALLY  COMPETITIVE  BANKING  SECTOR 

is  led  by  several  well-established  institutions  that  financed  the  industrialization  of  the 
state  in  the  last  century  and  are  major  factors  in  the  resurgence  of  its  economy  today. 
The  five  largest  banks  have  assets  totaling  more  than  $12  billion,  and  the  mergers  that 
have  resulted  from  New  England  interstate  banking  have  increased  the  resources 
available  to  Rhode  Island  business  investment. 

R.I.  Hospital  Trust,  for  example,  which  dates  from  1867,  is  now  part  of  Bank  of 
Boston,  New  England's  largest  bank  by  far,  with  assets  of  more  than  $32  billion. 
Already  an  aggressive  leader  in  lending  to  small-  and  middle-market  companies  in 
the  Rhode  Island  area,  Hospital  Trust  now  teams  up  with  its  parent  to  finance  local 
projects  of  any  scope.  Working  together,  they  have  financed  more  than  $50  million 
in  construction  now  underway  in  Rhode  Island. 

Says  Alden  M.  Anderson,  president  of  Hospital  Trust: 
"Industry  coming  to  Rhode  Island  will  find  a  highly  professional 
and  knowledgeable  banking  community,  with  an  important 
stake  in  the  economic  growth  of  the  state.  At  Hospital  Trust, 
we're  committed  to  meeting  industry'  needs  in  our  marketplace." 
Alden  M.  Anderson 
President 
RI.  Hospital  Trust. 


Cookson  America 


okson  America,  Inc.,  a  subsidiary  of  Cookson  Group  pic  in  London,  England,  is  a 
nufacturer  of  specialized  industrial  materials  for  a  wide  range  of  industries. 

okson  America  understands  that  its  contribution  to  progress  and  change  is  dependent 
on  each  and  every  individual  within  its  organization.  By  respecting  the  people  we  serve, 
well  as  the  environment  in  which  we  operate,  Cookson  America  believes  that  a  healthier 
i  more  productive  condition  exists  for  long  term  growth. 

e  State  of  Rhode  Island,  with  its  historic,  cultural,  business  and  recreational  facilities, 
>vides  Cookson  America  with  an  abundance  of  resources  to  grow  an  entrepreneurial 
npany.  Our  employees  enjoy  this  nurturing  atmosphere,  allowing  them  as  individuals 
i  we  as  a  company  to  contribute  toward  the  success  of  Cookson  and  the  economic 
yelopment  of  Rhode  Island. 


"Whether  a  native  or  newcomer,  the  State  of  Rhode  Island 
offers  the  corporation  a  quality  of  life  that  excites  the 
business  senses  and  will  surely  compound  your 
success  story." 

Richard  M.  Oster,  President 


Zookson  America  Inc.,  Executive  Offices 

70  Westminster  Street,  Suite  1200,  Providence,  RI 02903,  U.S.A. 


The  state  has  also  joined  with  Massa- 
chusetts, the  U.S.  Department  of  Com- 
merce and  the  Manufacturingjewelers 
and  Silversmiths  of  America  to  assist  jew- 
elry firms  in  working  as  subcontractors 
for  high-tech  industry. 

Rhode  Island's  economic  develop- 
ment initiatives  also  reach  overseas,  with 
an  office  in  Antwerp,  Belgium.  By  the 
end  of  1986,  Rhode  Island  was  home  to 
more  than  50  foreign  companies  mak- 
ing a  broad  spectrum  of  products.  Among 
them  are  American  Hoechst,  which 
manufactures  pharmaceuticals  and  pig- 
ments in  Rhode  Island  employing  more 
than  600  people,  and  Cookson  America, 
the  diversified  and  growing  U.S.  opera- 
tion of  London's  Cookson  Group  pic,  with 
headquarters  and  a  dozen  facilities  in 
the  Providence  area 

Currentiy,  significant  investment  is 
coming  from  the  Far  East,  including  plans 
by  Japanese  interests  to  create  the  larg- 
est fleet  of  fish -freezing  vessels  in  this 
country.  In  addition,  Toray  Industries, 
one  of  Japan's  largest  corporations,  re- 
cendy  signed  a  $213  million  deal  with 
the  state,  which  will  see  them  construct  a 
plant  to  make  polypropylene  film  at  the 
Quonset  Point/Davisville  Industrial  Park. 
A  portion  of  the  eventual  700,000  sq.  ft. 
facility  is  expected  to  be  operational  by 
September,  1988.  When  complete,  the 
enure  Toray  project  is  expected  to  gener- 
ate 350  new  jobs  for  Rhode  Island. 

Although  the  resurgence  of  Rhode 
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Island  is  often  seen  as  a  break  with  the 
past,  it  would  be  more  accurate  to  term  it 
a  restoration  of  its  long-held  position  as 
one  of  the  nation's  leading  industrial  states, 
with  the  people,  the  institutions  and  the 
infrastructure  that  can  make  investment 
pay  off.  It  is  probably  no  coincidence  that 
Rhode  Island  had  one  of  the  highest  rates 
of  new  incorporations  and  the  lowest  rate 
of  business  failures  in  the  nation  last  year. 

BUSINESS  LEADERS 

attest  to  the  commercial  and  lifestyle 
benefits  of  locating  in  Rhode  Island: 

John  J.  Carey 

President  and  Chief  Executive  Officer 
Allendale  Mutual  Insurance  Company 

"As  a  relative  newcom- 
er, I  have  found  an  envi- 
ronment where  the  lev- 
el of  cooperation  be- 
tween business,  civic, 
government  and  labor 
leaders  demonstrates  a 
genuine  interest  in  eco- 
nomic growth.  It  is  a  climate  that  has  al- 
lowed Allendale  to  develop  from  a  regional 
insurer  of  textile  mills  in  1835  to  a  major 
worldwide  insurer  of  industrial  and  institu- 
tional property  today." 


r/ 


If  you  want  to  be 
in  the  middle  of  things, 
you  want  to  be  in  Howard. 


Howard's  attractive  sites  have  been  selectively  planned  for  light-to-medium  industry,  corporate  or  regional 
headquarters  and  R&D  facilities.  A  strategic  location  provides  convenient  access  to  all  modes  of 
transportation:  five  minutes  to  the  state  airport  serviced  by  major  airlines;  ten  minutes  to  the  Port  of  Providence; 
direct  link  to  nearby  ConRail  main  line;  and  direct  entry  to  Interstate  95  which  puts  New  York  about  three  hours 
away,  Hartford  within  one  and  one-half  hours  and  Boston  just  one  hour  away.  Among  some  of  your  neighbors  are 
Pepsi-Cola,  Swarovski,  Cleveland  Twist  Drill  Co.,  Art  Mold/Pierre  Cardin,  Ubio/Christian  Dior,  EGG/Sealol, 
Hallmark  Industries/Divisior.  of  Katy  Industries,  Cooley  Group,  and  other  outstanding  companies.  For  further 
information  call  or  write: 

Rhode  Island  Department  of  Economic  Development,  Howard  Development  Corporation,  Seven  Jackson  Walkway, 
Providence.  Rhode  Island  02903,  Telephone:  (401)  277-2601,  Telex:  6814132  RIDECON 


Bradford  R.  Boss 
Chairman 

AT.  Cross  Company 

The  quality  of  life  and 
the  quality  of  people 
make  Rhode  Island  an 
ideal  place  to  live  and 
work.  It  has  certainly 
been  a  large  part  of  the 
success  which  AT.  Cross 
has  enjoyed  since  1846." 

Richard  M.  Oster 

President 

Cookson  America,  Inc. 

"As  pan  of  a  global 
I  company,  we  bring  cus- 
k        JH    I  tomers  and  associates 
A       BL      I  from  around  the  world  to 
''.  fW  I  Rhode  Island.  invali- 
ds a^      comment  on 

■  ^         our  enviable  location— 
 £M  an  uncrowded  but  so- 
phisticated ambience,  with  the  resources 
at  hand  for  business  or  recreation.  It  seem: 
to  them  an  ideal  place  to  work  and  live. 
We  agree." 

James  W  Thomas 
President 

Gorham  Division  of  Textron 

"The  people  of  Rhode 
Island  bring  stability  to 
business,  through  their 
commitment  and  unusu- 
ally broad  base  of  skills. 
Gorham  can  testify  to  this: 
We've  been  here  156 
years." 

Bob  McCabe 

President 

Narragansett  Electric 

"Rhode  Island  offers 
business  a  unique  climate 
where  government  and 
industry  can  and  do  work 
together.  We've 
worked  hard  over  the  past 
few  years  to  encourage 
economic  recovery  and 
growth  throughout  the  state." 

William  LaLonde  III 

President  and  Chief  Executive  Officer 
Providence  Gas  Company 

"Providence  Gas  and 
the  State  of  Rhode  Island 
have  the  necessary  and 
reliable  resources  that 
new  businesses  re- 
quire. A  plentiful  supply 
of  natural  gas,  com- 
bined with  our  company  's 
competitive  and  innovative  rates  for  dual 
fuel,  cogeneration  and  summer  air-condi- 
tioning customers,  offer  an  ideal  environ- 
ment for  new  businesses  to  prosper." 

Designed  by  November  and  Lawrence,  Inc 


In  Rhode  Island,  we've  got  miles  of  scenic  coastline  and  beautiful  countryside  that  you  can  call  home. 
All  just  an  easy  drive  from  our  downtown  workplaces. 

We've  also  got  homes  that  cost  about  half  what  you'd 
pay  for  comparable  places  in  New  York  or  Boston. 

And  our  office  and  industrial  space  is  similarly 
inexpensive. 

For  information,  call  our  Director  of  Economic 

I Providence        Development,  Louis  A.  Fazzano  at  401-277-2601  or  write  him 
1^^^  at  the  Rhode  Island  Department  of  Economic  Development. 

^  7  Jackson  Walkway,  Providence,  RI 02903. 

He'll  tell  you  why  moving  to  Rhode  Island  is  like  giving 
everyone  a  big  bonus  and  a  ni_lS\f\r  ICI  k  liri 
corner  office.  KtlUUC  IXANU 

without  giving  anyone  The  better  business  state. 

a  raise.  Edward  D.  DiPrete.  Governor 


$160,000  New  York  City 
$156,200  Boston 


$84,400 
Providence 


MEDIAN  PRICE  OF  SINGLE  FAMILY  HOMES' 


Marketing 


Edited  by  Jeffrey  A.  Trachtenberg 


Sell  at  the  bottom  of  the  market,  advertise 
like  you  re  at  the  top,  and  you  cant  lose  in 
the  garment  business.  So  Gitano  is  proving. 

Chic  for 
the  masses 


By  Eva  Pomice 


A sultry  brunette  tangles  in  the 
sheets  with  her  athletically 
k  handsome  mate.  Then  the 
lady  is  shown  in  tight  jeans  or  flowing 
floral  dresses,  sashaying  along  board- 
walks or  columned  walkways.  No  di- 
alog, just  the  Gitano  logo  at  the  end. 

These  TV  spots  peddle  stylish  sexi- 
ness like  that  purveyed  by  Guess?  and 
Calvin  Klein.  But  whereas  Klein 
and  his  ilk  get  huge  prices  for 
their  stuff  at  the  fanciest  stores, 
Gitano  is  strictly  bargain  priced 
and  sold  mainly  by  mass  mer- 
chants like  K  mart.  "They've 
given  raciness  to  the  budget 
market,"  says  Jerard  Less,  a 
New  York  apparel  consultant. 
Gitano's  women's  sportswear 
business  has  prospered  by  sell- 
ing an  original  mix  of  sophisti- 
cation and  self-service  with 
clothing  priced  from  $3.50  to 
$20. 

Gitano?  The  name  belongs  to 
privately  held  Orit  Corp.,  a  for- 
mer umbrella  importer  in  New 
York's  garment  district.  In  just 
16  years  Orit  has  become  a  $250 
million  (1986  estimated  sales) 
clothing  marketer.  Net  margins 
are  an  estimated  7%,  compared 
with  an  industry  average  of  3% . 

It  all  started  in  the  mid-Sev- 
enties, when  Haim  Dabah,  who 
runs  the  company  with  his  fa- 
ther, Morris,  and  two  brothers, 
watched  shoppers  fight  to  buy 
marked-down,  end-of-the-sea- 


son  Calvin  Klein  jeans  dumped  into 
local  discount  outlets.  "We  realized 
that  if  we  could  develop  a  fashion 
image  in  the  discount  market,  we'd 
have  a  winner,"  Dabah  recalls. 

The  key,  of  course,  would  be  keep- 
ing manufacturing  costs  low  enough 
so  that  Gitano  could  sell  at  K  mart 
prices,  advertise  at  network  prices 
and  still  make  a  buck.  One  way:  Cre- 
ate a  full  line  of  classy  but  low-priced 


A  Gitano  rack  at  K  mart 
Style,  self-service  and  a  low  price. 


jeans  and  sportswear  made  by  South 
American  and  Asian  manufacturers. 

Another  way:  Keep  manufacturing 
prices  below  competitors'  by  guaran- 
teeing production  for  those  overseas 
factories.  That  way  the  factory  pays 
its  overhead  with  Gitano  and  makes 
its  profits  with  orders  from  Gitano's 
competition.  The  result:  A  pair  of  Gi- 
tano jeans  goes  out  the  factory  door 
for  $6,  while  the  average  wholesaler 
pays  $8  to  $10  a  pair. 

Wisely,  too,  Gitano's  ads,  created 
by  the  company  itself,  stress  gloss  and 
image,  not  price.  The  estimated  $12 
million  Orit  spends  on  ads  and  pro- 
motions attracts  such  customers  as 
20-year-old  Lesley  Silber  of  Encino, 
Calif.  "When  you  wear  something 
that's  Gitano,  you  know  it's  in  fash- 
ion," Silber  says. 

But  getting  her  into  the  store  isn't 
enough  today.  Many  a  powerful  ad- 
vertising message  has  died  amid  the 
crowded  racks  and  fluorescent  lights 
of  mass  merchandisers.  Advertisers 
can  forget  that  a  cavernous  K  mart  is 
essentially  a  self-service  operation. 

Ont's  answer?  Marketing  clothes  as 
packaged  goods — right  down  to  mon- 
ey-back consumer  rebates.  The  strong 
brand  name  is  backed  by  some  of  the 
most  extensive  point-of-sale  material 
in  the  industry.  Tags  attached  to  the 
clothing,  for  example,  show  models 
wearing  the  garment,  plus  size  infor- 
mation, often  in  easy-to-read  chart 
form.  Others  show  how  to  mix  and 
match  separates,  generating  multiple 
sales.  "Gitano  has  overcome  the 
budget  shopper's  insecurity  by 
convincing  her  that  she's  not 
making  a  foolish  investment," 
says  Joseph  Ettore,  general  mer- 
chandise manager  of  the  James- 
way  discount  department  store 
chain  in  Secaucus,  N.J.  "Their 
visuals  show  her  how  the 
sweater  will  look  and  what  it 
will  go  with,"  he  says. 

Orit's  marketing  is  also 
aimed  at  the  retailers  them- 
selves. Materials  come  with 
training  videos,  merchandising 
manuals  and  stockroom  posters 
explaining  how  the  displays 
work.  "They  put  a  lot  of  effort 
into  helping  us  make  the  sale," 
says  Doreen  Daly-Merlino,  a 
merchandising  manager  of  Deb 
Shops,  a  popular-priced  chain  in 
Pennsylvania. 

One  result  of  all  this:  unusual 
staying  power  even  in  lines  that 
are  weak  industrywide.  Al- 
though the  jeans  market  flat- 
tened in  1983,  for  example, 
more  than  40%  of  Orit's  sales 
are  in  Gitano  jeans.  Gitano  has 
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held  over  6%  of  the  market,  ahead  of 
such  well-known  names  as  Jordache 
and  Sasson  and  neck-and-neck  with 
Wrangler.  Likewise,  Gitano  sports- 
wear is  selling  well  against  strong  pri- 
vate labels,  such  as  Sears'  Cheryl 
Tiegs  and  K  mart's  Jaclyn  Smith, 


named  after  a  Charlie's  Angel. 

Result?  The  department  stores 
want  in.  Now  10%  of  sales  are  to 
stores  like  Macy's.  A  pair  of  Gitano 
jeans  that  sells  for  less  than  $20  in 
Bradlees — one  of  the  higher  price  lev- 
els in  the  store — goes  for  $5  more  in 


Macy's.  But  that's  still  half  the  price 
of  Guess?  jeans. 

You've  got  to  hand  it  to  the  Dabahs. 
They  have  found  a  way  to  bring  to  the 
mass  market  the  same  glitter  and 
glamour  that  consumers  formerly  had 
to  pay  way  up  to  get.  ■ 


Charity  galas  gross  an  estimated  $10  bil- 
lion a  year.  How  much  goes  to  the  charity? 


Please  pass  the 
medaillons  of  veal 


By  Lisa  Gubernick 


In  they  come  out  of  the  torpid 
Miami  night,  the  women  in  taffe- 
ta and  velvet,  the  men  in  tuxedos. 
Five  hundred  strong,  they  mill 
through  the  vaulted  lobby  of  the  Ho- 
tel Inter-Continental  Miami. 

Here's  Ted  Arison,  Forbes  Four 
Hundred  centimillionaire  and 
chairman  of  Carnival  Cruise 
Lines.  He  eyes  a  terra-cotta  bust 
of  Julius  Caesar.  Alvah  Chapman 
Jr.,  chairman  of  Knight-Ridder, 
strolls  past  a  linen  suit  once  worn 
by  Don  Johnson  on  Miami  Vice. 
Florence  Hecht,  the  doyenne  of 
Florida  society,  ambles  past  a 
Wellcraft  speedboat.  In  all,  450 
such  items  are  displayed  on 
white-clothed  tables,  each  with  a 
sign-up  sheet  beside  it.  This  is  a 
silent  auction  and  part  of  the 
evening's  lavish  black-tie  benefit 
for  drug  abuse  prevention. 

It  is  also  a  demonstration  of  how 
to  make  sure  most  of  the  money 
raised  goes  to  the  intended  cause, 
rather  than  to  expenses  and  over- 
head. It  used  to  be  that  a  successful 
charity  gala  was  one  where  the  right 
people  showed  up.  If  two-thirds  of  the 
proceeds  were  drained  away  on  ex- 
penses and  entertainment,  so  be  it.  No 
longer.  Today,  well-marketed  charity 
events  are  able  to  pass  on  at  least  half, 
sometimes  60%,  of  the  gross  to  the 
intended  beneficiaries. 


With  such  events  raising  $10  bil- 
lion a  year,  those  percentage  points 
mean  the  difference  of  several  billion 
a  year  for  good  causes. 

"Containing  costs  is  the  hidden 
agenda  in  any  charity  event,"  says 
Harry  Freedman,  the  professional 
fundraiser  who  organized  the  Miami 
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Fundraiser  Harry  Freedman  and  Phyllis  Diller 
"Containing  costs  is  the  hidden  agenda. 


pageant,  his  twentieth  or  so  in  three 
years.  This  evening  the  Freedman 
mix-and-match  extravaganza  includ- 
ed a  live  auction,  the  silent  auction,  a 
fashion  show  and  a  performance  by 
Phyllis  Diller. 

Freedman's  challenge,  as  in  so 
many  such  events,  was  to  keep  the 
attendees  happy  without  spending  too 


much  money.  This  involves  a  fair 
amount  of  wheeling  and  dealing.  Alec 
Courtelis,  who  owns  the  Falls,  one  of 
Miami's  toniest  shopping  centers, 
agreed  to  donate  $15,000  to  the  event, 
in  return  for  the  right  to  host  the 
evening  at  the  Falls.  Presumably  he 
would  get  back  his  money  and  more 
in  publicity.  However,  the  sponsors 
figured  that  the  cost  of  putting  up  a 
tent  and  hiring  caterers  to  stage  the 
event  in  his  mall  would  eliminate 
profits.  Courtelis  compromised:  He 
agreed  to  a  press  preview  at  the  Falls, 
plus  a  45-minute  fashion  show  featur- 
ing boutiques  from  the  center,  the 
models'  fees  paid  for  with  part  of  his 
donation.  The  location  was  moved  to 
the  more  convenient  and  economical 
Inter-Continental. 

Next  marketing  decision:  pricing 
the  tickets.  Some  such  events  price 
tickets  as  high  as  $500,  but  Freedman 
didn't  want  to  limit  the  potential  au- 
dience, or  to  keep  those  who  came 
from  spending  more  as  the  evening 
progressed.  He  decided  that  those 
who  wanted  their  names  listed  in  the 
benefit's  program  would  pay  $250  per 
ticket.  The  rest  would  pay  $125.  This 
strategy,  he  figured,  would  fill  the 
house  and  still  leave  patrons  will- 
ing to  spend  more  at  the  auction. 

Biggest  remaining  expense 
items:  $18,000  for  the  Inter-Con- 
tinental's banquet  at  $38  a  head 
(it  featured  medaillons  of  veal,  so 
that  ticket  buyers  would  not 
complain  of  another  "rubber 
chicken"  meal);  Freedman's  own 
$7,500  fee;  $7,500  for  Phyllis 
Diller;  and  $5,000  in  program  and 
other  printing  costs. 

Decorations  cost  only  $2,000 
after  a  local  design  group  donated 
$20,000  worth  of  tablecloths  and 
black-and-white  feathered  palm 
trees — one  for  each  table.  Liquor 
was  donated  by  local  distributors. 
Phyllis  Diller  discounted  her  usu- 
_    al  $18,000  fee  to  $7,500  for  the 
charity,  and  her  support  staff  was 
minimal. 

The  evening's  take?  Total  revenues: 
$138,000,  including  over  $35,000 
from  the  auction,  more  than  triple 
original  projections.  Total  expenses: 
$58,000.  That  left  the  charities  with 
$80,000,  58%  of  the  gross,  in  their 
coffers.  ■ 
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Science  &  Technology 


By  Gary  Slutsker 


Edited  by  Gail  Bronson 


Pfizer's  next  round  of  new  drugs  promises 
to  be  a  winner  down  the  road.  But  there  s 
nothing  in  the  medicine  chest  to  counter  a 
chronic  Wall  Street  malady,  short-term-itis. 

Where  research 
rules 


There  is  perhaps  no  industry  that 
depends  as  heavily  on  new  products — 
and  thus  on  research  and  develop- 
ment— as  does  pharmaceuticals.  Tak- 
ing a  new  drug  from  test  tube  to  take- 
home  can  cost  around  $100  million 
and  require  up  to  ten  years  of  work. 
That's  how  scientific  and  technical 
knowledge  is  acquired.  Even  so,  only 
about  half  the  drugs  that  seek  market- 
ing approval  get  it  from  the  Food  &. 
Drug  Administration. 

Thus,  when  a  drug  company's  re- 
search and  development  effort  hits  a 
dry  period,  institutional  investors  like 
banks  and  pension  funds  often  panic 
and  dump  their  holdings  for  firms 
with  drugs  that  are  ready  to  reach 
market.  The  whole  process  inevitably 
creates  buying  opportunities  for  indi- 
viduals able  to  ride  out  the  swings. 
That  is  exactly  what  has  now  hap- 
pened in  the  stock  of  New  York  City's 
Pfizer  Inc.,  America's  third-largest 
drug  company, 
with  1986  sales 
of  $4.5  billion. 


R&D 


Researcher  developing  new  antibiotics  in  Pftzer's  Groton,  Conn,  lab 
The  bad  news  on  Feldene  blinded  the  analysts. 


It's  currently  in  the  Wall  Street  dog- 
house. True,  its  shares  have  increased 
41%  in  the  last  year,  but  the  stock 
prices  for  competitors  have  risen 
much  further;  Upjohn  Co.  is  up  68% 
during  the  period,  while  Merck  &  Co. 
has  doubled. 

Pfizer's  problems  began  about  a 
year  ago  when  a  Washington,  D.C.- 
based  consumer  watchdog  group 
asked  the  Food  &  Drug  Administra- 
tion to  ban  the  company's  flagship 
drug,  Feldene,  an  antiarthntis  treat- 
ment that  in  1985  accounted  for  $461 
million  in  sales  and  close  to  20%  of 
Pfizer's  $580  million  in  profits.  The 
consumer  group  claimed  Feldene 
caused  intestinal  bleeding  in  elderly 
patients.  But  the  agency  dismissed 
the  request  and  gave  Feldene  a  clean 
bill  of  health.  Meanwhile,  Pfizer's 
stock  had  begun  to  weaken,  as  ana- 
lysts fretted  that  Pfizer  had  nothing  in 
the  pipeline  to  bolster  earnings  if  Fel- 
dene were  once  again  to  come  under 
suspicion. 

Nothing  in  the  pipeline?  That's 
news  to  Edmund  Pratt,  60,  the  com- 
pany's barrel-chested  chairman  and 
chief  executive,  and  to  his  sidekick, 
Gerald  Laubach,  61,  Pfizer's  presi- 
dent. Their  strategy  has  been  to  target 
large  markets  such  as  heart  disease, 
mental  illness  and  hypertension.  Says 
Laubach,  "We  are  in  the  beginning  of 
a  new  rollout  of  what  we  anticipate 
will  be  significant  new  products." 

In  fact,  Pfizer's  research  and  devel- 
opment effort  has  for  years  been  a 
model  for  the  industry  (see  chart) 
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An  article  of  faith  in  pharmaceuticals 


Research  is  the  fuel  that  makes  drug  companies  run,  and  R&D  spending  throughout  the  last  decade,  Pfizer  has 
none  more  so  than  Pfizer.  By  continually  increasing   produced  corresponding  gains  in  both  sales  and  earnings. 
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Strong  and  steady  research  resulted  in 
Pfizer's  1982  launch  of  Feldene,  Pro- 
cardia (an  antiangina  drug)  and  Cefo- 
bid  (an  injectable  antibiotic).  As  a  re- 
sult, Pfizer  has  now  built  command- 
ing market  positions  in  combating 
angina  pectoris,  arthritis  and  bacterial 
infections. 

Next  year  Pfizer  will  likely  file  for 
marketing  approval  of  flu- 
conazole— a  chemical 
Pfizer  discovered  to  be  ef- 
fective in  treating  poten- 
tially fatal  systemic  fun- 
gal infections.  One  dra- 
matic application  may  be 
for  the  treatment  of  cen- 
tral nervous  system  infec- 
tions that  occur  among 
certain  AIDS  victims  and 
cancer  patients. 

Stiff  competition  from 
generics  demands  that  re- 
searchers act  defensively. 
Take  Diabinese.  This 
leading  antidiabetes  ther- 
apy had  annual  sales  of 
about  $150  million  before 
its  patent  expired  two 
years  ago  and  generic 
manufacturers  began  mar- 
keting knockoffs.  Pfizer 
countered  with  Glucotrol, 
the  next-generation  drug 
to  treat  diabetes. 

Pfizer  derives  half  its 
sales  from  nondrug  busi- 
nesses, and  there,  too,  it 
targets  research  to  fill 
market  demands.  One 
such  Pfizer  product,  an  ar- 
tificial sweetener  named 


Alitame,  is  now  awaiting  marketing 
approval  from  federal  authorities.  Ali- 
tame is  12  times  sweeter  than  aspar- 
tame, the  chief  ingredient  in  Monsan- 
to's  NutraSweet  and  Equal  sweeten- 
ers. It  should  have  no  trouble  finding  a 
position  in  the  $700  million-plus 
market  for  such  sweeteners. 
In  addition  to  its  pharmaceuticals 


Pfizer's  Gerald  Laubcich  and  Edmund  Pratt 
Nothing  in  the  pipeline? 


business,  Pfizer  also  runs  a  highly 
profitable  $350  million  (annual  sales) 
consumer  operation,  with  such  brand 
names  as  Visine,  Ben-Gay  and  Barba- 
sol.  But  blinded  by  the  company's  bad 
publicity  over  Feldene,  and  the  fact 
that  future  products  are  still  awaiting 
federal  approval,  Wall  Street  has  left 
the  stock  to  languish  anyway.  "Over- 
all, there's  nothing  wrong 
with  Pfizer  at  all,"  says 
analyst  Richard  Vietor  of 
Merrill  Lynch. 

Adds  contrarian  Joseph 
Riccardo  of  Bear,  Stearns, 
"The  idea  is  to  buy  the 
products  still  in  the  re- 
search pipeline  for  free 
when  the  market  says 
there  aren't  any.  We're 
saying  Pfizer  has  spent 
$1.5  billion  in  1980 
through  1985  on  research 
that  we  can  buy  at  no  pre- 
mium at  all.  In  1988  to 
1989  they  will  explode 
with  new  drugs." 

In  short,  though  the 
payoffs  from  long-term  re- 
search and  development 
by  scientific  and  technol- 
ogy companies  some- 
times take  time  to  be- 
come money  in  your 
pocket,  the  wait  can  often 
be  worth  it.  It's  a  smart 
way  to  take  advantage  of 
the  notorious  quarterly 
earnings  game  played  by 
too  many  big  institutional 
investors. 
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IETWORKING 


Science  & 
Technology 


Makers  of  hard  disk  drives 
were  hurting  until  they  fig- 
ured out  how  to  meet  con- 
sumer demand  cheaply. 

Wait  no 
more  for  the 
floppy  disk 


By  Adam  Snitzer 


Computers 


Earnings  and 
stock  prices  of 
computer  gi- 
ants such  as  IBM  and  Wang  may  be 
wavering,  but  prices  and  profits  are 
moving  smartly  for  suppliers  of  hard 
disk  drives  for  personal  computers. 
More  than  5  million  were  sold  last 
year,  up  from  1  million  in  1983. 

The  devices  can  cost  at  least  ten 
times  more  than  floppies  but  can  cut 
computer  operating  time  by  as  much 
as  two-thirds.  Hard  disks  also  have 
room  to  store  10,000  typed,  double- 
spaced  pages,  compared  with  only  170 
pages  on  a  typical  floppy. 

A  big  winner  has  been  Seagate 
Technology  Inc.  of  Scotts  Valley, 
Calif.  IBM,  which  charges  a  substan- 
tial premium  for  hard-drive  ma- 
chines, makes  most  of  its  own.  In 
1985  Seagate  began  selling  hard  drives 
directly  to  wholesalers  who  bought 
IBM  computers  that  contained  no 


drives.  The  wholesalers  would  open 
up  the  IBMs  and  install  the  cheaper 
Seagate  devices.  The  result:  Seagate's 
revenues  doubled  in  fiscal  1986,  and 
the  company's  stock  price  tripled,  to 
19  last  year.  Seagate's  stock  has  al- 
ready lumped  to  30  this  year. 

Other  major  hard-drive  makers  also 
bounced  back  as  the  market  for  more 
powerful  personal  computers  began 
picking  up  last  year.  Earnings  of  Mi- 
cropolis  Inc.  of  Chatsworth,  Calif, 
jumped  from  $2.8  million  in  1985  to 
$18.25  million  last  year  as  sales  for  its 
drives  to  customers  like  Digital,  Bur- 
roughs and  Siemens  tripled.  The 
stock,  traded  over-the-counter,  has 
done  equally  well,  tripling  to  more 
than  27  recently.  Or  take  Maxtor 
Corp.,  a  San  Jose  manufacturer  in  the 
same  market;  its  income  has  risen 
250%  since  summer,  and  its  stock 
quadrupled,  to  24. 

Another  sales  spurt  is  expected  this 
year  from  new  hard  drives  that  are 
30%  smaller  than  the  current  Sc- 
inch disks  on  the  market.  The  specu- 
lation is  that  IBM  intends  to  meet 
what  it  sees  as  endless  demand  for 
more  storage  space  in  the  same  com- 
pact-size computers  by  building  IBM 
PCs  with  3'/i-inch  hard  drives.  Inde- 
pendent manufacturers  are  expected 
to  follow  suit.  Thus  as  many  as  1 
million  of  the  new  3'/>-inch  drives 
could  be  sold  by  the  end  of  the  year, 
says  industry  analyst  Ronald  Elijah  of 
Robertson,  Colman  &  Stephens,  an 
investment  bank. 

Until  a  year  ago,  Japanese  outfits 
like  NEC,  Fujitsu  and  Toshiba  were 
threatening  to  engulf  the  market  in 
much  the  same  way  that  they  took 
over  the  domestic  floppy  disk  market. 
But  the  yen's  rise  and  cost-cutting  by 
U.S.  manufacturers  have  blunted  the 
Japanese  competitive  edge.  We  can't 
lose  them  all. 


New  use  for  your  phone 

Hooking  computers  into  mtra-of- 
fice  networks  has  been,  until 
now,  a  monumental  headache:  Either 
a  costly  digital  phone  system  (made 
by  AT&T,  IBM  Rolm  or  Northern 
Telecom]  needs  to  be  installed  or 
workmen  have  to  pull  miles  of  new 
cable  through  walls  and  ceilings. 

Now  Telegence  Corp.,  a  tiny  West- 
lake,  Calif,  company  backed  by  $4 
million  in  venture  capital,  has  come 
up  with  a  solution — a  "smart"  box 
that  links  a  personal  computer  or  ter- 
minal directly  into  an  ordinary  tele- 
phone. Because  of  the  smart  box, 
voice  and  data  transmissions  can  trav- 
el over  the  phone  system's  existing 
copper  wires  simultaneously. 

There's  certainly  a  market  for  such 
a  device.  According  to  the  market  re- 
searchers at  Dataquest,  office  manag- 
ers spent  $577  million  on  equipment 
to  connect  personal  computers  in  of- 
fice environments  last  year,  and 
spending  levels  are  expected  to  reach 
at  least  $1  billion  a  year  by  1991. 
Overall,  perhaps  as  much  as  10%  of 
the  nation's  25  million  office  tele- 
phones could  use  these  data  links. 

How  does  the  system  work?  Ordi- 
narily, voice  messages  travel  through 
a  central  switching  system  on  their 
way  to  the  recipient.  But  the  new  de- 
vice allows  both  voice  and  data  to 
travel  over  existing  telephone  wires 
simultaneously  by  stripping  away 
data  signals  from  the  voice  messages 
before  they  reach  the  system's  hub. 

The  data  move  50  times  faster  this 
way  than  on  the  average  digital  phone 
system  and  100  times  faster  than 
through  an  ordinary  computer  mo- 
dem. Now  workers  can  fire  off  reports 
or  plug  into  a  data  bank  at  the  same 
time  they  are  talking  to  the  office 
manager  six  floors  away.  For  about 
$400  per  connection — a  quarter  of  the 
cost  to  run  new  cables — a  company 
can  set  up  a  Telegence  system. 

Telegence  is  completing  site  tests 
at  three  companies,  including  Com- 
puter Sciences'  Compufact  subsidiary 
in  Garden  Grove,  Calif,  and  Seattle's 
Teltone,  a  $26  million  (sales)  data 
equipment  company.  Says  Sid  Her- 
ron,  Teltone's  data  products  manager, 
"This  gives  me  the  ability  to  talk  to  a 
computer  downstairs  and  on  the 
phone  at  the  same  time.  It's  ridicu- 
lously easy  to  use." 

One  caution:  Though  Telegence 
still  hasn't  gotten  its  first  firm  order, 
startups  like  this  one  have  often  done 
so  well  that  they  wound  up  drowning 
in  new  business. — Alyssa  A.  Lappen 


Ju-.u1-l;Rin<tli>  All;lli\ 
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IF  YOU  WANT  TO  GET  READ, 

USE  RED. 


INTRODUCING  THE  NEW  PANASONIC® 
GENESIS™  COLOR-ON-COLOR™  COPIERS.  THEY  LET 
YOU  USE  BROWN,  BLUE,  GREEN  OR  RED-TO  MAKE 
SURE  YOU  GET  READ. 

Science  tells  us  we  see  over  a  million 
pieces  of  information  every  day.  That  includes  words, 
sentences— all  kinds  of  images.  Which  means  that 
sometimes  the  things  you  want  people  to  read 
can  get  lost.  But  not  anymore.  Now  there's  the 
Panasonic  Color-On-Color  Copiers. 

GET  ALL  KINDS  OF  ATTENTION  WITH  THE 
PUSH  OF  A  BUTTON. 

The  amazing  editing  system  on  the 
FP-1100  Copier  (optional  on  the  FP-1530)  lets  you 
decide  which  areas  of  your  original  you  want  to 
highlight.  It  could  be  a  whole  paragraph  or  even  one 
sentence,  whatever  you  need.  You  tell  the  copiers  and 
the  editing  system  does  the  rest. 

THESE  OTHER  ADVANCED  ELECTRONIC 
FEATURES  DESERVE  A  LITTLE  ATTENTION,  TOO! 

The  Panasonic  Color-On-Color  Copiers 
will  get  you  read.  And  the  FP-1530  will  also  get  you 
zoom,  auto  sizing  and  auto  exposure.  Best  of  all, 
they're  easy  to  use.  Their  one-button  operation 
makes  it  simple  for  everyone. 


INTRODUCING  THE  NEW  PANASONIC® 
GENESIS™  COLOR-ON-COLOR™  COPIERS.  THEY  LET 
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SURE  YOU  GET  READ. 
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Panasonic  Color-On-Color  Copiers. 

GET  ALL  KINDS  OF  ATTENTION  WITH  THE 
PUSH  OF  A  BUTTON. 

The  amazing  editing  system  on  the 
FP-1100  Copier  (optional  on  the  FP-1530)  lets  you 
decide  which  areas  of  your  original  you  want  to 
highlight.  It  could  be  a  whole  paragraph  or  even  one 
sentence,  whatever  you  need.  You  tell  the  copiers  and 
the  editing  system  does  the  rest. 

THESE  OTHER  ADVANCED  ELECTRONIC 
FEATURES  DESERVE  A  LITTLE  ATTENTION,  TOO! 

The  Panasonic  Color-On-Color  Copiers 
will  get  you  read.  And  the  FP-1530  will  also  get  you 
zoom,  auto  sizing  and  auto  exposure.  Best  of  all, 
they're  easy  to  use.  Their  one-button  operation 
makes  it  simple  for  everyone. 


COPY 


PANASONIC  ALSO  GETS  YOU  READ  WITH  BLUE,  OR  BROWN  OR  GREEN. 


Find  out  more  about  the  Panasonic 
FP-1530  and  the  Panasonic  FP-1100.  Send  in 
the  coupon,  or  call  us  at  1-800-447-4700. 

(In  Alaska,  call  1-800-447-0890).  They  can 


make  getting  read  a  whole  lot  easier.  You'll 
agree  THE  EASIER,  THE  BETTER. 


r 


I  want  to  be  well  read. 

□  Please  send  me  more  information  about  the  Panasonic 
Genesis  FP-1530  and  FP-1100  Color-On-Color  Copiers. 

□  Please  arrange  a  demonstration. 

Name  


Company. 
Address  


City_ 


.State. 


-Zip_ 


Send  to:  Panasonic  Industrial  Company 
1909  East  Cornell,  Peoria,  IL.  61614 


^  15F027 


Panasonic 

Office  Automation 


.J 


Personal  Affairs 


By  Barbara  Kallen 


Edited  by  William  G.  Flanagan 


Many  consumers  of  high-yield  insurance 
products  dont  know  that  those  hefty  yields 
come  with  the  risk  of  junk  bonds. 

What's  under 
the  rock? 


Sales  of  annuities  and  their  sis- 
ter products  are  sizzling  since 
the  new  tax  law  took  effect.  "I'd 
say  business  is  up  200%  in  the  last 
two  months,"  says  Michael  Downey 
Sr.,  director  of  financial  services  at 
Prudential-Bache.  Executive  Life  In- 
surance Co.  of  New  York,  a  subsidiary 
of  Los  Angeles'  First  Executive  Corp., 
will  probably  take  in  $1  billion  in 
annuity  premiums  this  year,  double 
the  amount  in  1985. 

The  big  attractions  are  yield  and 
deferred  taxes.  No  tax  on  the  income 
is  due  until  the  annuity  is  drawn 
down,  usually  after  retirement. 

Executive  Life  of  New  York  cur- 
rently pays  8.25%  annually  on  single- 
premium  deferred  annuities  and  8% 
annually  on  its  single-premium 
whole  life  contracts.  Fidelity  Bankers 
Life  Insurance  pays  the  same.  On  the 
other  hand,  Metropolitan  Life  Insur- 
ance's products  yield  6%  and  7.3%, 
respectively.  Prudential's  rates  are 
comparable. 

How  can  the  First  Executives  and 
Fidelity  Bankers  offer  higher  rates?  By 
stretching  for  yield,  meaning  loading 
up  on  junk  bonds  (bonds  rated  lower 
than  BBB).  At  last  count,  junk  bonds 
accounted  for  60%  of  Executive  Life 
of  New  York's  portfolio.  American  In- 
vestors Life  Insurance,  based  in  Tope- 
ka,  Kans.,  had  over  65%  of  its  portfo- 
lio in  junk  bonds. 

Is  this  dangerous?  Ted  Athan- 
assiades,  executive  vice  president  of 
Metropolitan  Life,  thinks  so.  "If  there 
is  a  recession,  junk  bonds  are  going  to 
suffer,"  he  notes.  "And  during  a  reces- 
sion people  want  to  cash  out  of  these 
insurance  products." 

Because  insurance  products  are 
probably  the  longest-term  invest- 
ments you'll  ever  make,  those  1-  or  2- 
percentage-point  yield  differentials 
between  Met  Life's  product  and  First 
Executive's  can  really  add  up.  For  ex- 
ample, a  $50,000  annuity  compound- 
ed at  8%  annually  will  be  worth 
$235,000  after  20  years.  At  6%  the 
annuity  will  be  worth  $160,000.  But 
remember:  no  extra  yield  without  ex- 
tra risk.  Keep  that  in  mind  when 
you're  investing  for  your  kids'  educa- 
tion or  your  retirement. 

What  happens  should  your  insurer's 
junk  holdings  go  bust?  Thirty-seven 
states  now  have  insurance  guarantee 
pools.  But  the  guarantees  have  low 
limits.  In  Arizona,  Georgia  and  Ken- 
tucky, for  example,  coverage  limit  for 
a  death  benefit  is  $300,000,  and  for 
cash  value,  $100,000.  And  13  states 
have  no  guarantee  pools  whatsoever. 
They  are  Alaska,  Arkansas,  Califor- 
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nia,  Colorado,  Iowa,  Loui- 
siana, Massachussetts, 
Missouri,  New  Jersey, 
Ohio,  South  Dakota,  Ten- 
nessee and  Wyoming. 

Unfortunately,  it  is  vir- 
tually impossible  to  find 
out  how  much  extra  risk 
you're  taking  on  with  the 
high-yield  products.  The 
sales  literature  is  no  help. 
Nor  are  the  salespeople. 

We  asked  an  agent  for 
American  Investors  Life, 
which  sells  a  9.5%  annu- 
ity, how  much  of  Ameri- 
can Investors'  portfolio  is 
invested  in  junk  bonds. 
His  reply:  "I  don't  believe 
they're  heavy  into  any  of 
the  junk  bonds  thing." 
The  correct  answer,  as  we 
said:  65%  of  the  portfolio  is  in  low- 
rated  bonds.  Nor  are  the  insurers'  fi- 
nancial statements  or  state  insurance 
commissioners  much  help. 

The  regulators'  attitudes  may  be 
changing.  New  York  State  Insurance 
Superintendent  fames  Corcoran  re- 
cently proposed  a  10%  cap  on  the 
percentage  of  assets  an  insurer  may 
invest  in  publicly  traded  junk  bonds 


Baldwin-United  still  isn't  settled 


Speaking  of  annuities,  what  ever  happened  to  those 
poor  folks  who  bought  from  Baldwin-United  Corp., 
which  went  bust  in  1983? 

Between  Baldwin's  assets  and  money  kicked  in  by  a 
group  of  insurance  companies,  most  of  the  174,000 
annuity  holders,  promised  rates  of  12.5%  to  14.5%, 
should  finally  wind  up  with  a  5.5%  annual  return  on 
their  money  come  Nov.  1. 

But  customers  of  Merrill  Lynch,  Thomson  McKinnon, 
Kidder,  Peabody  and  others  will  do  better.  These  brokers 
agreed  to  set  aside  $170  million  to  settle  a  class-action 
suit.  These  customers  should  wind  up  with  an  annual 
return  on  their  funds  of  7.5% . 

Notice  that  Shearson  Lehman  Brothers,  PaineWebber 
and  Philadelphia-based  W.H.  Newbold's  Son  &.  Co.  put 
nothing  into  the  settlement  pot.  Pity  the  policyholders 
who  bought  from  them. — B.K. 


and  a  20%  cap  on  total  junk  holdings, 
excluding  private  placements  of  less 
than  $50  million. 

"The  law  has  always  been  that 
companies  have  to  diversify,"  ex- 
plains Corcoran.  "When  people  buy 
insurance,  they  feel  they're  buying  a 
solid  product.  And  based  on  that,  they 
historically  take  a  lesser  return  on 
their  investment  because  they  think 


there's  no  risk." 

In  other  words,  if  the  in- 
surers won't  disclose  the 
extra  risk,  the  regulators 
may  try  to  limit  it. 

For  now,  the  best  advice 
to  those  considering  in- 
surance products  is:  Be 
leery  of  carriers  offering 
sky-high  rates.  If  the  bro- 
ker or  insurance  agent 
doesn't  know  what  per- 
centage of  assets  the  carri- 
er has  invested  in  junk 
bonds,  tell  him  to  find 
out.  If  he  doesn't  find  out, 
call  another  agent. 

If  you  really  want  to 
play  the  junk  bond  market 
through  a  tax-free  vehicle, 
here's  an  alternative:  a 
variable  policy.  It  allows 
you  to  move  funds  among  portfolios 
of  stocks,  money  market  instruments 
and  bonds  of  different  qualities,  much 
as  you  can  switch  within  a  family  of 
mutual  funds.  You  may  or  may  not 
beat  the  guaranteed  rates  with  a  vari- 
able policy.  But  at  least  you,  and  not 
some  player  in  the  junk  bond  web, 
will  be  in  control  of  your  financial 
destiny. 


The  new  tax  law  eliminated  most  of  the  favored  strate- 
gies for  meeting  the  kids'  future  college  bills.  But  there 
are  still  things  you  can  do,  and  should. 

College  without 
Clifford 


By  Michael  Fritz 

F|  orget  Crown  loans  and  Clif- 
ford Trusts.  Forget  putting  zero 
coupon  Treasury  bonds  in  the 
kids-'  names  and  all  of  the  other  clever 
income-shifting  strategies  that  you 
used  to  use  to  fund  their  education. 
Tax  reform  has  rendered  these  ploys 
obsolete. 

Now  the  Treasury  taxes  your 
child's  investment  income  over 
$1,000  at  your  tax  rate,  until  the  kid 
turns  14.  After  that,  the  child  pays  at 
his  own  rate — but  then  it's  too  late  for 
compound  interest  to  work  its  magic. 

Is  there  nothing,  post  tax  reform, 
that  forward-thinking  parents  and 
grandparents  can  do  about  looming 


education  bills?  In  fact,  there  are  three 
strategies  to  consider:  debt  financing, 
tax-exempt  or  deferred  savings  and 
the  innovative  "tuition  futures"  now 
becoming  available. 

Under  the  new  tax  law,  interest  on 
home  equity  loans  is  still  fully  de- 
ductible, as  long  as  the  proceeds  are 
used  for  medical  or  educational  ex- 
penses. So  if  he  has  eliminated  the 
neatest  tricks,  Uncle  Sam  still  shares 
some  of  the  school  finance  charges 
with  you.  Many  banks  now  offer  loans 
tailored  to  meet  education  expenses, 
notes  Clark  Bernard,  head  of  Coopers 
&  Lybrand's  higher  education  prac- 
tice in  Boston.  Most  loans  are  on 
some  variable-rate  formula  and  don't 
require  principal  repayment  until  af- 


ter the  child  graduates. 

Consider  using  your  vacation  home 
to  finance  college  expenses.  Suppose 
you  bought  a  second  home  for  $75,000 
ten  years  ago.  When  junior  is  ready  for 
college,  you  could  simultaneously 
borrow  against  the  equity  and  begin 
renting  out  the  home,  using  the  rental 
income  to  service  the  debt — assum- 
ing, of  course,  a  decent  rental  market 
exists  at  the  time. 

If  you  don't  like  real  estate,  start 
accumulating  low-dividend  stocks 
and  tax-exempt  bonds — again,  in  your 
own  name — and  the  sooner  the  better. 
If  you  are  reasonably  confident  that 
inflation  won't  roar  back  for  several 
years,  high-grade  and  zero  coupon 
municipal  bonds  make  sense.  A  top- 
quality  zero  coupon,  tax-exempt  cor- 
pus worth  $1,075  in  ten  years  can 
currently  be  bought  for  around  $562,  a 
compound  semiannual  yield  of  6.4%. 
If  you're  uncomfortable  locking  up 
money  in  one  or  two  munis  when 
interest  rates  are  relatively  low,  look 
into  tax-exempt  muni  funds. 

Better  yet,  if  you  are  adept  at  stock 
picking,  look  especially  hard  for  good 
growth  stocks  that  pay  out  low  or  no 
dividends.  This  will  give  you  more 
flexibility  should  inflation  resurface. 

Thanks  to  a  loophole  in  the  new  tax 
law,  single-premium  universal  or 
variable  life  insurance  policies  also 
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deserve  consideration  (see  previous  sto- 
ry). Here's  how  it  works:  The  parent 
buys  a  single-premium  universal  poli- 
cy on  himself  around  the  time  the 
child  enters  grade  school.  The  policy's 
cash  value  accumulates  tax  free. 
When  the  youngster  is  ready  for  col- 
lege, the  parent  borrows  from  the  poli- 
cy to  pay  for  expenses.  After  the  child 
finishes  college,  the  policy  value  con- 
tinues to  accumulate  for  retirement. 

Tuition  prepayment  is  perhaps  the 
most  innovative  option.  First  offered 
by  Pittsburgh's  Duqucsne  University 
in  1985  (Forbes,  Nor.  18,  1985),  pre- 
payment plans  allow  you  to  buy  four 
years  of  future  tuition  today,  at  sub- 
stantial discounts.  Signing  up  your 
newborn  today,  for  example,  for  a 
four-year  enrollment  in  Duquesne  in 
2005  will  cost  you  about  $6,300;  Du- 
quesne estimates  four  years  of  tuition 
by  that  time  will  cost  almost  $94,000. 

Some  54  colleges  and  universities 
are  now  offering  some  variation  on 
Duquesne's  plan.  The  latest  wrinkle 
comes  from  Michigan.  The  state  has 


Michigan  Stale  I  at  East  Lansing 
Pay  now,  junior  attends  later. 


proposed  a  Baccalaureate  Education 
Student  Trust  (BEST),  which  would 
guarantee  state  residents  four  years  of 
undergraduate  tuition  at  any  of  the 


state's  15  colleges  or  universities  for  a 
lump-sum  payment  of  as  little  as 
$3,500  for  newborns.  Inquiries  have 
been  flooding  in  at  the  rate  of  1,000 
calls  a  week,  says  State  Treasurer 
Robert  Bowman.  Forty-seven  states 
have  contacted  his  office  for  more  in- 
formation; eight  states — California, 
Connecticut,  Florida,  Illinois,  Indi- 
ana, Missouri,  New  Jersey  and  Tex- 
as— have  introduced  legislation  for 
similar  programs. 

Everyone,  however,  is  awaiting  an 
Internal  Revenue  Service  ruling  on 
whether  the  prepayment  plans'  accru- 
als will  be  taxed,  and  if  so,  how.  Rich- 
ard Anderson,  director  of  the  Forum 
for  College  Financing  Alternatives, 
says  he  is  "almost  certain"  Michi- 
gan's plan  will  be  allowed  some  tax 
advantages.  But  he  cautions:  "Wheth- 
er it  goes  completely  [tax)  free  is  an- 
other question."  In  any  case,  other 
states  are  likely  to  introduce  prepay- 
ment schemes.  In  fact,  interest  in 
some  form  of  national  prepayment 
plan  is  already  mounting. 


1 1  /,•©«>, 


Montezuma  still  may  get 
you,  but  there  are  better 
remedies  these  days. 

Coping  with 
turista 

By  Francesca  Lunzer 

One  day  there  will  be  a  vaccine 
against  turista.  Best  guess:  about 
five  years.  In  the  meantime,  don't  let 
it  keep  you  away  from  vacationing 
south  of  the  border.  Even  if  you  take 
no  precautions,  the  odds  are  l-in-3  of 
your  getting  the  intestinal  disorder 
dubbed  everything  from  the  Chapul- 


tepec  two-step  to  Delhi  belly.  In  most 
cases  it  will  all  be  over  in  a  day  or  two 
anyway.  That's  the  latest  from  the 
National  Institutes  of  Health,  which 
recently  staged  a  Consensus  Confer- 
ence on  Traveler's  Diarrhea. 

Note:  You  can  improve  on  the  1-in- 
3  odds  if  you're  scrupulous  about  eat- 
ing only  cooked  foods  and  peeled 
fruit,  and  drinking  only  bottled  bever- 
ages. Avoid  tap  water  completely — 
even  for  ice  or  brushing  your  teeth. 

Some  over-the-counter  preventives 
and  antibiotics  can  indeed  help 
thwart  traveler's  diarrhea.  But  you'll 
run  a  5%  risk  of  side  effects,  ranging 
from  skin  rashes  (further  irritated  by 
sunlight)  to — talk  about  cruel  irony — 
diarrhea  itself.  In  addition,  preventive 
use  of  antibiotics  dulls  their  punch 
should  you  actually  need  them. 

If  you  do  come  down  with  a  mild 
case  of  diarrhea,  Dr.  Sherwood  Gor- 
bach,  chairman  of  the  conference  and 
professor  of  medicine  and  community 
health  at  Tufts  Medical  School,  urges 
drinking  plenty  of  bottled  water.  Also 
take  good  old-fashioned  Pepto-Bis- 
mol.  If  the  malaise  is  more  severe,  try 
an  antimotility  drug,  such  as  Lomotil 
or  Imodium.  More  than  four  bowel 
movements  a  day  may  indicate  the 
need  for  an  antibiotic  to  kill  the  bacte- 
ria in  your  system.  The  most  pre- 
scribed are  Bactrim,  Septra  and  Vibra- 
mycin.  Also  pick  up  a  few  packets  of 
Infalyte,  available  over-the-counter, 
which  will  help  replace  the  salt  and 
electrolytes  you'll  lose  if  stricken. 
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At  Embassy  Suites®  hotels,  we'll 
spoil  you  with  a  lot  of  extras.  At  no 
extra  cost. 

Two  rooms  for  the  price  of  one. 

Every  room  in  an  Embassy  Suites 
hotei  is  really  a  two-room  suite  with  a 
luxurious  living  room  and  a  spacious 
private  bednx)m.  You'll  find  it  gives 
you  plenty  of  space  to  work.  And 
relax.  And  you'll  find  it  all  for  the 
price  of  an  ordinary  hotel  room. 


EMBASSY 

CUITEC 

^HOTELS^ 


Free  breakfast  and  cocktails* 

Come  by  our  beautiful  atrium  every 
morning  for  a  free,  cooked-to-order 
breakfast.  Then  stop  by  in  the  evening 
for  two  hours  of  complimentary 
cocktails.+ 

Extra  room.  Extraordinary  value. 

On  your  next  trip,  spoil  yourself  at  an 
Embassy  Suites  hotel.  You'll  find  The 
Suite  Life®  you  deserve.  At  a  price  y<  >u 
don't  have  to  be  a  fat  cat  to  afford. 


You  don't  have  to  be  a  fat  cat 
to  enjoy  The  Suite  Life.sm 


For  reservations  call  1-800-EMBASSY  or  your  travel  agent. 


+  Subject  to  state  and  local  laws 


THE  RIGHT  LIFE  INSURANCE  CAN  BUILD 
SECURITY  FOR  GENERATIONS 

COME  TO  NEW  ENGLAND 


ecurmes  products  available  through  New  England  Securities  Corporation. 


©  1986.  New  England  Mutual  Life  Insurance  Company.  Boston.  MA. 


The  New  England  we  speak  of  is  just 
that-77ie  New  England  (formerly  known  as 
New  England  Life).  A  partnership  of  finan- 
cial services  companies  offering  financial 
planning,  life  insurance,  investment 
products,  retirement  programs,  employee 
benefits  and  more. 

At  The  New  England,  we've  been  sat- 
isfying our  clients'  need  for  life  insurance, 
and  they've  been  sharing  in  our  investment 
success,  for  more  than  150  years.  And  we 


can  state  with  authority  that  there's  no  bet- 
ter way  to  build  for  the  future -provided  that 
the  life  insurance  you  select  is  flexible, 
secure  and  suited  to  your  needs. 

If  you'd  like  your  life  insurance  to 
come  from  a  company  whose  strong  invest- 
ment growth  can  benefit  you,  come  to 
New  England.  The  New  England. 

Phone  1-800-222-2725,  Ext.  155,  and 
we'll  send  you  a  free  brochure  and  the 
name  of  your  local  representative. 


E 


The  New  England 

Your  Financial  Partner 


Careers 


The  bull  market  of  the  Eighties  has  attract- 
ed hundreds  of  thousands  of  new  stockbro- 
kers. Some  of  them  now  own  yachts.  Others 
are  back  pumping  gas. 


Cold-call 


By  Matthew  Schifrin 

We  are  looking  for  individ- 
uals with  a  deep  desire  to 
earn  a  great  deal  of  money," 
says  David  Barrus,  a  district  manager 
for  Blinder,  Robinson  &  Co.  He's 
preaching  to  a  class  of  30  eager  would- 
be  stockbrokers  gathered  at  the  penny 
stock  firm's  Madison  Avenue  office  in 
New  York.  "Last  year  our  rookie  of 
the  year,  a  former  truck  driver  in  Chi- 
cago, earned  in  excess  of  $130,000." 

The  attendees  straighten  up  in  their 
seats.  "This  is  a  chance  to  get  in- 
volved in  the  most  exciting  thing  any- 
body can  do,"  Barrus  tells  them.  "I 
know.  I  am  a  broker  with  1,200  cli- 
ents, and  I  am  32  years  old.  Eight 
years  ago  I  worked  at  McDonald's. 
Now  I  manage  millions  of  dollars  and 
earn  in  excess  of  $400,000  a  year." 

The  chance  of  a  lifetime?  Nearly 
50,000  people  became  registered  to 
sell  stocks,  bonds  and  packaged  secu- 
rities last  year  alone.  In  all,  there  are 
404,000  people  registered  to  sell  secu- 
rities of  one  kind  or  another.  No  won- 
der you  get  so  many  calls  and  letters. 

For  the  stoutest  hearts,  big  money 
could  be  there.  According  to  the  Secu- 
rities Industry  Association,  the  aver- 
age broker  earned  $80,000  last  year. 
But  don't  let  that  average  mislead 
you.  it  includes  super  brokers  who 
gross  over  $1  million  in  commissions 
a  year.  "A  good  slug  of  brokers  earn 
half  the  average,"  says  SIA  General 
Manager  Adrian  Banky.  "In  a  bear 
market  a  broker  oriented  toward  sell- 
ing stocks  and  bonds  can  see  his  busi- 
ness drop  30%  or  40%."  Small  won- 
der only  41%  of  all  brokers  remain  in 
the  business  more  than  three  years. 
Still,  there  is  no  shortage  of  appli- 


cowboys 


cants,  who  have  two  roads  to  travel. 
The  high  road  is  with  a  major  broker- 
age firm.  But  getting  hired  can  seem 
as  hard  as  getting  into  medical  school. 
"In  1986  we  trained  800  new  brokers, 
but  we  had  70,000  applicants,"  says 
Joel  Margolies,  head  of  retail  branches 


at  Shearson  Lehman  Brothers. 

Only  one  new  broker  in  five  starts 
out  with  one  of  the  major  firms, 
which  provide  a  base  salary  for  up  to 
16  months,  training  and  name  recog- 
nition. After  that,  brokers  keep  25% 
to  50%  of  their  gross  commissions. 

"Dean  Witter  has  been  awesome  for 
me,"  says  25-year-old  Eric  J.  Shames, 
who  passed  up  law  school  in  1984  to 
become  a  broker  and  grossed  $385,000 
in  1986.  "Besides  the  name,  they  back 
me  with  everything — research,  a 
beautiful  office.  All  I  have  to  do  is  put 
in  the  time." 

Merrill  Lynch's  17-wcek  training 
program  includes  three  weeks  at  its 
campus-like  complex  in  Princeton, 
N.J.,  which  features  high-tech  simula- 
tion drills,  jacuzzis  to  cool  out  in,  and 
fine  dining.  Merrill  says  it  spends 
$30,000  to  $50,000  per  trainee. 

The  vast  majority  of  potential  bro- 
kers, however,  have  to  take  the  low 
road  and  get  no  such  coddling.  Their 
training  with  a  small  firm  usually 
consists  of  a  few  product  lectures  and 
the  chance  to  watch  an  established 
salesman  at  work.  Then  they're  given 
a  desk,  a  phone  and  a  telephone  direc- 
tory. Sometimes  the  atmosphere  is  a 


Many,  many  are  called — by  pro  and  rookie  alike 


Andrew  Lanyi  is  62  and  earns 
over  $1.5  million  a  year  at  La- 
denburg,  Thalmann  &  Co.,  but  he 
still  spends  1 1  hours  a  day  at  the 
office,  several  spent  cold-calling. 
Why  does  this  29-year  veteran 
with  625  blue-chip  clients  and  al- 
most $66  million  under  manage- 
ment continue  to 
seek  prospects? 

"I'm  constantly 
looking  for  clients 
that  are  richer,  more 
pleasant  and  more  ac- 
tive," says  Lanyi,  in  a 
thick  Hungarian  ac- 
cent. Toward  that 
end,  he  reckons  he's 
made  over  1  million 
cold  calls  in  his  ca- 
reer, but  he  now  has  a 
three-person  calling 
corps.  Using  directories  and  corpo- 
rate reports,  the  assistants  spend 
all  day  phoning  prospects,  qualify- 
ing them  (at  least  $250,000  in  in- 
vestments) or  setting  them  up  for 
the  master.  Consulting  index  cards 
for  prospects,  or  one  of  his  two 
computer  screens  for  existing  cli- 
ents, Lanyi  goes  into  his  spiel. 
Lanyi  first  learned  cold-calling  at 


( )ld  pro  Andrew  Lanyi 
Over  1  million  calls. 


Kidder,  Peabody  in  the  late  1950s, 
contacting  prospects  with  Hungarian 
names  found  in  the  Manhattan  phone 
directory.  He  later  worked  alongside 
Martin  Shafiroff,  a  legendary  cold- 
caller  who  now  generates  over  $10 
million  a  year  in  commissions  at 
Shearson. 

Andrew  Lanyi  does  his 
own  research  on  the  20 
or  so  stocks  that  he 
keeps  in  clients'  portfo- 
lios. This  week's  spe- 
cials are  the  sewer  repair 
firm  Insituform  of  North 
America,  Precision  Tar- 
get Marketing  and  Con- 
trol Resources,  an  asbes- 
tos remover. 

He  can  be  very  persua- 
sive. "Look,  John,  I  hap- 
pen to  be  one  of  the  few 
top  producers  in  the  history  of  Wall 
Street,"  he  tells  a  client.  "My  clients 
pay  me  at  least  seven  or  eight  times 
better  than  they  pay  the  President  of 
this  country.  Either  all  my  clients  are 
crazy,  or  they  have  a  little  fun.  .  .  . 
What's  holding  you  back?" 

Karl  Nelson,  28,  makes  40  to  50 
calls  an  hour,  for  8  of  the  12  hours  in 
his  workday.  Yet  he  is  lucky  if  he  gets 
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bit  rough.  "As  soon  as  I  walked  in  the 
door  I  knew  I  was  hired  because  I  was 
dressed  better  than  the  president," 
says  Dominic  Smorra,  who  left  a 
small  o-t-c  firm  in  New  Jersey  last 
year  to  join  Merrill  Lynch.  "1  was 
working  with  ex-auto  mechanics  and 
construction  workers.  The  secretaries 
were  abused,  foul  language  was  ram- 
pant. I  couldn't  stomach  it." 

All  new  brokers  must  become  regis- 
tered with  the  National  Association 
of  Securities  Dealers,  of  course.  The 
six-hour,  250-question  General  Secu- 
rities exam  used  to  be  child's  play. 
Until  last  June  the  pass  rate  for  the 
exam  hovered  around  65% .  The  test  is 
now  tougher;  less  than  60%  pass. 

There  is  no  proven  formula  for  be- 
coming a  successful  broker.  Rich 
friends  and  a  gift  of  gab  help.  A  sales 
background  usually  is  a  big  plus,  too. 
But  advanced  degrees  can  work 
against  you.  Says  Barrus  at  Blinder, 
Robinson,  "I  hate  Harvard  M.B.A.s — 
they  think  too  much.  I  need  doers." 

Self-confidence  is  a  must.  Says  Bar- 
rus: "All  I  need  is  a  name  and  number 
to  be  successful.  I  don't  care  if  they 
are  qualified  investors.  I'll  take  names 
off  of  subway  cars." 


Rookies  and  pros  alike  are  con- 
stantly on  the  prowl  for  new  clients, 
spending  upwards  of  70  hours  a  week 
cold-calling,  often  using  the  same  di- 
rectories (sec  box).  Others  concentrate 
on  mailings,  seminars  and  teaching 
night  classes  to  woo  customers.  Some 
women  brokers  find  they  have  an  ad- 
vantage selling  to  women  profession- 
als, but  others  find  they  are  more  suc- 
cessful with  male  clients.  "A  lot  of 
men  enjoy  my  'intuitive  ability,'  " 
quips  a  woman  broker  in  New  York. 

"The  level  of  rejection  is  incredible, 
but  there  can  be  no  lapse  in  your  men- 
tal attitude,"  says  one  ex-broker,  who 
admits  he  couldn't  hack  it  and  now 
does  odd  jobs  for  a  living.  "One  day 
you  can  be  the  best  guy  in  the  world; 
the  next  you  can  rattle  off  150  calls, 
and  no  one  wants  to  talk  to  you." 

According  to  Bill  Meyer,  a  psy- 
chologist at  Rohrer,  Hiblcr  &  Replo- 
gle,  the  most  successful  brokers 
seem  to  be  driven  almost  solely  by 
money  and  profit.  They  tend  not  to 
make  other  sacrifices  and,  as  a  re- 
sult, have  a  higher  tendency  toward 
divorce.  "These  people  find  this  pres- 
sure to  earn  very  exciting,"  Meyer 
says.  "They  are  driven."  ■ 


to  pitch  15  or  20  of  the  300-plus  peo- 
ple he  calls.  "It's  not  so  tiring  if  you 
keep  at  it,"  says  the  fledgling  broker 
at  Gruntal  &.  Co.,  a  New  York  region- 
al broker.  "It  becomes  automatic." 

Nelson  hopes  to  be  wealthy  one 
day,  and  dreams  of  a  Jaguar  XJS  sports 
car  and  a  Porsche.  "I  am  recommend- 
ing Jaguar's  stock,"  he 
says  enthusiastically. 
But  the  odds  are  against 
his  ever  making  it  big. 
He  is  late  to  the  game, 
and  he  is  starting  out  at  a 
lesser-known  firm  that 
offers  little  formal  train- 
ing. But  Gruntal  is  cur- 
rently allowing  new  bro- 
kers like  Nelson  to  draw 
a  salary  between  $  1 5,000 
and  $20,000  a  year  to 
hold  them  over  until 
they  start  making  money. 

Nelson  occupies  a  small  desk  at  the 
65-broker  branch  at  14  Wall  Street. 
His  tools:  a  few  research  reports,  a 
telephone  and  a  stock-quote  machine 
that  he  shares.  He  cold-calls  from 
piles  of  cards  purchased  from  Dun  & 
Bradstreet  with  phone  numbers  of 
chief  executives  of  small  businesses. 
Other  brokers  purchase  the  same 


Rookie  Karl  Nelson 
300  calls  a  day. 


cards.  He  supplements  the  D&B 
list  with  a  directory  of  directors 
and  a  directory  listing  the  tele- 
phone numbers  of  New  York-area 
doctors.  "I  also  go  to  networking 
parties  at  discos,  and  leave  my  card 
in  the  bathrooms  at  the  theater  and 
opera,"  he  says. 

After  a  short  col- 
lege career  at  Dart- 
mouth, Nelson  began 
selling  oil  and  gas 
leases  for  two  firms  in 
1980,  then  sold  Gin- 
nie  Maes,  munis  and 
stocks  at  a  small  in- 
vestment house  in 
New  York. 

After  40  calls,  Nel- 
son finally  connects 
with  a  partner  of  a 
small  company  on 
Long  Island  who  wants  some  addi- 
tional information.  The  prospect 
informs  Nelson  that  he  already  has 
millions  in  the  market.  Nelson's 
eyes  gleam  into  the  Bunker  Ramo 
quote  machine  as  he  rubs  his  hands 
together.  "I'll  send  that  right  out, 
Mr.  Gold.  And  when  I  have  a  prof- 
itable idea,  I  will  get  back  to 
you." — M.S. 
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Own  a  bottle. 


When  you  are  accustomed 
to  the  very  finest  service,  it's 
impossible  to  accept  anything  less. 

Take  AT&T  WATS*  for 
instance. 

And  Westin  Hotels  & 
Resorts.  Westin  needed  WATS 
as  high  in  caliber  as  all  of  the  ser- 
vices at  each  of  their  30  highly 
rated  U.S.  hotels. 

What's  more,  they  needed 
cost-effective  WATS. 

Several  long  distance  com- 
panies claimed  that  their  WATS 
could  fit  the  bill  with  both  first- 
rate  service  and  significant 
savings. 

Naturally,  Westin  checked 
the  facts. 

Factl:  Only  AT&T,  the 
company  that  invented  WATS 
and  began  offering  it  25  years 
ago,  offers  both  first-rate  service 
and  equally  attractive  savings. 

Fact  2:  Since  June  1986, 
the  cost  of  making  out-of-state 
AT&T  WATS  calls  during  day 
and  evening  calling  periods 
has  been  reduced  by  over  15%, 
making  AT&T  WATS  rates  more 


competitive  than  ever. 

Fact  3:  More  companies,  both 
big  and  small,  choose  AT&T  WATS 
over  all  other  competing  services. 

Fact  4:  AT&T  WATS 
lines  are  engineer- 
ed for  95%+  call 
completion  dur- 
ing peak  busy 
times. 

Fact  5: 
98%  of  all 
AT&T  WATS 
calls  are 
conveyed 
over  land, 
providing 
clear,  de- 
pendable 
transmis- 
sion for 
voice,  data 
and  graphics. 

Fact  6: 
With  AT&T 
WATS,  operators 
are  available  for  im- 
mediate help  and  credit 
for  wrong  or  misdialed 
numbers. 
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Fact  7:  Because  the  AT&T 
:work  has  extensive  backup 
>visions  for  rerouting  calls, 
&T  WATS  has  virtually  no 
vntime. 

Fact  8:Wth  AT&T  WATS, 
siness  customers  can 
1  from  anywhere 
he  U.S.  to 
rwhere  in 
i-USl 


Fact  9:  With  AT&T  WATS, 
Vomers  are  billed  only  for 
apleted  calls,  and  they're 
ured  of  accurate  billing. 

After  comparing  our 
its  and  benefits  with  those 
)ther  companies,  Westin 
tose  AT&T. 


n 


Our  ac- 
count team  and 
technical  experts 
worked  with  Westin 
to  reconfigure  their  AT&T 
WATS  lines,  allowing  them  to 
optimize  their  traffic  patterns 
and  cut  costs. 
\  In  addition, 

\    we  helped 

Westin  central- 
ize control  of 
their  AT&T 
WATS  lines 
to  more 
effectively 
manage 
and  track 
costs  from 
each  hotel. 

The 
results? 
Says 
Larry  Magnan, 
Westin  Sr.  VP., 
Technical 
Services,  "We  now 
have  an  extremely 
cost-effective,  well- 
managed,  high-quality  WATS. 


Just  what  we 
expected  from  AT&T." 

AT&T  WATS. 

Another  reason  to  choose 
AT&T. 

For  more  information,  talk 
with  your  account  executive 
at  AT&T. 

Or  one  of  our  sales 
representatives  at 
1  800  222-0400. 


AT&T 

The  right  choice. 


Faces 

Behind  the  Figures 


Kdited  by  Harold  Seneker 


Is  Uncle  Sam  putting  up  the  price  of  oil? 


Absolutely,  according  to  this  econ- 
omist. Oil  prices  have  been  rising 
for  half  a  year,  and  headlines  have 
been  quick  to  finger  OPEC  as  the  cul- 
prit. But  the  real  cause,  argues  Bharat 
Trehan,  an  Indian-born  economist 
with  the  Federal  Reserve  Bank  of  San 
Francisco,  is  the  dollar.  The  U.S.  has 
been  encouraging  the  dollar  to  fall, 
and  oil,  argues  Trehan,  moves  in- 
versely to  the  dollar. 

Internationally  traded  oil  is  priced 
in  dollars,  notes  Trehan,  31.  "If  the 
dollar  goes  down  against  their  own 
currencies,  producers  wind  up  not 
only  getting  less  money  but  seeing 
their  dollar  reserves  erode  in  value 
before  their  eyes.  So  they  have  to  in- 
crease prices."  That  is  what  happened 
during  both  energy  crunches  of  the 
1970s,  when  rising  inflation  forced 
down  the  dollar  on  world  currency 
markets  and  simultaneously  encour- 
aged oil  exporting  countries  to  de- 
mand higher  prices. 

Now,  it  seems,  the  process  is  begin- 
ning to  repeat  itself.  True,  the  dollar 
began  dropping  in  early  1985,  and  for 
much  of  that  period  petroleum  prices 
declined  also.  Yet  with  the  U.S.  cur- 


rency off  by  58%  against  the  yen  and 
56%  against  the  deutsche  mark  in  the 
last  two  years,  petroleum  prices  once 
again  are  firming.  Concludes  Trehan 
of  the  trend,  "We  will  see  stronger  oil 
prices  for  at  least  the  next  two 
years." — Robert  McGouj;h 


Does  GM  rate  shelf  space? 

Some  of  the  most  significant 
changes  in  the  automobile  indus- 
try go  far  beyond  the  market-share 
figures,  and  they  bode  ill  for  Detroit, 
argues  J.  David  Power  III,  55.  His 
Westlakc  Village,  Calif.  J.D.  Power  & 
Associates  market  research  firm  pub- 
lishes a  widely  followed  "customer 
satisfaction  index"  based  on  exten- 
sive consumer  questionnaires,  and 
U.S.  carmakers  should  be  disquieted 
by  what  his  subjects  are  saying. 

To  Power,  the  day  of  the  small  but 
conveniently  situated  dealership  is 
over.  He  figures  GM's  10,300  dealers 
are  "at  least  3,000  to  4,000  too  many." 

"Among  car  buyers,  both  manufac- 
turer and  dealer  loyalty  is  breaking 
down,"  explains  Power.  Two  out  of 
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Federal  Reserve  economist  Bharat  Trehan 

"We  will  see  stronger  oil  prices  for  at  least  the  next  two  years. 


Auto  market  researcher  J.  David  J 'oner  III 
The  power  is  with  the  superdealers 
in  site  control. 

three  new  car  buyers  switch  name- 
plates,  and  four  of  five  switch  dealers. 
Customers  shop  around  more  and 
drive  longer  distances  to  buy,  largely, 
he  thinks,  because  service  has  be- 
come less  of  an  issue.  "Thirty-five 
percent  of  Japanese  import  owners 
aren't  even  taking  their  car  in  during 
the  first  year  for  service." 

Instead,  the  market  is  evolving  into 
one  of  "superdealers,"  like  the  $856 
million  (sales)  Potamkin  auto  dealer- 
ships, with  15  locations  from  New 
York  to  Florida.  These  superdealers 
are  spreading  bets  on  different  fran- 
chises and  trying  to  boost  volumes  to 
make  up  for  shrinking  margins. 

The  biggest  loser  in  this  trend,  pre- 
dicts Power,  will  be  General  Motors. 
In  a  world  of  "superdealers"  with  sev- 
eral franchises  under  one  roof,  GM 
will  have  to  fight  for  "shelf  space" 
with  aggressive  imports,  he  says.  "It 
will  no  longer  have  site  control."  Why 
GM  in  particular'  Since  1982  General 
Motors  cars  have  consistently  ranked 
near  the  bottom  of  Power's  annual 
satisfaction  ranking.  Last  year  no  GM 
namcplate  ranked  above  the  industry 
average.  Power  thinks  the  shelf  space 
future  looks  tough  for  a  record  like 
that  — Marc  Bcauchamp 


A  new  racquet 

When  Charles  Pasarell  quit  tennis 
for  the  luxury  resort  business  in 
1983,  he  knew  U.S.  resort  occupancy 
rates  were  fat  (recently  almost  80%). 
But  Pasarell,  the  U.S.'  top-ranked  ten- 
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nis  player  in  1967  and  founder  of  the 
Grand  Champions  tennis  tour,  a  col- 
lection of  big  names  past  their  prime 
who  toured  resort  towns  like  Scotts- 
dale  and  Palm  Springs,  was  all  too 
aware  that  there  are  resorts  and  then 
there  are  resorts.  So  he  and  developer 
Albert  DeVaul  spent  almost  three 
years  inspecting  five-star  resorts  like 
Hawaii's  Mauna  Kea,  Virgin  Islands' 
Caneel  Bay  and  Italy's  Villa  D'Este. 

He  thought  they  were  missing  the 
market.  "We  found  magnificent  prop- 
erties with  wonderful  locations  and 
great  service  that  had  become  tired," 
says  Pasarell.  The  pair  discovered  the 
luxury  market  has  gotten  younger,  a 
lot  more  active — and  still  willing  to 
pay  deluxe  prices  for  deluxe  service. 

Instead  of  using  his  graying  players 
to  promote  another  graying  resort,  the 
two  decided  to  build  a  facility  from 
the  footings  up:  a  giant,  $120  million 
sports-oriented  superluxury  resort  de- 
signed to  host  championship  golf  and 
tennis  tournaments  for  younger  vaca- 
tioners. Their  340-suite  Grand  Cham- 
pions resort  in  tony  Indian  Wells,  near 
Palm  Springs,  which  opened  in  De- 
cember, has  two  championship  golf 
courses,  12  tennis  courts,  4  swim- 
ming pools,  24  spas  and  a  10,500-seat 
tennis  stadium — and  an  occupancy 


rate  of  around  85%.  Daily  rates  can 
run  (depending  on  the  season)  from 
$70  for  a  minisuitc  in  July  to  over 
$2,400  for  a  six-bedroom  villa  with 
private  butler  and  boardroom  in  Janu- 
ary. With  backing  from  American 
Can,  VMS  Realty  and  a  San  Francisco 
merchant  bank,  the  group  plans  con- 
struction of  a  second  Grand  Champi- 
ons resort,  on  the  beach  at  Wailea, 
Hawaii. — Ellen  Paris 


How  to  compete  with  IBM 

George  Bragg,  now  54  and  president 
of  Telex  Corp.,  was  hired  by 
Chairman  S.J.  Jatras  in  1981  because 
Telex  was  going  nowhere  fast  and 
Bragg  had  a  reputation  as  a  turn- 
around artist  at  Rockwell  and  Mem- 
orex.  Telex'  problem  was  surviving 
against  IBM  when  it  used  IBM-proto- 
col-compatible  technology. 

Bragg  was  the  right  doctor,  all  right. 
For  fiscal  1987  (ending  in  March)  sales 
have  quintupled  over  1982  levels, 
while  net  profit  margin  is  running  at 
about  9.5%,  more  than  double  1981. 
How  did  Bragg  do  it? 

He  stayed  in  Telex'  niche:  a  leading 
supplier  of  IBM  3270-compatible  ter- 
minals for  airline  and  travel  reserva- 

David  Strick/Onvx 
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Charles.  Pasarell  of  Grand  Champions  Resort  Development  Corp. 
Others  missed  the  market  in  Indian  Wells  and  Hawaii. 


Telex'  George  Bragg 

A  little  matter  of  100%  product 

turnover  at  the  plant. 

tions,  which  provide  88%  of  reve- 
nues. Acquiring  a  competitor  (Ray- 
theon Data  Systems)  strengthened 
Telex'  hold  on  that  market. 

Improved  efficiency  did  a  lot  to  off- 
set IBM's  aggressive  price-cutting. 
Bragg  decided  that  management  was 
basically  good  but  had  no  sense  of 
teamwork.  So  he  brought  all  manag- 
ers together  monthly.  "They  soon 
found  many  common  problems,"  he 
says,  which  he  pushed  them  to  solve 
jointly.  He  also  based  their  compensa- 
tion on  return  on  average  assets:  "Pro- 
duction managers  can't  influence 
how  the  company  finances  its  opera- 
tions, so  why  base  their  bonuses  on 
return  on  equity?"  He  turned  Telex' 
service  business,  which  had  been  a 
cash  drain,  into  a  profit  center.  Today 
it  produces  a  24%  pretax  return. 

But  the  main  ingredient  is  endless 
innovation.  Bragg  retired  Telex'  old 
me-too  product  lines,  "harvesting" 
them  for  cash  to  deploy  into  new 
products  as  the  old  inevitably  faded. 
Says  Bragg:  "We  compete  against  IBM 
by  not  just  making  copies.  It's  true 
that  our  machines  arc  IBM-protocol- 
compatible  with  their  terminals,  but 
the  products  must  be  quite  different. 
We  always  include  extra  functions. 
For  example,  IBM  doesn't  have  a 
voice/data  terminal.  We  do." 

Simple,  no?  But  easier  said  than 
done.  "We  find  that  we  must  adjust 
our  products  quickly,"  Bragg  says. 
"None  of  the  products  we  produce  in 
our  plant  at  Raleigh  existed  two  years 
ago." — Stanley  Anj;rist 
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are  paying  dividends  in  aviatic 


Parker  is  so  deeply  involved  in  the 
aviation  and  aerospace  markets,  that  we  are  on 
virtually  every  aircraft  and  spacecraft  in  the 
free  world. 

We  have  reached  this  position  by  becom- 
ing totally  involved  in  new,  emerging  programs. 
By  having  Parker  products  and  systems 
specified  as  original  equipment,  we  maintain 
our  growth  rate  from  year  to  year. 

We  helped  aviation 
take  off. 

When  the  aviation  industry  was  just  begin- 
ning to  grow  some  60  years  ago,  Parker  was 
there  helping  to  design  the  required  systems.  We 


SPACE,  MISSILES  &  OTHER  -7% 

COMMUTER  &  GENERAL  AVIATION  - 11% 

COMMERCIAL  TRANSPORT -24% 

HELICOPTER  -10% 

1 

MILITARY  FIXED-WING  -48% 

■   |    ■  . 

Parker's  diversification  within  the 
aerospace  market  provides  solid, 
long-term  growth. 


were  there  on  the  first  flights  of  many  aircraf 
and  we're  still  there,  supplying  literally  thou- 
sands of  repair  and  replacement  parts  each 
year.  Aviation  not  only  represents  an  importa 
part  of  our  business  picture,  it  demonstrates 
our  attitude  to  business:  get  involved  early  an 
stay  involved. 

Parker  is  currently  involved  in  two  new 
commercial  aviation  projects  which  we 
believe  will  develop  into  excellent  on-going 
programs. 

An  efficient  engine  of  th< 
future. 


\       \  v    ..J  i   V     ,.1      l>      ,'      •>  si 


The  highly      t'  \>f"l"v' 
efficient  turbo- $   >  1 
propfan  engine  \  ,»v"»%...j 
of  the  future  will  '*?     }  « 
employ  vital  fa 
technologies     /  / 
from  Parker.     .•'    /  / 


One  of  the  projects  is  the  new  turbo- 
propfan  engine,  which  is  expected  to  provide 
least  25°7o  fuel  savings  over  today's  turbofan 
engines.  Our  engineering  teams  are  also  curre 
at  work  on  parts  and  components  which  will 
widely  used  on  the  new  generation  of  mediun 
range  transport  aircraft. 


nd  aerospace... 


Parker 

;--'V  J--;5-- this  new  MD-11 

widebody  jet 
?--*"       soar  with  advanced 
components  and  systems. 


Advanced  technology 
trijet. 

..<;Y>•;^'^/v;''^V;''^;;^r:^^;^^    weight-saving  systems 

as  a  member  of  the  power 

'Wc '  ' >-'V-':N::^""!^^l-M^\  >^-V ^  A.«*V^^yr^6£is!SP'"      plant  team,  and  we  fully  intend 


'!'X,-'(  ...  ^•'C7>.V-v^-  -W.4  > 

Jit-x''  x    ;  .-V*""s  .-4-~~l.---~~ 

•—"*      vXXNW- ^  ^  •  f  

rker  is  also  making  significant  contributions  to 

new  McDonnell  Douglas  MD-11  widebody  jet. 

is  large-capacity  trijet,  offered  in  various  config- 

itions,  provides  a  variety  of  cost-saving,  perfor- 
mance-improving features.  It  will  seat  up  to 

"ly;>.  400  passengers  or  carry  a  100-ton  pay- 
load.  This  fuel-efficient  jet  featuring 
\    \    vertical  winglets,  will  have  a  range 
\  of  8, 800  nautical  miles.  In  addition, 

;  ^ ,  >  ' y\   Parker  systems  and  components ,  ' -\ 

\    ;  ,  /  will  be  used  on  all  engine 

''J^'    options  offered  for  the 

^  MD-11. 


 -V^^VV^^  < 

'.  ft.::.;    :    ;    '.     '.    *.          '.    •,    V'v"////.,/  i, 
'>,...  I- ■■  ■>■■■ ,;■!,.... '....'.<  'i,..':,,.';,    \    \  \ 


lelping  our 
lilitary  patrol 
ie  skies. 

We  also  have  a  long  and  successful 
;tory  of  providing  vital  motion-control  tech- 
logies  for  military  applications. 

For  example,  the  Air  Force's  Advanced 
ctical  Fighter  about  to  enter  demonstration/ 
lidation,  may  utilize  new  high-pressure 
draulic  systems.  Parker  has  already  made 
;nificant  contributions  to  these  self-contained, 


to  contribute  to  the  airframe  prototypes. 

Parker  is  taking  part- 
everywhere. 

Parker  offers  over  100,000  different 
catalog  items  to  over  1 ,000  markets  such  as 
automotive,  biomedical,  industrial,  and  marine. 
We  are  meeting  customer  needs  for  original 
.^^•  '777  equipment  and  retrofit,  as 

well  as  repair  and  replacement. 
/f'>Vv'V  This  provides  Parker  with  both 
.•••/\>vv'7\-V  growth  and  stability. 
\Xy£\f.:i  The  vital  Technologies  of 

Parker  are  setting  growth 
records  like  never  before.  For 
more  details,  write  for  our 
annual  report:  Parker 
Hannifin  Corpor- 
\  ation,Dept.  FB-4 
17325  Euclid 

Avenue, 
\  Cleveland, 
Ohio 
44112- 
1290. 
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Parker  is 

currently  involved 
in  developing  self- 
contained,  high-pressure 
hydraulic  systems  of  the  type 
that  may  be  used  on  this  Advanced 
Tactical  Fighter. 
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Vital  technologies  for  today  and  tomorrow. 


This  announcement  constitutes  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these 
securities.  The  offering  is  made  only  by  the  Prospectus,  copies  of  which  may  be  obtained  in  any 
State  from  such  of  the  undersigned  and  others  as  may  lawfully  offer  these  securities  in  such  State. 


January  29,  1987 


$350,000,000 


Prime  Computer,  Inc. 


5Y4%  Convertible  Subordinated  Debentures  Due  2012 


Convertible  into  Common  Stock  at  $27. 75 per  Share 


Price  100% 

(Plus  accrued  interest,  if  any) 


Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 


Alex.  Brown  &  Sons 

Incorporated 


Dillon,  Read  &  Co.  Inc. 


Hambrecht  &  Quist 

Incorporated 


Kidder,  Peabody  &  Co. 

Incorporated 

Montgomery  Securities 


The  First  Boston  Corporation 

Goldman,  Sachs  &  Co. 

Lazard  Freres  &  Co. 
Morgan  Stanley  &  Co. 

Incorporated 

Robertson,  Colman  &  Stephens 
L.  F.  Rothschild,  Unterberg,  Towbin,  Inc.  Salomon  Brothers  Inc  Shearson  Lehman  Brothers  Inc. 
Wertheim  Schroder  &  Co.  Dean  Witter  Reynolds  Inc. 

Incorporated 

Adams,  Harkness  &  Hill,  Inc.  Cowen  &  Co.  Eberstadt  Fleming  Inc. 


Donaldson,  Lutkin  &  Jenrette 

Securities  Corporation 

E.  F.  Hutton  &  Company  Inc. 
Merrill  Lynch  Capital  Markets 
Paine  Webber  Incorporated 


Prudent  ial-Bache 

Securities 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Dow  Jones 
'  industrial  average 

.  The  total  price  of  30 
.  blue-chip  industrial  stocks,, 
adjusted  to  reflect  splits. 
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12  month  close  up 


•2750 


■  2500 


2250 


2000 


1750 


1500 


'Capitalization  weighted 


■1250 


■O  o  Percent  change  in  last  two  weeks. 
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A  good  cheap  stock  is  hard  to  find.  With  the  Wilshire 
jumping  12.6%  and  adding  more  than  $300  billion  in 
market  capitalization  since  the  start  of  the  year,  the 
average  stock  now  sells  at  nearly  20  times  earnings  (last 
12  months).  Even  The  Forbes  Sales  500  sport  a  P/E  multi- 
ple of  18.2.  True,  Wall  Street  is  expecting  higher  earnings 
this  year.  The  Forbes  500  list  is  now  selling  at  13  times  the 
earnings  that  security  analysts  expect  these  big  compa- 
nies to  haul  in  this  year.  But  if  past  years  are  a  guide, 


analysts  will  reduce  their  earnings  estimates  as  1987 
progresses,  keeping  the  multiple  up  m  the  sky. 

Some  secondary  stocks,  particularly  those  trading  on 
the  Nasdaq,  seem  less  overvalued  than  the  blue  chips  (see 
story,  p.  154).  While  the  Dow  gained  3.9%  in  the  last  two 
weeks,  Nasdaq  shares  rose  only  0.6%.  Over  the  last  year 
the  Nasdaq  is  up  only  16.8%,  vs.  37.4%  for  the  Dow.  The 
Amex,  however,  seems  to  be  catching  up.  Amex  shares 
shot  up  3.3%  during  the  last  ten  trading  days. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

10.8 

10.7 

12.0 

10.7 

12.3 

11.0 

in  last  52  weeks 

25.6 

22.8 

37.4 

27.8 

23.2 

16.8 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

11.0 

12.1 

17.0 

7.2 

11.5 

8.5 

6.7 

13.3 

17.3 

7.6 

9.8 

11.6 

in  last  52  weeks 

28.9 

37.9 

52.9 

28.0 

19.3 

24.6 

21.0 

35.6 

47.8 

29.5 

31.6 

21.0 

'Wilshire  index  reflects  price  performance  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  cieated  2Based  on  sales.  3  A 
stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  pnee  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  of  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  1/30/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Freedom's  rewards.  Goodyear  Tire,  which  had  to  restruc- 
ture  to  fend  off  takeover  terror  Jimmy  Goldsmith,  went  up 
11%  in  the  last  two  weeks.  The  firm  invited  the  tender  of 
40  million  common  shares  in  a  stock  buyback.  Good- 
year's  rise  helped  consumer  durables  gain  4.3%. 

The  sector  that  includes  services  was  one  of  the  top 
four-week  performers.  Home  Shopping  Network  (see  p. 


40),  which  markets  consumer  products  over  its  own  ca- 
ble-TV networks,  went  up  43%  on  hopes  for  its  planned 
acquisitions  of  Baltimore  Federal  Financial  and  COMB,  its 
biggest  competitor. 

Finance  was  the  worst-performing  group  over  the  last 
two  weeks.  This  sector  was  dragged  down  by  Salomon,  off 
12%,  and  Meridian  Bancorp,  off  11%. 


Percent  change  in  last  52  weeks 

Percent  change  in  last  two  weeks 

Capital  goods 

Consumer  durables 

Consumer  nondurables  and  services 
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What  The  Analysts  Think 


No  prisoners.  Wall  Street  analysts  chopped  1987  earnings 
estimates  for  eight  out  of  the  nine  sectors.  Only  the 
consumer  durables  group,  revised  slightly  upward,  was 


spared.  But  there  may  still  be  some  bargains.  The  finance, 
utilities  and  consumer  durables  sectors  currently  sell  for 
estimated  1987  P/Es  under  that  of  the  Forbes  Sales  500. 


Forecasting  the  Forbes  500 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

Average 

1                    Consumer  durables 

$3.56 

1Z..S 

0.04% 

-0.80% 

Performance 

earnings  per 
share  P/E 

2 

Finance 

3.75 

9.2 

-0.01 

-0.05 

period 

3 

Energy 

2.36 

16.2 

-0.16 

-0.68 

4 

Utilities 

3.39 

10.6 

-0.27 

-0.36 

latest  12  months 

$2.62  18.2 

5 

Consumer  non-durables 

2.44 

15.9 

-0.30 

-0.76 

1987  estimates 

3.67  13.0 

6 

Raw  materials 

2.35 

15.4 

-0.54 

-0.78 

1988  estimates 

4.66  12.4 

7 

Transportation 

2.51 

13.0 

-0.88 

-6.72 

S 

Technology 

2.K4 

14.6 

-1.35 

-2.04 

NA:  Not  jvxUable. 

9 

Capital  goods 

2.61 

16.3 

-1.46 

-1.77 

Earnings  projections  are  cap 
Estimate  System  (IBES),  a  se 

rvicc  of  Lynch,  loncs  &  Ry 

in, 

estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brokers 
i  New  York-based  brokerage  firm. 

11  J.ara  for  periods  ending  1/30/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif ;  1BES,  a  service  of  Lynch,  (ones  &  Ryan,  New  York 
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Only  one  business  news 
magazine  delivers  the 
world  every  week. 


Your  most  important  target  is  the 
world,  because  business  today  is 
global. 

And  only  Business  Week  Interna- 
tional gives  you  the  world  every 
week. 

Every  issue  delivers  an  international 
audience  of  top-level  decision- 
makers in  Europe,  Asia  and  Latin 
America. 

87%  of  our  subscribers  are  native 
citizens— not  American  expatriates. 

96%  are  in  business,  finance, 
government,  industry  or  the 
professions;  of  these: 

54%  have  policy  or  operational 
responsibility  for  the  international 
business  of  their  companies. 

53%  are  in  top  management.  In 
fact,  Business  Week  International 
leads  all  other  international  business 
magazines  in  cost-efficiency  in 
reaching  Senior  and  Chief  Executives 
in  Europe  and  Asia.  Five  world- 
respected  independent  surveys 
confirm  it* 

So  reach  key  international  decision- 
makers every  week.  In  the  business 
magazine  they  read  every  week. 

Business  Week  International.  The 
world's  only  international  newsweekly 
of  business. 


•E.B.R.S.;  RE.S.;  A.B.R.S.;  Internationa!  Financial  Managers 
in  Europe  Readership  Survey;  C  E  O  's  in  Europe 
Readership  Survey. 

MINTERNATION&Lllf  ■ 

BusinessWeek  as 

The  world's  only  international  newsweekly  of  business. 


Frankfurt:  Percy  Fahrbach  (69)  72-01  81 
Hong  Kong:  Stephen  Marcopoto  (5)  260149 
Lausanne:  Irmgard  Fischer  (21)  27-44-11 
London:  Keith  Mantle  (1)  493-1451 
Milan:  Roberto  Laureri  (2)  805-95-67 
New  York:  Charles  Menatti  (212)  512-3867 
Paris:  Bruno  Hermann  (1)  42-89-03-81 
Stockholm:  Anarew  Karnig  (8)  4400-05 
Tokyo:  Paul  Ishii  (3)  581-9811. 
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J.P.  Morgan  is  a  superprofitable  commer- 
cial bank.  What's  to  stop  it  from  being  a 
superprofitable  investment  bank? 


First  join  'em, 
then  beat  'em 


By  Ben  Weberman 


Decide  for  yourself  whether 
this  is  a  bank  or  a  brokerage.  It 
has  applied  for  seats  on  the 
New  York  Stock  Exchange.  It  is  a 
member  of  the  National  Association 
of  Securities  Dealers.  It's  the  fourth- 
largest  underwriter  of  Eu- 
robonds and  the  seventh- 
largest  underwriter  of  gen- 
eral obligation  municipal 
bonds.  It  manages  $60  bil- 
lion in  pension  and  trust 
money  and  runs  five  mu- 
tual funds.  It  packages 
loans  into  securities  and 
does  private  placements. 
It  plans  to  open  a  discount 
brokerage  arm  for  clients 
who  have  at  least  $5  mil- 
lion to  invest. 

The  firm  is  J. P.  Morgan 
&  Co.  Inc.,  the  very  profit- 
able holding  company  for 
Morgan  Guaranty  Trust 
Co.  The  bank's  $68  billion 
in  assets  make  it  the  fourth-largest 
commercial  bank  in  the  country.  Last 
year  the  holding  company  earned 
$872  million,  a  handsome  19%  on 
common  equity. 

Good,  but  not  good  enough  tor  Lew- 
is Preston,  60,  J. P.  Morgan  chairman 
since  1980.  He  says:  "Bank  holding 
companies  should  be  able  to  diversify 
their  sources  of  revenue  and  to 
strengthen  themselves  in  competing 
against  institutions  that  are  less  re- 
stricted. Reforms  are  long  overdue." 
Preston  looks  with  envy  on  firms  like 
First  Boston,  Salomon  Brothers  and 
Goldman,  Sachs,  which  compete  with 
banks  in  intermediating  the  country's 
business  credit  but  do  so  with  less 
capital.  Their  returns  on  equity  are 
usually  much  higher. 
Sf  only  it  could  get  more  deeply  into 


the  securities  business,  J. P.  Morgan 
could  probably  push  its  stock  price 
higher  than  its  current  170%  of  book 
value.  Its  ambitions  in  investment 
banking  are  stated  by  soft-spoken  Da- 
vid Fisher,  43,  who  came  to  Morgan  as 
a  trainee  in  1965  and  is  now  president 
of  J. P.  Morgan  Securities  Inc.  Says 


J.P.  Morgan  municipal  bond  traders 
Number  seven  and  still  climbing. 


Fisher:  "Return  on  equity  will  be  con- 
sistent with  the  20%  -to-40%  ratio  of 
the  best-managed  investment  bank- 
ing firms." 

It's  simple.  Acting  as  a  credit  mar- 
ket middleman  doesn't  tie  up  the  cap- 
ital of  a  securities  broker  for  very 
long.  You  buy  a  pool  of  car  loans  on 
Tuesday,  for  instance,  and  sell  it  to 
pension  funds  on  Wednesday.  A  bank, 
though,  is  likely  to  have  a  loan  on  its 
books  for  years. 

All  Preston  needs  these  days  is  a 
weakening  of  the  Glass-Steagall  Act, 
the  Depression-era  law  that  divorces 
commercial  banking  from  investment 
banking.  Congress  or  regulators  may 
yet  do  something  dramatic  this  year 
(seestory,p.  94),  but  Morgan  isn't  wait- 
ing. Morgan  is  not  going  to  tip  its 
hand  to  regulators  or  adversary  lobby- 


ists, but  it  may  be  able  to  exploit 
potentially  liberal  provisions  in  both 
District  of  Columbia  and  New  York 
State  banking  laws.  Also,  the  Federal 
Reserve  seems  disposed  to  grant  some 
gradual  expansions  in  banks'  powers 
if  Congress  fails  to  act. 

The  combined  activities  of  J. P. 
Morgan's  foreign  investment  banking 
business,  its  U.S.  securities  subsidiary 
and  a  corporate  finance  unit  at  Mor- 
gan Guaranty  already  amount  to  an 
awesome  investment  bank.  While 
capital  of  JPM  Securities  is  only  about 
$255  million,  vs.  the  $2.3  billion  of 
Salomon  and  $1  billion  of  First  Bos- 
ton, there  is  no  question  that  the  $6.4 
billion  capital  bank  holding  company 
would  have  a  lot  of  weight  to  throw 
around  if  unleashed. 

If  Morgan  looks  as  much  like  a  se- 
curities firm  as  an  organization  that 
takes  deposits  and  makes  loans,  it 
may  be  because  there  is  scant  distinc- 
tion nowadays,  at  least  in  Morgan's 
wholesale-only  end  of  the  market. 
What's  the  difference,  for  instance, 
between  a  syndicated  loan  and  a  piece 
of  commercial  paper?  Between  a 
short-term  bank  deposit 
and  an  institutional  mon- 
ey market  fund? 

Within  the  bank,  merg- 
er brokerage  has  been 
large  and  probably  quite 
profitable.  Among  last 
year's  deals  was  the  take- 
over of  Hiram  Walker  by 
Gulf  Canada,  generating 
$8  million  in  fees  for  Mor- 
gan Guaranty.  In  last 
year's  fourth  quarter,  J. P. 
Morgan  overall  picked  up 
$48  million  in  fees  from 
nontraditional  work  in 
such  areas  as  mergers,  pri- 
vate placements,  real  es- 
tate, leasing,  loan  sales, 


currency  and  interest  rate  swaps  and 
Eurobonds.  For  the  full  year  J. P.  Mor- 
gan pulled  in  $1.3  billion  in  all  types 
of  fee  income,  against  $1.6  billion  in 
net  interest  margin. 

Morgan  Guaranty  beat  out  Salomon 
in  the  recent  distribution  of  $1.2  bil- 
lion in  auto  installment  loans  held  by 
Chrysler  Financial  Corp.  The  Glass- 
Steagall  loophole  here  was  that  the 
packaged  loans  were  not  marketed  to 
the  public.  Glass-Steagall,  moreover, 
stops  at  the  U.S.  border,  which  is  why 
Morgan  Guaranty  is  doing  more  un- 
derwriting abroad  than  Salomon, 
Goldman  and  Morgan  Stanley. 

Some  year  Congress  will  get  around 
to  rewriting  Glass-Steagall  to  cope 
with  today's  markets.  By  then, 
though,  Morgan  may  well  have  made 
the  legislation  irrelevant.  ■ 
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You'll  find  us  right  in  the  heart  of  America  the  beautiful 
nestled  in  the  rolling  hills  of  magnificent  Missouri 


F 


orbes  Magazine,  through  its  af- 
filiate, Sangre  de  Cristo  Ranches, 
Inc.,  presents  Forbes  Lake  of 
the  Ozarks.  Over  12,000  acres  of 
playland  that  stretches  along  the 
fabulous  Lake  of  the  Ozarks. 

The  90-mile-long  lake  boasts 
over  1,200  miles  of  shoreline,  chock- 
full  of  fish,  fun  and  a  once-in-a- 
lifetime  recreational  opportunity  for 
you  and  your  family. 

It's  still  one  of  the  country's  best 
kept  vacation  secrets.  For  genera- 
tions, Missourians  and  tuned-in 
Midwesterners  have  come  here  to 
watch  their  young  people  catch 
their  first  largemouth  bass,  learn  to 
sail,  water-ski  and  spend  glorious 
summers  in  and  around  that  special 
world  of  boats.  At  Forbes  Lake  of 
the  Ozarks,  we  preserve  this  way  of 


"Prices  subject  to  change  without  notice. 


life.  A  great  place  for  vacations  and 
also  for  year-round  retirement  living. 

If  you  love  to  spend  your  life  by 
the  water,  you  owe  it  to  yourself  and 
those  closest  to  you  to  come  share 
this  secret.  Get  away  from  the  rat 
race.  Go  back  to  the  country.  To 
clean  air.  To  quiet  days  and  family 
fun.  It's  time  to  come  home  to  your 
own  special  place.  To  Forbes  Lake  of 
the  Ozarks. 

For  as  little  $60  a  month,  choice 
land  near  the  lake  can  be  yours. 
Prices  start  at  $6,000*  for  our 
minimum  one  acre  lots,  with  in- 
terest at  9%.  It's  an  opportunity 
you  won't  want  to  miss.  Just  call 
or  write  for  complete  details  with 
no  obligation.  Better  yet,  come 
see  us.  We'd  love  to  call  you 
neighbor. 


Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 

Name  . 


Address 


City/State/Zip 
Telephone  _ 


or  phone  816/438-2801 


btain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has  |udged  the  merits  or  value,  if  any,  of  this  property  Equal  Credit  and 
ousing  Opportunity.  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  (Joes  not  constitute  approval  of  the  sale  or  lease  or 
fer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  offering  statement  is  available  upon 
iquest.  from  Sangre  de  Cristo  Ranches  Inc.  NYA86-153 


The  Funds 


Growth  stocks  are  relatively  cheap.  But 
maybe  thafs  like  saying  Duluth  is  warm 
compared  to  the  Antarctic. 


Compared 
to  what? 


By  Mary  Kuntz 

F|  OR  THE  PAST  FIVE  YEARS  inves- 
tors in  the  T.  Rowe  Price  New 
Horizons  Fund  have  had  to 
watch  from  the  sidelines  as  the  mar- 
ket roared  by.  New  Horizons  averaged 
10.5%  a  year,  against  the  market's 
19.9%,  dividends  included  through 
December.  T.  Rowe  Price,  though,  is 
turning  this  dismal  performance  into 
a  selling  tool  for  the  $1.1  billion  fund: 
Buy  now,  when  the  small-company 
growth  stocks  that  New  Horizons 
specializes  in  are  cheap. 

"We  think  the  companies  in  our 
portfolio  can  grow  at  18%  to  20%  in 
earnings.  That's  going  to  be  about  two 
to  three  times  that  of  corporate  Amer- 
ica, but  the  P/Es  are  almost  the 
same,"  says  Tim  Ebright,  a  portfolio 
manager  at  New  Horizons. 
Ebright  is  stretching  the  numbers  a 


bit:  The  multiple  of  New  Horizons 
(against  12-month  trailing  earnings)  is 
21.4,  a  third  again  as  high  as  the  mar- 
ket's 16.  Still,  he's  right  that  the  cur- 
ent  situation  is  a  far  cry  from  June 
1983,  when  the  fund's  multiple  was 
nearly  triple  the  market's. 

T.  Rowe  Price's  relative-P/E  theory 
is  that  you  should  buy  into  the  fund 
whenever  the  fund's  P/E  is  fairly  close 
to  that  of  the  market.  Beginning  in 
1977,  the  last  time  the  P/Es  of  the 
fund  and  the  market  came  this  close 
to  converging,  the  fund  went  on  to 
beat  the  market  handily  four  years 
running. 

Not  everyone  thinks  that  history  is 
going  to  repeat  itself  in  the  same  glori- 
ous way.  Small-company  investors 
seem  to  fall  into  two  distinct  camps. 
In  the  other  camp  is  Tim  Ebright's 
brother  Thomas,  who  invests  in 
small-capitalization  companies  as  a 


vice  president  at  rival  Pennsylvania 
Mutual  Fund.  While  New  Horizons 
looks  for  growth,  Pennsylvania  looks 
for  companies  that  could  be  auctioned 
off  for  more  than  the  stock  price — Ben 
Graham  stuff. 

"Even  though  there  is  a  discrepancy 
between  the  S&P's  [multiple]  and 
[that  of]  small  companies,  it  isn't  as 
meaningful  as  in  the  past,"  says 
Thomas  Ebright.  Pennsylvania  Mu- 
tual's  largest  holdings  include  insurei 
Hartford  Steam  Boiler  Inspection  and 
Insurance  Co.  and  coffee  distributor 
Farmer  Brothers,  both  trading  at  be- 
low-market  multiples.  By  contrast, 
New  Horizon's  largest  holdings  in- 
clude such  high-P/E  stocks  as  Analog 
Devices  and  LIN  Broadcasting. 

New  Horizons  does  have  one  pow- 
erful thing  going  for  it:  earning.' 
growth.  The  average  five-year  growth 
rate  in  earnings  per  share  for  New 
Horizon's  top  ten  holdings  is  22%, 
compared  with  a  declining  five-yeai 
trend  for  earnings  of  the  S&P's  aver- 
age. In  1977  the  average  earnings 
growth  rate  of  New  Horizon's  largest 
holdings  was  also  22%,  against  the 
market's  12%. 

Whether  small-company  stocks 
will  remember  that  they're  sup}  used 
to  outperform  the  market  and  re- 
bound accordingly  remains  an  open 
question.  Five  years  ago  (Feb.  1,  1982, 
this  magazine  called  into  question  the 
widely  held  academic  theory  that 
small  stocks  do  better  than  big  stocks 
As  it  happened,  the  intervening  years 
have  been  particularly  good  to  blue 
chips  and  bad  to  small-company 
stocks.  In  the  five  years  through  Jan. 
31,  when  the  S&P's  was  up  128% 
(excluding  dividends),  the  Nasdaq  in- 
dex of  over-the-counter  issues  man- 
aged only  a  108%  rise.  The  Ham- 
brecht  &  Quist  Technology  Index 
weighed  in  with  just  an  86%  rise  dur- 
ing the  last  five  years. 

Experiences  like  this  have  taught 
the  editors  of  Forbes  to  be  extremely 
skeptical  about  market  generaliza- 
tions and  about  expectations  that 
market  patterns  will  repeat  them- 
selves. No  question:  Small-company 
stocks  have  declined  in  relative  favoi 
in  recent  years.  Therefore,  if  you 
think  stocks  in  general  are  still  cheap, 
you  can  make  a  case  that  small-com- 
pany stocks  are  cheaper  still.  Howev- 
er, it  is  well  to  remember  that  the 
stock  market's  P/E  hasn't  been  so 
high  since  the  early  1970s.  If  that 
makes  you  nervous,  don't  forget  that 
the  relationship  between  big-  and 
small-company  stocks  could  as  well 
be  adjusted  by  a  decline  in  big-compa- 
ny stocks  as  by  a  rise  in  small-compa- 
ny stocks.  ■ 


Is  now  a  time  to  buy  New  Horizons  Fund? 

New  Horizon's  P/E,  compared  to  the  market's  P/E,  is  lower  than  a  few 
years  ago.  That  could  be  a  buy  signal — unless  the  market  falls  apart. 

|  Value  of  $100  invested  (12/76) 

Ratio  of  P/E  of  fund  to  P/E  of  market  | 
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A  reading  test 
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A  maze  of  garbled  letters.  That's  just  what  27 
million  Americans  see  when  they  look  at  a  page  of  print. 
They  couldn't  distinguish  this  page  from  any  other. 

These  Americans  are  functionally  illiterate  — 
on  a  one-way  ticket  to  American  poverty. 

Illiteracy  breeds  frustration,  anguish  and  crime. 
Its  costs  are  enormous.  Welfare  checks,  lost  taxes,  poor 
workmanship  and  remedial  education  amount  to 
more  than  $200  billion  a  year. 

Federal  funds  to  fight  illiteracy  are  sparse,  and  the 
administration  wants  them  cut  even  further.  Yet  each 
year  the  number  of  functional  adult  illiterates  grows 
by  another  2.3  million  persons. 

To  fight  adult  illiteracy,  we  need  to  stop  the  rising 
rate  of  teenage  dropouts.  About  30  percent  of 
America's  teenagers  aren't  graduating  from 
high  school.  In  large  cities  the  dropout  rate 


nea 


runs  between  35-50  percent. 

We  cannot  let  almost  a  third  of  America's  youth 
continue  to  drift  toward  hopelessness. 

That's  why  the  National  Education  Association 
has  initiated  a  major  new  effort  to  rescue  young  people 
from  dropping  out.  The  NEA  has  established  a  $1.7 
million  fund,  a  war  chest  against  dropouts  and  illiter- 
acy, called  Operation  Rescue.  And  we're  asking  other 
concerned  groups —both  inside  and  outside  education 
—  to  match  us,  dollar  for  dollar  in  our  fight  against 
academic  failure. 

Our  goal  with  Operation  Rescue:  to  cut  the 
dropout  rate  in  half  by  1990,  a  significant  step  to  stem 
the  tide  of  illiteracy. 

Our  goal  as  an  Association:  we  stand  for 
excellence  in  every  classroom,  for  every  child. 
That  has  never  wavered  in  128  years. 


National  Education  Association 


The  Subject  Is  Excellence 
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Edited  by  Steve  Kichen 


VPalue  players  did  well  last  year,  according  to  Santa 
Monica,  Calif. -based  Wilshire  Associates'  most  re- 
cent survey  of  pension  fund  managers. 
Doesn't  every  portfolio  manager  like  to  think  of  himself 
as  a  buyer  of  undervalued  securities?  Sure,  but  here  the 
category  refers  specifically  to  managers  who  focus  on  such 
fundamental  criteria  as  book  value  and  cash  flow.  For  the 
12  months  through  December,  equity  managers  with  this 
style  delivered  a  total  return  of  19.1%.  That  compares 
with  the  18.6%  return  on  the  S&P's  500  stocks  and  16.1% 
on  the  broader  Wilshire  5000  index. 

Interestingly,  given  the  value  players'  performance, 
many  managers  are  adding  more  risk  to  their  portfolios.  At 
year-end  the  median  pension  fund  manager  had  a  portfolio 
of  stocks  with  an  average  price/earnings  ratio  of  18.  The 
Wilshire  index'  P/E  was  17.4.  And  pension  fund  stocks 
were  selling  at  an  average  2.8  times  book  value,  compared 
with  2.3  times  book  for  the  Wilshire  index.  Since  year-end, 
of  course,  the  multiples  have  climbed  even  higher. 

These  revelations  come  courtesy  of  the  Trust  Universe 
Comparison  Service,  a  Wilshire  survey  that  collects  data 
on  some  1,000  pension  funds  whose  combined  assets 
make  up  about  a  fourth  of  the  country's  $1.6  trillion  total 
pension  assets. 

What  was  the  worst  performing  style  of  equity  manage- 
ment in  1986?  It  was  what  Wilshire  calls  "emerging 
growth,"  meaning  shares  of  more  speculative,  mostly 
over-the-counter  stocks,  frequently  high-tech  companies. 
This  style  produced  a  median  return  of  only  12.4%.  Small 
growth  companies  still  cost  more  (in  terms  of  their  earn- 
ings multiples)  than  the  rest  of  the  market,  but  their 
premium  is  much  smaller  than  usual  (see  story,  p.  1 54). 

The  median  return  for  all  institutional  stock  managers 
was  18.5%,  including  dividends,  a  bit  better  than  the 
16.1%  return  on  the  Wilshire  5000  but  slightly  worse  than 
the  return  on  the  S&P's  500,  which  underweights  smaller 
companies. 

The  table  at  right,  "Segment  performance  and  cash 
flows,"  shows  where  the  pros  are  moving  money.  Overall, 
companies  have  been  taking  more  money  out  of  their 
pension  funds  than  they've  been  putting  in,  as  the  -4.5% 
figure  shows.  Assets  of  the  funds  nonetheless  increased, 
since  the  withdrawal  rate  was  more  than  compensated  for 
by  strong  results  in  both  stocks  and  bonds. 


How  different  managers  performed 

-Total  return— 

Manager  style 

recent  quarter 

12  months 

24  months3 

Diversified 

4.3% 

17.2% 

23.3% 

Growth 

4.7 

15.4 

22.9 

Growth — emerging 

3.8 

12.4 

21.3 

Market  timer 

3.7 

16.9 

21.1 

Sector  rotator 

4.2 

15.5 

21  9 

Value 

4.1 

19.1 

24.1 

'Real  estate,  foreign  investments,  venture  capital,  guaranteed  insurance  contracts. 

rate  as  the  S&P's  500    'Figures  for  24  months  are  annualized. 

Note:  Data  for  quarter  ending  12/31/86.  Prepared  by  tine  Trust  Universe  Comparis 


Where  the  institutions  put  their  money 

Segment 

— Portfolio 
most  recent 
quarter 

weighting — 
previous 
quarter 

Equity 

54.6% 

54.2% 

Fixed  income 

32.3 

33.0 

Cash  and  equivalents 

9.9 

9.5 

Convertibles 

0.8 

0.8 

Other1 

2.6 

2.5 

Equity  portfolio  characteristics 

Institutional 
portfolios 

Wilshire 
5000 

Price/earnings  ratio 

18.0 

17.4 

Dividend  yield 

1  K% 

Beta2 

1.01 

1.06 

Price/sales 

1.14 

1.09 

Price/book 

2.77 

2.33 

Segment  performance  and  cash  flows 

Segment 

— Most  recent  quarter — 
median          shift  in 
total  institutional 
return  holdings 

 Latest  12  months  

median           shift  in 
total  institutional 
return  holdings 

Equity 

4.6% 

-1.6% 

18.0% 

-8.5% 

Fixed  income 

3.4 

-3.6 

15.0 

-1.2 

Cash  equiv 

1.5 

4.2 

7.0 

-2.9 

Convertibles 

2.9 

-7.1 

15.4 

-26.8 

Other' 

2.7 

2.7 

10.6 

-5.8 

Total 

4.4 

-2.9 

18.5 

-4.5 

Position  changes:  These  securities  had  the  greatest 
relative  change  in  holdings  over  the  last  quarter 

Security 

Increase 
in 

holdings 

Total 
quarter 
return 

Security 

Decrease 
in 

holdings 

Total 
quarter 
return 

General  Electric 

3.5% 

20.5% 

IBM 

-4.9% 

-10.0% 

Eastman  Kodak 

2.2 

30.1 

Unisys 

-3.8 

15.1 

Halliburton 

2.1 

13.2 

IP  Morgan 

-2.1 

2.5 

Exxon 

2.0 

5.6 

Goodyear  Tire 

-2.0 

21.1 

AT&T 

1.8 

11.2 

Boeing 

-1.4 

-3.6 

Merck 

1.7 

26.4 

Intl  Paper 

-1.4 

1  1  4 

May  Dept  Stores 

1.4 

7.1 

Gannett 

-1.1 

5.2 

SmithKline  Beck 

1.3 

19.0 

Amer  Intl  Grou] 

-0.8 

-0.7 

Nynex 

U 

4.8 

General  Re 

-0.8 

-27 

Waste  Mgmt 

1.0 

15.6 

Transamerica 

-0.8 

-0.4 

JA  measure  of  risk  A  stock  with  a  beta  of  1.00  tends  to  move  up  or  down  at  the  same 
an  Service  (TUCS8).  a  service  of  Wilshire  Associates.  Santa  Monica.  Calif 
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Where  the  institutions  are- 

—and  aren't 

Most  overweighted  relative  to  Wilshire  5000 

Most  underweighted  relative  to  Wilshire  5000 

%  of 

%  of 

Security 

institutional 
universe 

Wilshire 
5000 

Security 

institutional 
universe 

Wilshire 
5000 

Digital  Equipment 

1.2% 

0.8% 

Exxon 

0.9% 

3.0% 

Halliburton 

0.3 

0.2 

IBM 

2.4 

4.3 

General  Re 

0.5 

0.3 

AT&T 

0.4 

1.6 

ITT 

0.6 

0.4 

British  Petroleum 

0.2 

1.2 

SraithKline  Beckman 

0.6 

0.4 

Royal  Dutch  Petroleum 

0.6 

1.5 

Federated  Dept  Stores 

0.4 

0.2 

General  Electric 

1.4 

2.3 

Waste  Management 

0.5 

0.3 

BellSouth 

0.4 

1.1 

Cray  Research 

0.3 

0.1 

EI  du  Pont  de  Nemours 

0.5 

1.2 

Apple  Computer 

0.3 

0.2 

Amoco 

0.5 

1.0 

Philip  Morris 

1.1 

1.0 

General  Motors 

0.7 

1.2 

IBM  remains  the  largest  institutional  holding,  but  it  is 
falling  out  of  favor.  In  three  of  the  last  four  quarters  IBM 
has  been  at  or  near  the  top  of  the  list  of  stocks  with  the 
greatest  decline  in  institutional  ownership.  Smaller  inves- 
tors had  difficulty  picking  up  the  slack  on  a  stock  that  had 
a  year-end  market  capitalization  of  more  than  $73  billion: 
The  price  of  IBM  shares  fell  22.8%  in  1986.  Also  on  the  hit 


list  were  transportation  stocks.  During  the  fourth  quarter 
the  transportation  sector  fell  from  4.2%  to  3.7%  of  the 
institutional  portfolio.  In  this  group  AMR  and  UAL  post- 
ed the  biggest  drops  in  holdings. 

General  Electric  shows  the  greatest  increase  in  institu- 
tional holdings.  But  GE  is  still  significantly  underweight- 
ed in  institutional  portfolios. 


Sector  activity  and  top  holdings 

%  of  institutional  portfolio: 

|  most  recent  quarter        0  previous  quarter 

Capital  goods 

4.5%  4.9% 

Consumer  durables 

4.8%  5.2% 

Consumer  nondurables 

28.4%  28.7% 

total  return 

total  return 

total  return 

General  Electric 

20.5% 

General  Motors 

-0.9% 

Philip  Morris 

9.6% 

Emerson  Electric 

4.9 

Ford  Motor 

7.3 

Merck 

26.4 

Westinghouse  Electric 

6.8 

Chrysler 

3.7 

Eastman  Kodak 

30.1 

Caterpillar  Tractor 

6.3 

Goodyear  Tire  &  Rubber 

21.1 

SmithKline  Beckman 

19.0 

Cooper  Industries 

3.1 

Whirlpool 

14.8 

Wal-Mart  Stores 

10.8 

Energy 

9.7%  9.1% 

Finance 

13.9% 

Raw  materials 

13.3%  12.6% 

total  return 

total  return 

total  return 

Exxon 

5.6% 

American  Express 

1.3% 

EI  du  Pont  de  Nemours 

5.8% 

Royal  Dutch  Petroleum 

7.3 

General  Re 

-2.7 

Waste  Management 

15.6 

Mobil 

8.6 

American  Intl  Group 

-0.7 

Monsanto 

13.4 

Amoco 

1.9 

Citicorp 

7.0 

Dow  Chemical 

10.0 

Chevron 

4.5 

Aetna  Life  &  Casualty 

-0.6 

Allied-Signal 

-0.1 

Technology 

14.8%  15.; 

Transportation 

3.7%  , 

Utilities 

6.9%  7.0% 

total  return 

total  return 

total  return 

IBM 

-10.0% 

Norfolk  Southern 

7.9% 

Pacific  Telesis  Group 

3.1% 

Digital  Equipment 

16.6 

AMR 

-5.5 

Nynex 

4.8 

ITT 

10.3 

CSX 

7.0 

Southwestern  Bell 

7.5 

Minnesota  Mng  &  Mfg 

16.9 

Union  Pacific 

10.6 

GTE 

12.1 

Hewlett-Packard 

8.9 

Federal  Express 

-3.3 

AT&T 

11.2 
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Thurs. 


The  week  David  Ansenwent  to  the 
movies'and  wrote  a  story  on  old  age, 
high  art  and  the  bottom  line. 


When  Newsweek  sends  its 
critic,  David  Ansen,  to  a  movie 
—he  goes  to  a  movie. 
vHe  enters  its  beckoning 
rid  with  the  intensity  of  a 
m  correspondent  covering 
-fj^ar]  And  he  prepares  his  dis- 
Tlpitb  an  all-seeing  eye 
rSpot  nuance  in  a  disas- 
rdmance  in  a  stone. 


Ansen 's  reviews  are  wel- 
comed by  Newsweek  readers 
because  they're  so  much  more 
than  thumbs  up  or  thumbs  down. 
He  climbs  inside  the  movie  to 
tell  you  why  it  was  made.  And 
how  it  was  made.  And  whether 
the  world  would  have  missed  it 
if  it  hadn't  been  made. 

When  he  writes  a  story  on 


Clint  Eastwood  he  helps  you 
see  him  for  what  he  really  is. 
Not  just  a  lucky  survivor  of  sp; 
ghetti  westerns  but  as  a  man 
who  has  merged  the  character* 
he  portrays  into  the  character 
he  is:  "An  American  icon." 

This  isn't  Hollywood  hoop 
This  is  sociology.  Anthropol- 
ogy. Economics.  Always  infor- 


ative  and  always  entertaining. 
When  he  pays  tribute  to 
cira  Kurosawa,  the  75-year- 
i  master  of  Japanese  film, 
isen  treats  him  not  only  as  a 
nius  of  the  Samurai  movie 
it  as  a  sharp  interpreter  of 
ntemporary  life.  A  wise 
icher  who  loves  the  world 
ough  to  be  saddened  by  it. 


■ 


Ansen  sees  Kurosawa  as  a  special  way  he  sees  them— the 

national  treasure  rejected  by  his  bridging  of  their  cultural,  busi- 

own  country— an  aged  wan-  ness,  social  and  international 

derer  seeking  support.  significance— he  belongs  in 

David  Ansen  belongs  in  the  Newsweek, 
movies.  And  because  of  the  That's  where  you'll  find  him. 

Newsweek 

Why  it  happened.  What  it  means. 


Make  money  by  subscribing 
to  cable  TV. 


You  know  cable  television  can  bring  you  great  entertainment, 
the  latest  news  and  sporting  events.  But  did  you  know  cable  TV 
can  help  you  make  money?  It's  true — only  by  watching 
Financial  News  Network  on  your  cable  TV  system. 


You  can  make  money  by  watching  FNN's 
business  and  financial  programs.  See  live 
stock,  bond  and  futures  prices;  get  market  and  busi- 
ness insights  from  the  professionals.  All  day,  every 
business  day— only  on  FNN. 


Grow  your  money  by  tracking  your  portfolio 

with  the  product  that  turns  your  personal  computer 
into  your  own  real-time  quote  machine:  DBC/ 
MarketWatchSM  Services  from  FNN's  Data  Broadcast- 
ing Corporation.  DBC7MarketWatchSM  Services  supply 
real-time  stock,  option  and  index  prices  encoded 
within  your  FNN  cable  signal.  You  can  get  instant 
access  to  up  to  25,000  securities  prices  for  as 
little  as  $36  per  month. 


Win  valuable  prizes  on  FNN:  SCORE.  Between 
SCORE'S  exciting  sports  events,  celebrity  interviews 
and  up-to-the-minute  sports  news,  you  can  play 
"Time  Out  For  Trivia."  The  sports  call-in  program 
that  lets  you  win  valuable  prizes,  like  CD  players  and 
televisions,  for  the  right  answers.  (And,  if  you  don't 
win  on  SCORE,  you  can  buy  the  same  items 
onTelShop.) 


Save  money  by  shopping  smarter  with 
FNN:  TelShop.  Twenty-three  hours  a  day,  TelShop 
brings  you  brand  name  products  at  the  lowest  prices 
available  anywhere.  We  guarantee  it.  And  you 
can  order  toll  free  right  from  your  own  telephone, 
knowing  you're  protected  by  our  famous  30-day 
"No Quibble"  return  policy. 


All  this!  And  your  cable  subscription  fees  can  be  tax  deductible:  consult 
your  tax  advisor.  Get  the  most  out  of  your  television.  Get  cable  and  make 
it  pay  for  you.  For  more  information  about  subscribing  to  FNN  on  cable 


television,  Call  your  local  Cable  operator.  Financial  News  Network 

As  inside 

as  you  can  get. 


©  1987  Financial  News  Network 


Capital  Markets 


MONEY  &  INVESTMENTS 

There  s  a  tacit  understanding  that  cer- 
tain bonds  wont  be  called.  But,  as  Sam 
Goldvuyn  might  have  said,  a  tacit  con- 
tract isn't  worth  the  paper  its  written  on. 

MORAL  OBLIGATION 


By  Ben  Weberman 


Warning,  muni  buyers:  Some  bonds 
that  you  thought  couldn't  be  called 
can  be  called.  The  surprise  has  deci- 
mated a  certain  segment  of  the  tax- 
exempt  market,  knocking  up  to  10 
points  off  the  value  of  some  issues 
almost  overnight. 

I'm  talking  about  the  many  muni 
issues  with  the  label  "escrowed  to 
maturity."  This  roundabout  phrase 
means  that  the  issuer  has  refi- 
nanced the  issue.  Proceeds  from  the 
refinancing  have  been  set  aside  to 
pay  off  the  original  issue  at  maturi- 
ty. An  unwritten  promise  in  these 
deals — so  everyone  thought — is  that 
the  proceeds,  usually  invested  in 
Treasury  securities,  will  be  left  un- 
touched for  the  20  or  30  years  to 
maturity. 

The  surprise:  Some  of  these  refi- 
nanced bonds,  which  had  been  con- 
sidered almost  certain  to  remain 
outstanding  until  final  maturity, 
are  now  threatened  with  being 
called  as  much  as  20  years  earlier. 
Investors  who  paid  a  sweet  price  for 
a  high-coupon,  long-term,  tax-ex- 
empt issue  are  left  holding  the  bag 
with  a  short-term  bond. 

A  9%  bond  trading  at,  say,  127 
three  months  ago  is  now  at  117, 
thanks  to  the  threat  it  will  be  re- 


flew  Weberman  is  a  senior  editor  of  Forbes 
magazine. 


tired  at  par  in  eight  years.  Barnet 
Sherman,  municipal  bond  analyst 
with  Smith  Barney,  Harris  Upham 
&  Co.  Inc.,  says  prices  have  dropped 
4  to  10  points  on  a  wide  list  of 
refinanced  munis. 

Why  the  call?  Isn't  the  whole  idea 
of  an  escrow  that  the  municipal  au- 
thority can  set  aside  Treasury  secu- 
rities to  back  an  old  bond  and  there- 
by wash  its  hands  of  it?  For  an  ex- 
planation, look  at  the  market  value 
of  those  Treasurys  that  were  tucked 
away.  Sharp  declines  in  interest 
rates  have  pushed  up  Treasury 
prices  as  much  as  20%  or  30%  over 
the  past  year.  Rather  than  let  the 
muni  buyer  get  the  benefit,  the  mu- 
nicipal issuer  wants  to  grab  it  by 
selling  the  collateral  at  a  tremen- 
dous market  profit.  Then  it  pays  off 
the  muni  issue  cheaply — at  100, 
102,  103  or  whatever  the  official  call 
price  is. 

It  comes  as  quite  a  shock  to  the 
muni  holder  who  thinks  he  has  a 
long-term,  high-coupon  issue. 
These  owners  were  originally  de- 
lighted with  the  refinancing  be- 
cause bonds  that  may  have  been 
rated  A  or  even  BAA  are  suddenly 
propelled  to  AAA  by  the  impeccable 
Treasurys  used  as  collateral. 

Is  the  surprise  call  legal?  Maybe. 
But  a  lot  of  these  refinanced  bonds 
were  snapped  up  last  fall  by  big 
banks  intending  to  lock  in  some  tax 
advantages  that  won't  be  available 
for  newly  acquired  bonds  under  the 
new  tax  act.  You  can  bet  their  law- 
yers will  squawk. 

Strictly  speaking,  the  issuers  can 
argue  that  the  call  date  and  price 
were  fully  disclosed  to  bond  buyers 
back  when  the  bonds  were  issued. 
On  the  other  hand,  in  most  cases 
the  escrow  documents  don't  con- 


template any  Indian-giving  by  the 
issuer.  Some  holders  say  that  what 
issuers  are  threatening  is  downright 
unethical. 

So  far,  only  one  refinanced  issue 
is  known  to  have  been  called  early. 
A  $12.5  million  Bristol  Township, 
Pa.  school  district  issue  came  out  in 
1985  with  coupons  ranging  up  to 
9.25%  for  the  November  2004  ma- 
turity. It  was  refinanced  later  that 
year,  with  proceeds  set  aside  in  the 
form  of  T  bonds.  Now  Bristol  is 
saying  the  game  is  up  in  1989,  at 
first  call  date. 

But  the  move  by  Bristol  has  cast  a 
pall  over  the  entire  muni  sector, 
affecting  hundreds  of  issues  that 
were  supposedly  escrowed  to  matu- 
rity. "I  can't  even  name  a  recent 
trade,"  says  one  money  manager. 

Amid  this  chaos,  however,  there 
are  opportunities.  The  threatened 
calls  have  depressed  prices  on  some 
pre-refunded  issues  that  were  never 
escrowed  to  maturity.  A  pre-refund- 
ed bond  is  one  that  an  issuer  has 
refinanced  and  called  at  the  same 
time.  That  is,  there  was  never  an 
expectation  that  the  old  bond  would 
last  its  full  30  years. 

High-coupon,  premium-priced, 
pre-refunded  issues  have  become 
bargains,  Sherman  says.  Case  in 
point:  Intermountain  Power  13s  of 
2021,  issued  by  an  electric  utility 
agency  in  Utah,  are  trading  at  124  to 
yield  5.8%  to  first  call  at  103  in 
1991.  That  is  a  full  percentage  point 
more  generous  than  newly  issued 
Dover,  N.J.  Municipal  Utilities  Au- 
thority 4%s  of  1991  marketed  at 
100.  The  higher  yield  is  available 
even  though  the  electric  credit 
backed  by  U.S.  Treasurys  is  better 
quality  than  the  AAA-rated  insured 
Jersey  bonds. 

Another  buy:  North  Carolina  Mu- 
nicipal Power  Authority  Catawba 
Project  lOVsS  of  2020.  The  bonds  are 
pre-refunded  to  1993  when  they  will 
be  called  at  103.  Yield  to  first  call  on 
the  bonds  is  6%,  reflecting  deprecia- 
tion from  a  current  quote  of  124  to 
the  call  price.  New  issue,  insured 
bonds,  rated  AAA,  yield  about 
5.25%  for  the  six-year  maturity. 

A  somewhat  riskier  play  is  to  buy 
refinanced  bonds  from  Texas,  where 
Attorney  General  Jim  Mattox  has 
announced  that  he  will  not  permit 
any  calls  of  bonds  that  were  sup- 
posed to  be  escrowed  to  maturity.  If 
Texas  politics  don't  make  you  ner- 
vous, these  bonds  are  undervalued. 
Sherman,  though,  isn't  biting.  "Bet- 
ter safe  than  sorry,"  he  says.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


Money  managers  are  suffering  from 
creeping  anxiety.  How  are  they  treating 
the  ailment?  Buying  gold. 

OLD-FASHIONED 
REMEDY 


By  Susan  Lee 


Recently,  more  than  one  money 
manager  has  confessed  an  odd  pen- 
chant to  me:  the  itch  to  buy  gold 
stocks.  And  they  aren't  buying  gold 
for  the  traditional  reason — because 
they  expect  a  runup  in  the  rate  of 
inflation.  What  reasons,  then?  A 
whole  packet.  For  example: 

A  lot  of  money  runners  figure  that 
gold  offers  a  good  speculative  hedge 
if  the  stock  market  continues  to 
confound  with  its  seesaw  gyrations. 

Likewise,  gold  looks  like  an  at- 
tractive refuge  if  the  dollar  contin- 
ues its  downward  slide. 

Also,  gold  is  a  good  bet  if  oil 
prices  firm  up  at  a  higher  level,  thus 
returning  cash  to  the  world's  pre- 
mier gold  buyers — the  Arabs. 

Finally,  gold  provides  a  safe  haven 
from  two  potential  crises:  an  Irani- 
an victory  in  the  Iran-Iraq  war  and  a 
deflation-engendered  bank  bust. 

So  much  for  the  given  reasons. 
What  really  underlies  all  the  deci- 
sions to  go  for  gold  is  a  general  case 
of  the  jitters.  What  are  they  jittery 
about?  Everything  on  the  above  list. 

Since  few  managers  are  betting  on 
inflation — at  least  not  for  the  next 
six  months  or  so — they  are  working 
with  some  mighty  conservative 
numbers.  I've  heard  a  low  of  $380 


Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


and  a  high  of  $475  an  ounce  by  the 
end  of  the  year. 

The  stocks  these  money  manag- 
ers are  looking  at  are  mostly  North 
American,  even  though  the  North 
American  golds  are  expensive  com- 
pared with  either  Australian  or 
South  African  gold. 

Most  everybody  already  seems  to 
be  holding  Placer  Development  and 
Newmont  Mining.  Placer  is  a  Cana- 
dian natural  resource  company  with 
a  gold  subsidiary,  Placer  Pacific, 
which  mines  in  the  Pacific  rim. 
Newmont  is  a  U.S. -based  company 
with  worldwide  operations.  New- 
mont owns  95%  of  Newmont  Gold, 
a  Nevada  mining  concern,  and 
ranks  as  the  second-largest  gold  pro- 
ducer in  North  America. 

Beyond  those  two  old-shoe  favor- 
ites, money  movers  are  excited  by 
Battle  Mountain,  which  has  a  gold 
mine  in  Nevada  and  is  exploring  in 
Australia.  Denise  Burns  of  First  In- 
vestors Management  (who  is  using 
$400  an  ounce)  says  Battle  Moun- 
tain has  "superb  management  and 
is  a  low-cost  producer." 

There  is  also  considerable  enthu- 
siasm for  Pegasus  Gold,  a  Canadian 
company  with  all  its  mines  in  Ne- 
vada and  Montana.  Alexander  Paris 
of  Bamngton  Research  thinks  Pega- 
sus has  the  potential  to  become  a 
major  gold  producer  with  its  new 
Montana  Tunnels  project.  This  field 
comes  into  production  next  month, 
doubling  Pegasus'  output. 

The  less  risk  averse  are  buying 
American  Barrick  Resources.  This 
Canadian  mining  firm  has  been 
growing  very  rapidly.  Its  most  re- 
cent leap  was  the  purchase  of  about 
5%  of  Consolidated  Gold  Fields,  a 
huge  mining  multinational  with  in- 
terests in  South  Africa. 


Unsurprisingly,  I  can't  find  a 
money  runner  with  the  hots  for  any- 
thing that's  big  in  South  Africa,  de- 
spite the  fact  the  stocks  arc  cheap 
and  yields  are  high.  In  that  sense  the 
South  African  golds  are  attractive  to 
those  who  have  no  political  or  mor- 
al scruples  about  buying  them.  The 
problem  is  that  many  American  and 
European  pension  funds  and  institu- 
tions are  abstaining  from  South  Af- 
rican investments  for  political  rea- 
sons. Thus,  the  demand  for  those 
stocks  is  severely  limited,  capping 
potential  price  runup. 

Australian  gold  stocks?  Money 
managers  complain  that  the  lack  of 
a  good  SEC-type  regulatory  body 
makes  the  company  information 
unreliable.  Moreover,  says  Al  Gus- 
tafson  of  Kemper  Financial  Ser- 
vices, "The  Australian  government 
hasn't  been  kind  over  the  long  term 
to  foreign  producers  exploiting  do- 
mestic reserves." 

That  having  been  said,  I  should 
add  that  not  all  money  runners  are 
nervous  about  Australian  golds. 
John  Healy  at  Mitchell  Hutchins 
feels  that  the  stocks  are  attractively 
priced  and  the  government's  deci- 
sion not  to  levy  an  income  tax  on 
gold  mining  companies  will  mean 
lots  of  cash  for  exploration  and  pay- 
ing high  dividends. 

Healy  thinks  the  big-name  North 
American  producers  are  overpriced 
because  investors  are  lazy.  "They 
flock  to  the  big  three  or  four  Ameri- 
can gold  stocks,  leaving  plenty  of 
opportunity  in  Australia,"  he  says. 
Among  his  picks  are  Forsythe, 
Whim  Creek  and  Poseidon. 

Note  this:  The  money  runners  I 
talk  with  aren't  buying  physical 
gold  or  gold  options  or  futures.  They 
are  not  speculating  on  an  explosion 
in  the  price. They  are  taking  a  long- 
term  view  that  says:  With  gold  at 
$400  or  so  an  ounce,  these  stocks 
are  good  investments.  They  are  buy- 
ing mining  companies  with  good 
growth  prospects,  and  they're  plop- 
ping gold  stocks  into  their  portfo- 
lios against  uncertain  times. 

(And,  as  long  as  we're  talking 
about  metals,  here's  an  interesting 
tip:  gallium.  This  is  a  critical  metal 
for  the  electronics  and  communica- 
tions gear  used  in  military  and  space 
projects.  Gallium  also  is  being  de- 
veloped for  semiconductor  chips  to 
replace  silicon.  The  metal  is  nor- 
mally a  by-product  of  aluminum 
and  zinc  production,  but  Musto  Ex- 
ploration in  Utah  is  the  only  prima- 
ry producer.)  ■ 
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PUTER  TASK  GROUP  INC.  0 
EAKS  REVENUE,  EARNINGS  AND  INCOME  RECORDS 

\10,  NY,  Jan.  16,  1987— Computer  Task  Group,  Inc. 
announced  its  20th  consecutive  year  of  increased 
il  revenue  and  that  net  income  surpassed  all  previous 

i/enues  of  $143,366,000  and  net  income  of  $5,081,000 
e  year  ended  December  31,  1986  were  up  24  percent 
26  percent,  respectively,  over  1985  results  of 
711,000  and  $4,021,000,  respectively.  Earnings  per 

remained  constant  despite  the  increased  net  income, 
i  the  fact  that  the  company  had  more  shares  outstand- 

1986  versus  1985. 

vid  N.  Campbell,  Chairman  of  the  Board,  said:  "Al- 
ii 1986  was  a  year  in  which  conditions  within  the 
my,  and  in  our  industry  in  particular,  were  difficult, 
ontinued  its  plan  of  aggressive  growth  and  geographic 
ision.  New  operations  were  added  in  Canada  and  the 
J  Kingdom,  while  U.S.  employment  grew  to  over  2500. " 
mputer  Task  Group,  with  offices  in  50  U.S.  cities  and  in 
nited  Kingdom  and  Canada,  is  the  largest  public  firm 
i  U.S.  building  custom  software  for  the  Fortune  500 
anies.  The  company's  services  include  programming, 
ti  analysis  and  design,  and  consulting, 
ares  are  publicly  traded  through  the  National  Associa- 
f  Security  Dealers  under  the  symbol  "CTSK". 

COMPUTER  TASK  GROUP,  INC. 

Year  Ended  December  31, 


A  American  Stock  Exchange 
Pacific  Stock  Exchange 


require  lower  operating  and  capital  costs  for  processing. 
Proven  ore  reserves  total  70,000  ounces  of  gold  and  upon 
completion  of  the  production  stage,  additional  drilling  will 
be  initiated  to  expand  the  gold  reserves. 

Sunshine  Gold  Corporation  is  the  operating  partner  with 
Freeport-McMoRan  Gold  Corporation  in  the  Manhattan  gold 
exploration  project  in  the  state  of  Nevada.  Exploration 
drilling  by  Freeport  and  Sunshine  has  indicated  values  from 
.5  to  3.7  ounces  of  gold  per  ton  with  the  composite  grade 
slightly  over  one  ounce  per  ton.  In  the  event  the  high  grade 
values  are  confirmed,  this  could  be  Sunshine  Gold's  biggest 
gold  producer. 

Currently,  the  gold  output  from  the  Silver  Peak  mill  is 
sent  to  Sunshine's  Kellogg,  Idaho  refinery  for  final  process- 
ing. After  refining,  gold  bars  of  .999  fineness  are  shipped  to 
the  Sunshine  Bullion  minting  facility  at  Coeur  d'Alene,  Idaho 
where  the  processing  is  completed  with  the  production  of 
the  Sunshine  Golden  Eagle  coins.  The  Eagle  is  produced  in 
one-ounce,  one-half  ounce,  one-quarter  ounce  and  one- 
tenth  ounce  sizes  for  sale  to  the  public. 

Because  of  its  control  of  all  phases  of  mining,  refining 
and  minting,  Sunshine  will  be  able  to  make  the  Golden 
Eagle  available  to  the  public  at  prices  below  the  U.S. 
Government's  American  Eagle  or  the  Canadian  Maple 
Leaf. 

(Contact:  William  W.  Davis,  Sunshine  Mining  Company, 
500  Plaza  of  the  Americas,  Dallas,  TX  75201.  Phone  (214) 
979-0405.) 
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Change 
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143,366,000 

115,711,000 

+  24% 

ring  Income 

8,708,000 

7,170,000 

+  21% 

» Income 

9,277,000 

7.447,000 

•  +  25% 

come 

5,081,000 

4.021,000 

+  26% 

.68 

68 

0% 

hares 

:anding 

7,482,000 

5,925,000 

+  26% 

)ntact:  William  P.  Adamucci,  Vice  President-Finance, 
uter  Task  Group  Inc.,  800  Delaware  Avenue,  Buffalo, 
1209.  (Phone)  716-882-8000.) 


SHINE  MINING  COMPANY  N 

LLAS,  TX.,  Jan.  19 — Sunshine  Mining  Company 
[),  a  leading  U.S.  producer  of  silver  for  several  de- 
;,  is  expanding  its  production  and  marketing  of  gold 
line  Gold  Corporation,  a  wholly-owned  subsidiary,  is 
ntly  processing  gold  ore  from  the  Weepah  gold  mine  at 
ill  in  Silver  Peak,  Nevada.  The  Weepah  gold  mine  is 
;d  fourteen  miles  north  of  Sunshine's  Silver  Peak  mill, 
line  Gold  expects  to  complete  the  economic  evaluation 
Mary/Drinkwater  open  pit  gold  property  located  seven 
west  of  the  Silver  Peak  mill  this  spring,  and  gold  ore 
Mary/Drinkwater  will  also  be  processed  at  the  Silver 
mill.  Drilling  and  development  of  the  two  mines  is 
riuing  and  recoverable  reserves  could  exceed  100,000 
:s. 

nshine  Gold  Corporation  is  in  the  final  phases  of 
opment  of  two  additional  gold  properties.  The  Big 
[foot  project  located  in  Western  Montana  is  awaiting 
permitting  from  the  State  and  could  be  in  production 
1987  or  early  1988.  The  mine  is  also  an  open  pit  type 
but  will  use  the  heap  leaching  process  which  will 


LAIDLAW  TRANSPORTATION,  LIMITED  0 

BURLINGTON,  Ontario,  Canada,  Jan.  8— Laidlaw  Trans- 
portation Limited  today  reported  a  net  income  increase  of  73 
percent  to  $26,206,000  for  the  three  months  ended  Nov.  30, 
1986,  from  $15,145,000  in  1985  on  a  56  percent  increase  in 
revenue  to  $280,476,000  from  $180,214,000. 

Earnings  per  share,  after  preference  share  dividends, 
increased  71  percent  to  24  cents  per  share  from  14  cents 
per  share  on  10  percent  more  shares  outstanding  during  the 
current  period  compared  with  the  first  quarter  last  year. 

The  directors  of  the  company  declared  dividends  of  4 
cents  per  Class  A  and  Class  B  share  (increased  from  3/2 
cents  per  share),  20  cents  per  Series  F  first  preference 
share.  All  of  these  dividends  are  payable  Feb.  15  to 
shareholders  of  record  at  the  close  of  business  on  Jan.  30 
Dividends  on  Class  A  and  Class  B  shares  are  converted  to 
U.S.  dollars  for  payments  to  U.S.  resident  shareholders. 


LAIDLAW  TRANSPORTATION  LIMITED 


3  Mos.  Ended  Nov  30 
Revenue 
Nel  Income 
Earnings  pet  share 
Average  number  of 
shares  outstanding 


1986 
$280,476,000 
26,206,000 
.24 


1985 
$180,214,000 
15.145,000 


100,361,000  91,360,000 


%  Incr. 
56 
73 
71 

10 


Note  Per  share  data  gives  effect  to  September  1986  3-for-2  stock  split. 

Laidlaw  Transportation  Limited  is  a  diversified  transpor- 
tation company.  The  passenger  services  group  is  North 
America's  largest  school  bus  operator,  operating  in  13 
states  and  two  Canadian  provinces.  Laidlaw  is  the  third 
largest  waste  services  company  in  North  America,  operating 
in  22  states  and  six  Canadian  provinces. 

(Contact:  Michael  G.  DeGroote,  President,  Laidlaw  Trans- 
portation, Limited,  3221  N.  Service  Road,  Burlington, 
Ontario,  Canada  L7N  3G2  Phone  (416)  336-1800.) 
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The  Contrarian 


MONEY  &  INVESTMENTS 

Frenzy  and  hysteria  in  the  stock  market 
mean  a  correction  probably  lies  ahead. 
But  that  is  all  froth. 

THIS  ISN'T  IT 


By  David  Dreman 


It's  weird  and  wild  out  there,  but 
don't  head  for  the  caves  yet— we're 
still  in  a  bull  market.  I  said  it  in 
1 982  (Forbes,  Aug.  30)  and  have  seen 
no  real  signs  yet  that  it  is  finished. 

Sure,  the  action  this  year  is  scary: 
a  250-point  runup  by  the  Dow  in  the 
first  three  weeks,  followed  by  a  100- 
point  swing  in  an  hour  on  fan.  23. 
That  day  legions  of  money  manag- 
ers and  investors  collided  head-on 
with  a  swarm  of  computerized  pro- 
gram trading  and  portfolio  insur- 
ance strategies,  shorting  the  wires 
of  both  groups  and  causing  the  aver- 
ages to  move  berserkly. 

But  all  that  is  froth:  This  market 
is  still  anchored  on  good  fundamen- 
tals, low  inflation  and  interest  rates, 
moderate  GNP  growth  and  improv- 
ing operating  earnings. 

There  is  still  value  around. 
Where?  Among  stocks  that  are  out 
of  favor.  Here  is  a  list  of  unpopular 
stocks  I  would  look  at  today: 

Leading  off  is  IBM  (128).  Rarely 
has  a  stock  been  disliked  by  so 
many  pros.  The  consensus  is  virtu- 
ally unanimous:  IBM  has  had  it.  The 
stock  is  currently  trading  at  a  20% 
discount  to  the  market  P/E  and  at 


David  Dreman  is  managing  director  of 
Dreman  Value  Management  Inc.,  Invest- 
ment Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


its  lowest  P/E  relative  to  the  S&T's 
500  since  the  1930s.  When  the  pro- 
fessional consensus  is  this  negative, 
there  is  a  high  chance  that  the  stock 
will  turn  out  to  be  a  winner. 

Why  are  the  gurus  so  down  on 
IBM?  There  have  been  two  years  of 
declining  earnings  because  of  lower 
capital  spending  and  mounting 
competition.  Digital  Equipment's 
VAX  line  is  gaining  share  in  micro- 
computers against  IBM's  older 
lines,  accompanied  by  sharply  ris- 
ing stock  prices  and  profits. 

Many  experts  forget  that  IBM  is 
still  the  giant  of  the  industry,  with 
40%  of  revenues  and  a  much  higher 
percentage  of  industry  profits.  For- 
gotten, too,  is  the  fact  that  comput- 
ers are  still  a  growing  industry. 

Even  in  microcomputers,  IBM's 
third-largest  segment,  the  company 
has  lost  only  about  15%  of  the  mar- 
ket over  the  past  five  years.  Across- 
the-board,  where  it  faces  no  unified 
competition,  IBM  has  given  up  con- 
siderably less.  Also  forgotten  is  that 
in  1985  the  company  earned  over 
22%  on  equity  and  about  15%  last 
year,  even  with  major  writeoffs. 

Analysts'  memories  are  particu- 
larly short  about  new-product  cycle 
introductions.  In  the  early  1980s 
the  cycles  were  reversed.  Back  then 
IBM  introduced  a  new  line,  gaining 
share  from  DEC,  which  took  a  wal- 
loping as  its  stock  tumbled  almost 
40% .  Then  it  was  IBM's  turn  to  take 
a  beating.  Now  the  cycle  may  be 
turning  in  favor  of  IBM  again. 

To  measure  how  cheap  IBM  is  at  a 
P/E  of  15  and  a  yield  of  3.7%,  com- 
pare it  with  another  technological 
giant,  Texas  Instruments.  TI,  with 
heavy  stakes  in  the  highly  competi- 
tive semiconductor  sector,  has  had 
an  erratic  earnings  record  over  the 


last  decade.  Earnings  peaked  in 
1980,  followed  by  large  losses  in 
1983  and  1985.  By  comparison 
IBM's  income  rose  almost  consis- 
tently to  1984.  Last  year  TPs  earn- 
ings were  less  than  one-tenth  of 
IBM's,  but,  at  139,  the  market  val- 
ues TI  higher  than  IBM. 

A  whole  group  that  is  out  of  favor: 
domestic  automobile  stocks.  Cur- 
rently trading  at  about  one-third  of 
the  P/E  of  the  S&P's  500,  the  autos 
are  priced  on  an  almost  liquidation 
basis.  This  makes  no  sense  at  all. 

First,  the  break-even  point  for  the 
auto  industry  has  been  sharply  re- 
duced by  slashing  layers  of  over- 
head, closing  older,  inefficient 
plants,  and  out-sourcing  parts  and 
vehicles  worldwide.  These  actions 
have  resulted  in  record  profits  for 
the  major  domestic  manufacturers 
in  recent  years.  In  fact,  the  auto 
industry  is  the  only  one  among  the 
heavies  that  did  not  see  profits  peak 
a  decade  or  more  ago. 

U.S.  manufacturers  should  also 
benefit  from  the  trend  to  larger  fully 
loaded  cars,  where  the  Japanese 
have  a  relatively  small  share,  as 
well  as  the  dramatic  drop  in  the 
dollar.  In  1986  Ford  showed  record 
earnings  and  a  return  of  over  20% 
on  equity.  Chrysler,  too,  has  re- 
bounded briskly  and  should  report 
earnings  of  better  than  $8  for  the 
year.  Both  companies  will  have 
moderate  declines  this  year  but 
higher  earnings  after  that.  If  you  can 
resist  the  duckings  of  the  know-it- 
alls,  buy  these  stocks. 

One  final  group  with  a  promising 
outlook:  the  property/casualty  and 
multiline  insurance  companies. 
Earnings  are  highly  cyclical,  but  as 
the  insurance  cycle  improves,  earn- 
ings gains  are  dramatic,  usually  ris- 
ing 80%  to  100%  above  the  previ- 
ous peak,  accompanied  by  dividend 
increases,  which  in  the  last  cycle 
averaged  200%  to  300% . 

And  turn  the  cycle  has!  Historic 
rate  increases  in  recent  years  have 
resulted  in  the  industry's  beginning 
to  show  large  profits.  (Property/ca- 
sualty  income  in  the  third  quarter  of 
1986  was  triple  that  of  a  year  earli- 
er.) Four  companies  to  look  at  here: 
Aetna  (61),  P/E  9,  yield  4.3% ;  Kemper 
(29),  P/E  9,  yield  2.1%;  Ohio  Casualty 
(83),  P/E  11,  yield  3.6%;  and  Travel- 
ers (49),  P/E  10,  yield  4.4%. 

So  never  mind  the  screaming 
headlines  and  the  breathless  TV 
commentaries:  There's  still  plenty 
of  value  out  there,  and  the  party 
isn't  over.  ■ 
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Present  Tour  Annual  Report  to  Forbes' 
Active  and  Influential  Investors 

eluding  typesetting  and  film  separations, 
extra  charee. 


\n  Easy,  Inexpensive  Way  to  Distribute 
Four  Annual  Report  to  Major  Investors 

The  most  important  document  produced  by 
a  company  each  year  is  its  annual  report.  Specifi- 
cally designed  for  public  companies,  the 
Forbes  Spring  Annual  Report  Advertising  section 
is  an  easy,  inexpensive  way  to  present  your 
annual  report  in  full  color  to  America's  most 
powerful  investor  market. 

At  the  low  cost  of  $3,670  for  a  1/8  page,  four- 
color  advertisement  ($3,560  for  B/W),  and  only 
$7,340  for  a  1/4  page,  four  color  page  ($7,120 
for  B/W),*  Forbes  will  feature  the  cover  of  your 
annual  report  in  full  color  along  with  the  high- 
lights of  the  report  to  a  subscriber  market  that 
owns  over  $350  billion  in  corporate  stock.  And, 
Forbes  will  handle  all  production  charges,  in- 


at  no 
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extra  charge. 

*A  2x  order  for  May  18  will  earn  a  10%  discount  on  the  November  ad. 

Forbes'  Readers  Respond! 

Forbes'  Annual  Report  sections  have  demon- 
strated a  strong  record  for  generating  responses 
for  advertisers.  Last  year's  sections  generated 
over  540,000  individual  requests  for  annual  re- 
ports. Each  advertiser  received  an  average  of 
4,500  inquiries,  with  some  receiving  nearly  9,000. 

Take  advantage  of  this  outstanding  opportu- 
nity for  annual  report  advertisers.  Reserve  your 
space  in  the  Spring  Annual  Report  Advertising 
Section  today.  For  more  information,  use  the 
coupon  provided  or  call:  Sarah  Madison,  (505) 
275-1282/3. 
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Spring  Annual  Report  Section,  #601,  5800 
Eubank  N.E.,  Albuquerque  N.M.  87111. 
Attn:  Sarah  Madison 

Please  send  information  on  advertising  in  the  Spring 
Annual  Report  Section. 
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MONEY  &  INVESTMENTS 


Want  to  start  a  business?  Then  forget  the 
lone  wolf  stuff  and  find  a  good  partner. 

TWO  FOR 
THE  MONEY 


By  Srully  Blotnick 


What  would  Hewlett  have  been 
without  Packard?  Sears  without 
Roebuck:  Probably  not  as  much,  if 
an  examination  my  staff  and  I  re- 
cently completed  is  correct.  We 
studied  the  histories  of  more  than 
2,000  businesses  that  were  founded 
since  I960,  some  extremely  suc- 
cessful, a  larger  number  that  even- 
tually failed.  What  did  we  find? 
That  a  company  you  start  with  part- 
ners is  four  times  as  likely  to  suc- 
ceed as  one  you  start  alone. 

Why  should  that  be?  The  usual 
explanation — one  that  has  been  in 
vogue  for  decades — is  that  even  tiny 
firms  need  a  minimum  of  one  "in- 
side" person  and  another  "outside." 

The  inside  person  normally  takes 
care  of  product  development  and 
production,  while  the  outside  one 
would  be  responsible  for  sales  and 
public  relations.  That  is  indeed  how 
most  businesses  are  organized. 

Andy  and  Ken  were  typical  of  the 
thousands  of  people  we  studied. 
Both  men  were  29  when  they  decid- 
ed to  build  a  company  together,  and 
both  were  working  for  a  large  elec- 
tronics outfit,  which  they  thought 
had  become,  in  their  words,  "bu- 


Srulty  Blotnick  is  a  business  psychologist 
and  author  of  Ambitious  Men:  Their  Drives, 
Dreams  and  Delusions,  just  published  by 
Viking  Press. 


rcaucratized  to  a  terminal  degree, 
unable  to  respond  quickly  to 
changes  in  the  market."  Andy  de- 
scribed himself  as  "the  extrovert 
and  a  darned  good  salesman,  too." 
He  became,  predictably,  the  outside 
man.  Ken  was  comfortable  tinker- 
ing and  designing.  He  was  happy  to 
focus  primarily  on  product  develop- 
ment— Mr.  Inside. 

It  worked.  Less  than  12  years  la- 
ter, each  has  a  net  worth  in  excess  of 
$1.6  million.  "I  couldn't  have  done 
it  without  Ken,"  Andy  often  says. 
Ken  feels  the  same  way  about  Andy. 

It  makes  sense  that  this  efficient 
division  of  labor  improves  a  new 
company's  chances  of  success. 
Looking  deeper  into  the  data,  how- 
ever, we  found  that  there  was  an- 
other equally  important  reason 
partnerships  have  a  better  chance  at 
success  than  solo  ventures. 

In  a  word:  discipline.  We  found 
that  people  in  business  as  solos  are 
significantly  more  likely  to  procras- 
tinate, to  waste  time,  than  people 
who  have  partners. 

Why  so?  The  public's  picture  (and 
mine,  initially)  of  the  typical  entre- 
preneur is  of  someone  so  driven  that 
10  to  12  hours  is  a  light  workday. 
What  gradually  emerged  from  our 
study,  however,  is  that  this  is  not 
always  the  case.  In  many  instances 
solo  entrepreneurs  simply  did  not 
use  their  time  effectively.  Having 
shed  a  boss  and  now  having  no  one 
to  whom  they  must  answer,  they 
squander  substantially  more  of  their 
much-touted  50-hour  workweek. 

It  isn't  something  they  do  deliber- 
ately; what  they  are  most  conscious 
of  is  that  they  always  appear  to  be 
busy.  The  impression  is  a  valid  one, 
but  a  closer  examination  of  their 
workday  reveals  that  even  a  trivial 


task,  such  as  paying  a  bill  or  mailing 
a  package,  is  usually  given  the  same 
abundance  of  time  and  attention 
that  crucial  projects  receive.  This 
seeming  inability  to  separate  the 
minimal  from  the  monumental  is  a 
characteristic  that  they  (if  they  arc 
aware  of  it  at  all)  might  take  person- 
ally, as  a  flaw.  "I'm  a  born  procras- 
tinator,"  some  told  me.  Perhaps, 
but  I  have  found  this  behavior  pat- 
tern to  be  more  a  product  of  the 
structure  of  their  business. 

Let's  go  back  to  Andy  and  Ken. 
They  continually  make  demands  on 
one  another — usually  without  real- 
izing it.  These  demands  supply  a 
kind  of  discipline  against  inefficient 
use  of  time.  And  that  discipline, 
even  more  than  their  traditional  di- 
vision of  labor,  is  what  has  kept 
them  motivated  and  on  the  path  to 
success.  Honorable  individuals, 
each  feels  a  strong  sense  of  obliga- 
tion to  the  other.  That  makes  both 
operate  less  self-indulgently  and 
more  responsibly  than  if  each  were 
in  business  solely  by  himself. 

Why  hasn't  this  obvious  truth  be- 
come apparent  before?  Because  it 
flies  in  the  face  of  a  cherished  Amer- 
ican value:  independence.  In  the 
U.S.  the  achievements  of  each  per- 
son are  supposed  to  be  his,  and  his 
alone.  People  want  to  be  able  to  say, 
"I  own  my  own  company."  But  how 
can  they  make  that  statement  when 
part  of  the  firm  belongs  to  someone 
else  who  also  works  there- 
in that  case  they  would  obviously 
have  to  say  "it's  ours,"  rather  than 
"it's  mine."  That  bothers  the  major- 
ity of  prospective  business  owners  I 
have  interviewed  more  than  they 
care  to  admit.  Words  and  images 
have  a  power  all  their  own. 

Getting  beyond  the  emotionally 
charged  language  used  so  often  in 
the  business  world  is  imperative  if 
you  are  to  do  well.  If  building  a  solid 
and  profitable  company  really  is 
your  goal,  forget  the  "I  did  it  all  by 
myself"  and  consider  finding  a  part- 
ner or  two.  Some  highly  energetic, 
multifaceted  people  can  do  every- 
thing themselves,  but  not  many.  So, 
if  you  want  to  go  into  business  for 
yourself,  don't  think  "entrepre- 
neur," think  "entrepairneur."  It 
sounds  equally  French  and,  the  evi- 
dence indicates,  reverberates  with 
the  sound  of  success  much  more 
than  the  standard  term  does. 

In  business,  one  is  almost  never  a 
company,  and  two  is  rarely  a  crowd. 
"Thank  you,  Mr.  Sears."  "Thank 
you,  Mr.  Roebuck."  ■ 


166 


FORBES,  FEBRUARY  23,  1987 


atch  the  Spirit 


'American  spirit 
venturous.  Vital.  Resourceful, 
very  heart  of  the 
erican  story. 


e  history  of  America  is  far 
citing  and  revealing  than  the 
)ok  tales  of  Presidents  and 
It  is  a  fabulous  drama.  Burst- 
triumphs  and  tragedies.  Victo- 
failures.  Authentic  heroes  and 
luthentic  villains.  It  is  the 
n  spirit  come  to  life.  Exciting 
Rewarding  to  discover, 
le  magazine,  AMERICAN 
rE,  has  been  telling  the  story  of 
srican  adventure  for  more  than 
cades.  And  it  tells  it  with  style, 
year,  AMERICAN  HERITAGE 
ored  with  two  of  publishing's 
feted  prizes — the  National 
e  Awards  for  General  Excel- 
d  for  our  single-topic  issue  on 
n  Medicine. 

itten  by  some  of  the  most  cele- 
nd  lively  authors  of  our  day, 
VN  HERITAGE  is  the  best  known 
t  respected  chronicler  of  the 
n  spirit  and  the  lessons  of  our 
Meticulously  researched  in 
m's  archives  and  beautifully 
I,  it  is  a  treasure  of  rare  paint- 
otographs,  maps,  and  letters, 
d  six  times  a  year,  AMERICAN 
IE  explores  all  aspects  of  our 
:  past,  from  the  Founding 
:o  the  politicos  in  smoke-filled 
rom  the  birth  of  Hollywood 
>lden  age  of  advertising,  from 
e  of  Iwo  Jima  to  the  Treaty  of 
s,  from  Mississippi  riverboats 
n  space. 

tch  the  spirit  of  America  in 
\N  HERITAGE.  It's  the  perfect 
you  and  your  family  to  expand 
^wledge  and  understanding  of 
ltry  that  is,  in  Lincoln's  words, 
t,  best  hope  of  earth." 

so  available  in  B.  Dalton 
Uers,  Waldenbooks,  and 
ewsstands  everywhere. 


AMERICAN 


HERITAGE 


SAVE  35% 


off  the  cover  price  and  receive  our  Guide 
to  America 's  Greatest  Historic  Places 
absolutely  free  with  your  paid  subscription. 


Please  send  me  the  next  year  of  AMERICAN  HERITAGE 

(7  issues)  for  only  S18.00. 

□  Payment  Enclosed    □  Bill  me 


Address 


60  Fifth  Avenue  •  New  York,  NY  10011 


State 


Zip 


0533 


Commodities 


MONEY  &  INVESTMENTS 

Most  traders  dont  believe  that  market 
letters  can  help  them  make  money.  Objec- 
tive evidence  says  that  is  not  true. 

MAILBOX  MAVENS 


By  Stanley  W.  Angrist 


Can  market  letters  help  you  to 
make  money  in  futures?  Consider- 
able help  is  available  in  answering 
that  question  from  Bruce  Babcock's 
Commodity  Traders  Consumer  Report. 
This  bimonthly  tracks  26  market 
letters,  with  an  annual  review  issue. 
Last  year's  results  have  just  been 
published,  and  I  will  summarize 
them  here.  Since  consistency  is 
nearly  everything  in  commodity 
trading,  the  table  here  gives  the  rec- 
ord for  those  letters  whose  recom- 
mendations did  well  last  year  and  in 

1984  and  1985.  Four  were  not  pub- 
lished in  all  three  years. 

A  number  of  letters  that  ranked 
well  in  the  previous  two  years  no 
longer  are  listed.  Most  notable  is  the 
TASAS  letter,  started  by  Craig  Par- 
dey,  which  was  ranked  number  one 
in  nearly  every  dimension  in  1984. 
Pardey  quit  publishing  his  letter  in 

1985  and  began  managing  a  pool  of 
money  based  on  his  proprietary 
trading  system.  In  August  1986  he 
elected  to  close  down  his  pool  after 
the  average  equity  of  each  account 
had  dropped  to  $13,000,  from  an 
initial  value  of  $35,000.  (Most  of  the 
original  investors  in  his  pool  made 
money  because  there  had  been  in- 


Stanley  W.  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 


terim  profit  disbursements  between 
inception  and  shutdown.) 

And  yet,  as  the  table  reveals, 
there  are  several  market  letters  that 
have  been  able  to  generate  profit- 
able records  for  two  or,  in  some 
cases,  three  years.  One  of  the  fairest 
ways  to  evaluate  the  performance  of 
a  market  letter  is  to  look  at  the 
profit  per  trade.  This  number  is  ar- 
rived at  by  computing  the  profits 
generated  after  all  losses  and  divid- 
ing the  result  by  the  total  number  of 
trades.  (Trades  open  on  Dec.  31  are 
assumed  to  be  closed  at  that  day's 
end.)  I  then  deducted  $100  per  trade 
from  the  profit  per  trade  to  allow  for 
commissions  and  slippage. 

Because  commodity  speculation 
is  such  a  difficult  activity,  traders 
frequently  look  for  psychological  re- 
inforcement by  seeking  to  maxi- 
mize the  percentage  of  profitable 
trades.  As  the  table  indicates,  such 
a  percentage  is  not  necessary  in  or- 


der to  reap  substantial  profits. 

When  following  the  advice  of  a 
market  letter,  if  you  want  to  show 
the  same  profits  as  the  letter,  you 
must  take  all  trades  recommended. 
No  one  is  smart  enough  to  pick  only 
the  winners.  CTCR  estimates  the  re- 
quired margin  to  take  each  trade 
that  a  letter  writer  suggests  and 
then  computes  the  return  you 
would  have  achieved  based  on  that 
margin.  But  in  order  to  allow  for  the 
fact  that  not  everyone  can  get  ex- 
change minimum  margins,  CTCR 
doubles  the  minimum  margin  re- 
quired when  computing  the  return. 
Some  letters,  indeed,  have  achieved 
impressive  results.  In  choosing  a 
service,  it  is  not  enough  to  pick  the 
one  that  has  the  best  performance 
numbers;  more  important  is  to 
choose  one  that  is  compatible  with 
your  own  trading  style. 

You  can  learn  more  about  these 
market  letters  by  subscribing  to 
CTCR  (916-677-7562). 

The  six-month-long  rally  in  cot- 
ton that  has  seen  the  price  of  that 
commodity  almost  double  since 
June  has  been  breathtaking  to  ob- 
serve. However,  I  believe  that  cot- 
ton could  again  become  a  carrying- 
charge  market.  Therefore,  I  would 
try  to  put  on  a  spread  of  long  July/ 
short  May,  with  July  at  no  more 
than  a  10-point  premium  to  May. 
Look  for  the  spread  to  widen  at  least 
100  points  ($500)  per  spread  and  risk 
no  more  than  60  points  ($300)  per 
spread,  with  both  target  and  stop 
calculated  from  your  entry  position. 
The  margin  on  this  spread  is  about 
$500,  and  the  round-turn  commis- 
sion at  a  discounter,  $40  or  so.  ■ 


Profits  from  the  post  office 

Listed  below  are  abbreviated  performance  records  for  eight  market  letters  that 
had  respectable  records  last  year.  These  letters  can  be  used  as  valuable  trading 
tools.  In  computing  the  profit  per  trade,  $100  has  been  subtracted  to  allow  for 
commissions  and  slippage.  Extensive  details  on  these  and  other  letters  are 
available  from  Commodity  Traders  Consumer  Report. 


Market  Letter 

P 

1986 

% 

R 

P 

1985 

% 

R 

P 

1984 

% 

R 

The  Timing  Device 

$772 

38 

107% 

The  Elliott  Wave  Theorist 

669 

59 

82 

$  9 

42 

2% 

$292 

50 

67% 

DeMark  Futures  Forecast 

497 

53 

115 

114 

51 

77 

The  Bullish  Consensus 

437 

53 

91 

310 

51 

102 

Kimball  Letter 

320 

40 

19 

-343 

40 

-23 

69 

38 

12 

Dines  Commodity  Letter 

215 

29 

16 

42 

33 

9 

Accu  Comm  Futures 

100 

46 

58 

123 

63 

39 

118 

76 

25 

Commodity  Timing 

71 

41 

56 

-30 

40 

-17 

63 

45 

9 

P  Profit  per  trade.    %:  Percent  profitable  trades    R  Return  on  margin 
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orbes  Market 


WINE  CELLARS 


WINE  CELLARS 


IUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.007 sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Amah- 
can  ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price. 

•  Fully  Insulated  •  Built-in  Computer  Center 

•  Thermo  Pane  Windows  which  allows  the  home 

•  Cathedral  Ceilings         to  perform  many  tunc- 

•  Exterior  Decks  Hons  for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  one  district  representative  to  establish  retail  sales 

Protected  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21  POO  model  home 
Home  may  be  lived  in  or  used  as  an  office. 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1569 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


REAL  ESTATE 


PALM  BEACH 

Jnique  Lakefront  Estate  For  Sale 
Ideal  As  A  Corporate  Retreat 

21,322  sq.  ft.  Mediterranean- 
style  residence. 
Only  10  minutes  from  Palm 
Beach  International  Airport. 
Over  270'  of  lake  frontage — 
deepwater  fully  equipped  dock. 
25  x  60  heated  pool  and  pool 
pavilion. 

7  main  bedrooms — 2  guest 
bedrooms — 3  staff  bedrooms. 
Nautilus  Gym — steam  and  sauna 
room — whirlpool  and  solarium. 
7-car  garage — state-of-the-art 
security  system. 

or  more  information  and  a  color 
rochure  please  contact: 
.  Richard  Allison  at  305/659-3555 
t  after  hours  at  305/655-4274 


SOTHEBY'S 

INTERNATIONAL  REALTY 

155  Worth  Avenue,  Palm  Beach, 
Florida  33480 
Telephone:  (305)  659-3555 


One  Million  Difference 

you  buy  land  and  build  estate, 
ttingtown,  exclusive  area  north 
ire  Long  Island  45  mins  from 
fC  8'/2  wooded  acre  lot  on  a  beau- 
il  pond. 

Price  $995,000  excl  financing 
Owner:  516-889-8940 
212-532-2077 


JSINESS  OPPORTUNITIES 


fiR  S500.000.000.00  WORTH 

utlntMM  FOR  SALE  By  Owners  Nationwide 

It... Ho  Brokerage  Fees      .  — -  _ 
)u  want  to  Lid  or  Buy  Call  g 
Free  1-800-233-2115      'V_w  M 
ex  1-214-612-0072  ^^fc»T 

GREAT  WESTERN 

BUSINESS  SERVICES.  INC. 

MANY  OFFER  OWNER  FINANCING 


5CELLANEOUS  FOR  SALE 

VESTMENT  GEMSTONES! 
JARANTEED  LIQUIDITY!!! 

wholesale  catalog   Satisfaction  Gtd 
8  yrs!  Member:  Jewelers  Board  of 
Chamber  Commerce,  American 
Trade  Assn. 

HOUSE  OF  ONYX 
No  One  Main  Street 
Greenville,  Kentucky  42345 
TOLL  FREE  1-800-626-8352 

rbes:  Capitalist  Tool 


■rrmi  15'000  BUSINESSES 
W^'J  FROM  COAST 

TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
in  Fla  call  800-533-4663 


FRANCHISING 


Franchise 


Your  Business. 

Franchise  Consulting  Group,  Inc. 

101  Derby  Street.  Hmgham,  MA  02043 

In  Mass        -  (617)  848-7550 
\^  Outside  Mass  -  (800)  358-8011  ^ 


COMPUTERS 


Radio  Jhaek -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 
Fgt.  Prepaid  Save  Tax 
a,      Toll  Free  800-231-3680 

01  mRRYfTlAC  INDUSTRIESINC 
22511  Katy  Fwy 
Kaly  (Houston)  TX  77450 
1-713-392-0747  Telex  774132 


TRAVEL 


EASTERN 

AIRLINES 

Bondholders 

For  Top  Current  Quotes 
on  Travel  Vouchers 
Call: 

800-443-8884 
212-529-0581 


(In  N  V  Stale) 


GALAPAGOS 

Ypu.  9  other  adventurers  and  our 
licensed  naturalist  will  sail  by  yacht 
to  explore  more  islands  than  any 
other  Galapagos  expedition.  44 
Trip  dates.  Machu  Picchu  Option. 
FREE  BROCHURE 
INCH  (FLOATS  4 1 5-435-4622 
I606fbjuanita.  Tiburon.  CA  94920 


WlNECELLARS-USA 

High-Quality  •  American  Made 
Lifetime  \Varranty  on  Redwood  Racks 

Custom  Rack  Systems  and  Cellars  from  600  -  20,000  Bottles 
Standard  Features:  Wood  Construction*  Individual  Bottle  Nesting 
5  Yr  Warranty  on  Compressor*  Uniform  Temperature  6?  Humid- 
ity and  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 

Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

880  Bottle  Twin  Unit   4495  2795 

Earn  $  1 00  or  more  commission  on  sales  from  your  leads . 

Our  cellars  are  bigger,  better  &  cost  less!  Request  our  catalog  of 

rare  wines  &  other  cellars,  we  are  licensed  wine  merchants— Call 

Olympic  Sales  Co.  since  1947 

839S.LaBreaAve.,  Los  Angeles,  C  A  90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    »    We  Ship  Anywhere. 


FASHION 


EXECUTIVE  MATERNITY  CLOTHING 


Catalog  with  swatches  and  fit 
guide  $3,  refundable  with  order 
Visit  our  stores  in:  AtUnM.  Ballt- 
Boston,  Charlotte.  NC.  Chicago, 
land.  Cosla  Mesa.  CA.  Dallas. 
D«n»er.  Hamiburg.  PA.  W. 
Hartford.  CT.  Haverford  PA. 
Houston.  Los  Angeles,  Mesa. 
AZ.  Minneapolis.  New 
Orleans.  New  York.  Phlla 
delphia.  Pittsburgh.  San 
Diego.  San  Francisco.  Stam- 
ford. CT,  Washington.  D  C 
or  inquire  about  open- 
ing a  store  Telephone 
215-625-0151  P.O.  Box 
40121  Dept.  FO  TB 
Phila  .  PA.  19)06 


MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS 


DRIONIC  '  —  the  heavy 
sweater's  answer  to 
costly  and  embarrass- 
ing underarm,  hand  or 
foot  sweat.  Short  treat- 
ment with  electronic 
Drionic  keeps  these 
areas  dry  for  6  week 
periods.  Recommend- 
ed by  dermatologists 
everywhere.  Send  for 
free  information. 
Clinical  studies 
available  to  physicians 

GENERAL  MEDICAL  CO. 
Dept.  FOB -2 
1935  Armacosl  Ave 

Los  Angeles,  CA  90025 


FINANCIAL  SERVICES 

r  IMMEDIATE  CASH  ^ 
FOR 

ACCOUNTS  RECEIVABLE 

NO  RED  TAPE— NO  DELAY 

TOWERS 
CREDIT  CORPORATION 

A  subsidiary  of  TFC  Towers 
Financial  Corporation,  an  OTC  Company 

200  Madison  Avenue 
New  York,  NY  10016 

212-696-0505 

Outside  New  York  State 

800-553-3322 


CAPITAL 

for  companies  with  regional,  national,  and  or 
global  market  potential  From  $500,000  to  $50 
million.  Call  Mr  Anthony  at  303-442-4867 
ot  Mr.  Michaels  at  808-259-9674  for  prompt 
response.  Or  mail  your  Business  Plan  to 
CAPITAL  INVESTMENT 
FINANCIAL  FUND  INC. 
P.O.  Box  623  Waimanalo.  HI  96795. 


EXECUTIVE  GIFTS 


CUSTOM 

STAND-UP  DESK 


3819  Fondren,  Houston,  Texas  7706? 
(713)975-9721 
Outside  Texas  1-800-645-2065 


Remington  Bronzes 


,  h  23" 


'The  Outlaw 


$795 

Full  size 
cast  from 
original. 

To  purchase  or  to 
obtain  details  on  (17) 
other  fullsize  Remington 
bronzes  call  or  write: 

(818)  988-8396 
Munyon  &  Sons 
6918  Matilija  Ave  ,  Van  Nuys.  CA  91405 


U  Mi  :JH 


ALL  NAME  BRANDS 
FAST-FRESH-CHEAP 

1-800-JR-CIGAR 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3  'A"  (or 
state  width)  Great  birth- 
day or  Christmas  gift. 
Send  S 1 3  50  (or  each  set 
of  3  ties  to 
SLIM  TIES  CO. 
44  Monterey  Blvd .  Dept  O 
San  Francisco.  CA  94 1 3 1        |4IS|  S8S-6100 


FOR  INFORMATION  ON  FORBES 
CLASSIFIED  WRITE  OR  CALL: 
LINDA  LOREN 
FORBES  CLASSIFIED 

60  Fifth  Avenue  New  York,  N  Y  1001 1 
(212)  620-2440 


Streetwalker 


Floorplay 

Looking  for  protection  against  a  fall- 
ing dollar  (see  cover  story,  p.  98)  but 
don't  want  to  venture  overseas? 
Check  out  Sikcs  Corp.,  of  Lakeland, 
Fla.  Sikes  (estimated  1987  sales,  $100 
million)  trades  on  the  Amex  and  is  the 
country's  purest  play  in  ceramic  tiles. 

Of  the  more  than  20  billion  square 
feet  of  floor  coverings  sold  each  year, 
tiles  account  for  only  4%  at  the  most. 
But  things  are  changing.  Today's  floor 
tiles  are  stronger  and  better  looking — 
new  glazes,  color,  design — than  the 
old  mass-market  red  quarry  tiles  that 
often  wound  up  in  kitchens.  More- 
over, Sikes'  floor  tiles  sell  for  an  aver- 
age of  20%  more  than  their  wall  tiles 
and  cost  a  lot  less  to  manufacture, 
thanks  to  new  technology.  Red  clay, 
floor  tile's  primary  material,  costs  $7 
a  ton,  vs.  $85  a  ton  for  talc,  from 
which  wall  tiles  are  made. 

Sikes  shifted  its  emphasis  from 
wall  to  floor  tiles  in  the  early  1980s — 
just  in  time  to  get  clobbered  by  the 
then-rising  dollar.  Imports,  especially 
Italian,  took  60%  of  the  market.  Mar- 
gins were  squeezed.  But  with  the  dol- 
lar now  falling,  the  leverage  works  in 
Sikes'  favor.  Kenneth  Smith,  who  fol- 
lows Sikes  from  Atlanta's  Johnson, 
Lane,  Space,  Smith  &  Co.,  thinks 
Sikes  will  probably  raise  its  prices  in 
the  early  part  of  the  year,  just  in  time 
for  new  capacity  to  develop. 

Sikes'  stock — there  are  4  million 
Class  A  shares  for  the  public;  the 
Class  B  voting  stock  is  held  by  the 
Sikes  family — has  more  than  doubled 
since  early  1986,  to  a  recent  22  Vs.  But 
Smith  expects  Sikes  to  earn  $1.60  a 
share,  up  63%,  for  the  fiscal  year  end- 
ing Feb.  28,  1987,  followed  by  $2.25  a 
share  in  fiscal  1988.  That  could  really 
thrill  investors. — Thomas  Jaffe 


Fun  and  games  on 
the  Tokyo  Exchange 

The  Tokyo  Stock  Exchange  is  levi- 
tating again.  It  is  up  nearly  7% 
since  the  start  of  the  year,  and  is  sell- 
ing at  50  times  earnings.  With  the  yen 
strong  and  the  export  companies 
weak,  the  finance  and  insurance  com- 
panies have  been  leading  the  advance: 
they  have  been  rising  by  about  10%  a 
week.  Reason?  Their  shares  have  been 
greatly  underweighted  in  the  portfo- 
lios of  Japan's  large  investment  trusts, 
which  have  $40  billion  in  the  market. 
Now  the  trusts  aie  piling  in.  In  addi- 


tion to  this,  Japan's  four  largest  retail 
brokerage  houses  (Nikko,  Daiwa,  No- 
mura and  Yamaichi)  are  all-  super- 
bullish  on  the  group. 

Tempted?  Before  jumping  in,  it  is 
worthwhile  noting  that  the  brokers 
seem  to  be  hyping  the  shares  of  the 
their  own  largest  shareholders. 
Daiwa,  for  instance,  is  hot  on  Sumi- 
tomo Bank  and  Sumitomo  Trust. 
Those  two  institutions  own  about  8% 
of  Daiwa's  shares.  Nomura,  similarly, 
has  been  high  on  three  of  its  largest 
shareholders:  Sanwa  Bank,  Industrial 
Bank  of  Japan  and  Long-Term  Credit 
Bank  of  Japan. 

It  seems  to  Streetwalker  that 
there's  a  better  way  to  play,  and  one 
supported  by  fundamentals.  Our  idea: 
Buy  the  brokerage  houses  themselves. 
They  are  still  selling  at  25  to  30  times 
earnings,  as  against  multiples  of  70  or 
more  for  the  finance  and  insurance 
companies.  And  the  brokers'  earnings 
should  keep  growing  nicely  as  Japan's 
presence  in  the  world's  bond  and  equi- 
ty markets  grows — unless,  of  course, 
the  market  falls  apart. 

But  if  you  think  that  is  likely,  you 
don't  want  to  invest  in  Japan  any- 
way.— Peter  Fuhrman 


Atlantic  City  action 

Talk  about  coincidence.  The  day 
before  New  Zealand's  Ron  Brier- 
ley  (seep.  32)  announced  his  5%  stake 
in  Resorts  International's  Class  A 
stock,  Streetwalker  was  chatting  with 
Resorts'  President  Jack  Davis  and  Ex- 
ecutive Vice  President  Robert  Pelo- 
quin.  What  we  learned  may  explain 
why  Brierley  has  been  buying  the 
A  shares. 

Resorts'  5.6  million  A  shares  repre- 
sent 90%  of  the  equity  but  only  7%  of 
the  votes.  The  800,000  B  shares 
control  93%  of  the  votes  but  10%  of 
the  equity. 

What  are  the  shares  worth?  Most 
analysts  figure  Resorts  is  worth  at 
least  $600  million.  That's  $100-plus 
for  each  of  the  A  and  B  shares.  The  B 
shares  were  recently  trading  at  \1V-h. 
Pratt  Hotels  has  had  a  $135-per-share 
bid  (raised  from  $85)  for  the  B  shares 
on  the  table  since  December.  The  es- 
tate executors  of  James  M.  Crosby, 
Resorts'  founder  and  chief  executive, 
have  rejected  it.  The  A  shares,  mean- 
while, are  going  for  just  455/s — down 
from  77  a  few  weeks  ago. 

Clearly,  the  market  is  putting  a 
premium  on  the  B  stock's  votes.  So 


why  is  Brierley  going  for  the  A's? 
Probably  because  he  figures  control  of 
the  company  is  about  to  change,  and 
that  new  owners  will  pay  off  the  A 
shareholders  at  something  close  to 
full  asset  value. 

He  may  well  be  right.  Davis  and 
Peloquin  hint  that  by  Mar.  31  they 
might  unload  a  lot  of  the  B  stock  left 
in  trust  by  Crosby  to  siblings  and  sev- 
eral close  lady  friends;  proceeds  from 
the  sales  would  fund  the  trusts.  "We 
can  get  the  old  [i.e.,  pre-tax-reform 


I 


Resorts'  late  James  Crosby 
The  trusts  will  be  funded. 


20%]  capital  gains  rate  until  Mar.  31," 
says  Davis.  The  old  rate,  he  explains, 
is  available  to  some  estates.  Adds  Pe- 
loquin: "I  expect  the  company  will 
fund  the  trusts  by  that  date." 

Davis  says  B  shareholders  can't  get 
their  money  out  of  the  company  un- 
less they  "take  the  whole  company 
private,  or  do  things  that  would  be  to 
the  detriment  of  the  A  stockholders, 
or  merge  it  into  a  company  you  own 
on  a  basis  that  would  be  advanta- 
geous." Put  it  this  way:  Seems  Brier- 
ley is  betting  that  anyone  who  wants 
Resorts  would  rather  pay  off  the  A 
stockholders  at  $100  a  share  or  so, 
than  get  into  a  messy  hassle  with  a 
smart  investor  wielding  a  large  piece 
of  equity. — Lisa  Gubernick 


Alive  and  well  in  arb  land 

Comdisco,  the  computer  leaser 
with  an  arbitrage  division,  lost 
$22  million  in  the  fourth  quarter  be- 
cause of  arbitrage  losses.  L.F.  Roth- 
schild lost  $12.4  million  mostly  for 
the  same  reason. 

Have  the  arbs  died  and  gone  to  the 
big  13D  in  the  sky?  Not  according  to 
Marty  Weinstein,  lively  head  of  Com- 
disco's  arbitrage  unit.  "Business  is 
great,"  Weinstein  assures  us.  "By  the 
end  of  January,  I  made  up  more  than 
half  of  the  fourth  quarter's  losses."  He 
explains  that  during  January  many 
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stocks  that  hit  the  skids  in  Decem- 
ber— Goodyear,  Beneficial  Corp.  and 
Lear  Siegler  among  them — had  either 
bounced  back  to  their  pre-Boesky 
highs  or  were  well  on  their  way. 

Within  another  month  or  so,  most 
arbs  figure  the  roaring  market  should 
induce  a  lot  of  old-style  stock-for- 
stock  mergers.  "While  this  market 
makes  targets  more  expensive,"  says 
Weinstein,  "it  also  makes  the  curren- 
cy you're  using  a  lot  cheaper." 

The  weaker  dollar,  most  arbs  agree, 
should  fuel  a  resurgence  in  takeover 
activity  as  foreigners  look  for  cheap 
assets.  Says  an  arb  who  asks  to  remain 
anonymous:  "It  starts  making  sense 
for  foreigners  to  manufacture  in  the 
U.S. — and  it's  generally  cheaper  to 
buy  than  to  build."  One  recent  exam- 
ple: the  proposed  $2.7  billion  takeover 
of  Celanese  Corp.  by  the  U.S.  subsid- 
iary of  Germany's  Hoechst  A.G. 

A  few  more  like  that,  and  Comdisco 
[20Vi)  and  L.F.  Rothschild  (143A)  will 
be  coining  arb  profits  again. — L.G. 


On  the  road  again 

Good  things  can  come  from  giving 
workers  a  stake  in  their  employ- 
er. Consider  Joplin,  Mo.'s  $129  mil- 
lion (1986  sales)  Tri-State  Motor 
Transit  Co.,  the  nation's  leading 
trucker  of  oversize  cargo,  explosives 
and  nuclear  materials.  For  27  years 
Tri-State  was  run  by  George  Boyd.  By 
the  early  1980s  Boyd  had  lost  his 
touch:  The  trucker  was  losing  money, 
and  the  stock  dropped  from  16  to  8. 

Enter  Tri-State's  employee  pension 
plan,  which  owns  218,000  shares 
(19%)  of  the  company.  In  1985  the 
plan's  managers  fired  Boyd  and  re- 
placed him  with  then-vice-chairman 
Harold  Nickels. 

Nickels  quickly  made  Tri-State's 
customers  bear  more,  a  lot  more,  of 
the  cost  of  insuring  risky  cargoes. 
There  aren't  many  truckers  of  nuclear 
waste,  howitzer  shells  and  the  Space 
Shuttle,  so  Tri-State's  customers  paid 
up.  Note:  Those  high  insurance  costs 
bar  entry  into  the  market. 

Now  Nickels  is  selling  Tri-State's 
surplus  real  estate;  it  should  fetch  at 
least  $8  million  ($8  per  share)  over  the 
next  few  years,  as  the  land  is  devel- 
oped and  sold.  After  earning  $2.18  a 
share  in  1986  from  trucking  (plus  62 
cents/share  from  real  estate  sales), 
Tri-State  should  earn  $2.50  a  share 
this  year  from  trucking  alone.  The 
Amex-traded  stock  climbed  to  203A 
last  July,  has  since  settled  back  to 
around  16 'A,  but  could  well  move  up 
to  25  by  June. — Stuart  Flack 


IS 

YOUR  INCOME 
STRONG? 

The  Strong  Income  Fund  is  one  of  the  top-performing 
income  funds  in  America.  For  the  period  since  its 
inception,  Lipper  Analytical  Services  ranked  this  fund  in  the 
top  2%  of  all  income-oriented  funds.* 

This  no-load  fund  is  designed  for  investors  and  savers 
who  want  to  pursue  high  current  income. 
For  more  information  about  this  Strong 
income  opportunity,  call  or  write  today. 


1 
1 

L 


CALL  1  800  368-3863 

ANYTIME.  ANY  DAY. 


□YES,  send  me  a  FREE  prospectus  with  complete  information  on  charges  and  expenses 
(no  sales  charge  or  redemption  fee).  Low  $1,000  minimum  initial  investment  I  will  read  the 
prospectus  carefully  before  1  invest  or  send  money.  I  realize  past  performance  is  no 
guarantee  of  future  success,  and  my  principal  and  yield  will  fluctuate.  1  am  also  interested  in: 
□  IRAs   □  Pension  or  Profit  Sharing  Plans  (including  Keogh) 


U  STRONG  INCOME  FUND 

815  East  Mason  Street  Milwaukee,  WI  53202 


*Out  of  all  252  funds  available  from  12/12/85  to  12/31/86  in  Upper's  "Income"  and  "Fixed  Income" 
categories,  based  on  totai  return. 


McDonald's  created  fast  food... 

Federal  Express  perfected  overnight  delivery... 

Postal  Instant  Press  created  instant  printing... 

BANACOM  Creates  Instant  Signs... 

Almost  every  business  in  the  country  uses  signs  to  sell  their  products  or  ser- 
vices. Today,  Banacom  is  doing  for  the  sign  industry  what  instant  printers  did 
for  printing.  Banacom  has  established  over  200  independent  instant  sign  centers 
across  the  USA.  Now,  with  our  perfect  sign  system  you  can  provide  commercial- 
quality  promotional  signs  fast,  conveniently,  and  without  lifting  a  brush. 
The  Banacom  Business  Opportunity  offers  you  the  Banacom  Instant  Signmak- 
ing  System,  an  exclusive  territory,  full  company  assistance,  extensive  training 
in  both  manufacturing  and  marketing  techniques  by  professionals  experienced 
in  every  aspect  of  the  instant 
sign  business,  enough  inven- 
tory to  produce  miles  of  signs, 
merchandising  materials  and 
most  importantly,  an  opportunity 
to  become  part  of  the  World's 
Largest  Instant  Sign  Network 
Total  investment  required 
$50,000... If  you  would  like  to 
know  more  about  the  Banacom 
Opportunity,  please  call: 

Fred  Martin 
714/476-8866 

BANACOM 

MANUFACTURING  &  MARKETING  INC. 
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Amerco   84 
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American  Brands    104 

American  Can    144 
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American  Express  (Shearson 

Lehman  Brothers)    93,  94,  134,  140 

American  Investors  Life  Insurance    134 

AMR    156 

Analog  Devices    154 

Ansell  8 

Apple  Computer   104 

Armco    112 

AT&T    11,  132 

Baldwin-United    134 

Baltimore  Federal  Financial  40,  150 

Bankers  Trust    72 

Barnngton  Research    162 

Battle  Mountain    162 

Eddie  Bauer   10 
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Bear,  Stearns    128 

Bell  Canada  Enterprises 

(Northern  Telecom)   132 

Beneficial    170 

Sanford  C.  Bernstein    104 
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Boeing   36,  60 

Borg- Warner  Acceptance    94 

BPCC  (US)    15 

Bradlees   126 

Bnerley  Investments   32 

Bristol  Township,  Pa.  bonds   161 

Brown-Forman    1 1 

Carnival  Cruise  Lines    127 

Carter-Wallace  8 

CASA   36 

Catalog  Retail   10 

CBS  40 

CDA  Investment  Technologies   104 

Celanese    170 

Chrysler    84,  152,  164 

Citicorp  68,  94 

City  Investing  56 

Clayton  &  Dubilier   112 


Coca-Cola  98 

COMB   150 

Comdisco   170 

Commodity  Traders  Consumer  Report    168 

Computer  Sciences    132 

Consolidated  Gold  Fields    162 

Consumers  Power    14 

Control  Resources   140 

Coopers  &  Lybrand    112,  135 

Crown  Publishers   19 

Credit  Suisse  First  Boston   94 

Daewoo  Industries   37 

Daimler-Benz    11,  19,  98 

Daiwa   170 

Daiwa  Securities   94 

B.  Dalton   10 

Datapoint  35 

Dataquest    132 

Deb  Shops   126 

Deere  27 

Deutsche  Bank   94 

Digital  Equipment    60,  132,  164 

Dover,  N.J.  Municipal 

Utilities  Authority    161 

Dow  Chemical   98 

Dow  Jones  (Wall  Street  Journal)   15 

Dun  &  Bradstreet    140 

DWG  Cigar  56 

Eastern  Air  Lines   1 1 

El  Paso  Products   14 

Encyclopaedia  Bntannica    22 

Farmer  Brothers   154 

Federal  Express    175 

Federated  Department  Stores 

(Bloomingdale's)    10 

Fidelity  Bankers  Life  Insurance   134 

Fidelity  funds   98 

Financial  News  Network   40 

Finnair    11 

First  Boston    152 

First  Executive    134 

First  Investors  Management   162 

Ford  Investor  Services   104 

Ford  Motor   11,  94,  164,  175 

Forsythe    162 

Fried  Frank  Harris  Schnver 

&  Jacobson    112 

Fruehauf  35 

Fuji  Photo  Film    1 1 

Fujitsu   132 

Gannett  (USA  Today)  8,  15 

Genentech    104 


General  Dynamics   60 

General  Electric    36,  94,  156 

General  Motors    144 

General  Rent-a-Car   11 

Goldman,  Sachs    11,  94,  152 

Goodyear  Tire  &.  Rubber    112,  150,  170 

Government  National  Mortgage 

Association    140 

Grand  Champions  Resort  Development    144 

Grand  Metropolitan    11 

Gruntal    140 

GTE  (General  Telephone  Co 

of  California)  94 

Guess?   126 

Gulf  Canada    152 

Gulf  Canada  (Hiram  Walker)    11 

Gump's    10 

Hambrecht  &  Quist    154 

Hartford  Steam  Boiler  Inspection 

and  Insurance   154 

Hearst  Marine  Books    19 

Herald  &.  Weekly  Times  32 

Hertz/Penske   84 

Higbee  32 

Hoechst   170 

Home  Shopping  Network    40,  52,  150 

Geo.  A.  Hormel   93 

E.F.  Hutton   56 

Peat,  Marwick,  Mitchell   56 

Hyundai   37 

Iberia    11 

IBM    14,  72,  132, 

145,  156,  164 

IDC  Financial  Publishing   40 

Ideal  Basic  Industries   32 

ILBAU  Construction   72 

Industrial  Bank  of  Japan   37,  170 

Industrial  Equity   32 

Industrial  Equity  Pacific   6,  32 

Insituform  of  North  America    140 

Intel  60 

Intelogic  Trace   35 

Intermountain  Power   161 

International  Paper   98 

Jamesway   126 

Jartran   84 

Jennej  &  Block    112 

Johnson,  Lane,  Space,  Smith    170 

Jordache    126 

K  mart   126 

Karsten  Realty 
(Hotel  Inter-Continental  Miami)    127 
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Kemper    162,  164 

Kidder,  Peabody   134,  140 

Calvin  Klein    126 

Kleiner  Perkins  Caufield  &  Byers   60 

Kleinwort  Benson  98 

Knight-Ridder   127 

Kroy   8 

Lada  37 

Ladenburg,  Thalmann    140 

Lear  Siegler    170 

LFC  Holding   40 

Eli  Lilly  98 

Limited    104 

LIN  Broadcasting   154 

Long-Term  Credit  Bank  of  Japan    170 

Loral   112 

R.H.  Macy   126 

Marriott   72 

Massachusetts  Financial  International 

Trust-Bond  Portfolio   98 

Massey-Ferguson    72 

MasterCard    11 

Maxtor    132 

McDonald's    140 

McDonnell  Douglas  36,  40 

McGraw-Hill  (Business  Week)  56 

McGraw-Hill  (Data  Resources]   27 

Memorex    145 

Merck   128 

Meridian  Bancorp    150 

Merrill  Lynch    94,  98,  128,  134,  140 

Metropolitan  Life  Insurance   112,  134 

Micropolis    132 

Minstar  (Wellcraft  Marine]    127 

Mitchell  Hutchins  Asset  Management    162 

Monsanto  98,  128 

Morgan  Stanley  Group   104 

LP.  Morgan   94,  152 

Musto  Exploration    162 

National  Mutual  Life  Insurance   98 

National  Staff  Network    10 

NEC    132 

New  York  Times  8,  15,  68 

W.H.  Newbold's  Son   134 

Newmont  Mining    162 

Nikko   170 

Nomura    170 

Nomura  Securities   94 

North  Broken  Hill  Holdings  32 

North  Carolina  Municipal  Power 

Authority  Catawba  Project    161 

NWA  (Northwest  Airlines)   36 


Ogden  Food  Products   93 

Ohio  Casualty    164 

Ord  Minnett   32 

Orit    126 

PaineWebber   134 

Pan  Am   32,  36 

Pay'n  Save  52 

Pegasus  Gold    162 

Pennsylvania  Mutual  Fund    154 

Peugeot    11 

Pfizer  98,  128 

PHH  Group  8 

Philippine  Airlines   11 

Pic  'n'  Save   52 

Pizza  Inn   68 

Pizza  Time  Theatre  40 

Placer  Development   162 

Poseidon    162 

Potamkin    144 

|  D.  Power  &  Associates    144 

Pratt  Hotels    170 

Precision  Target  Marketing   140 

T.  Rowe  Price   98,  154 

Prudential  Securities  Group   93,  134 

Raymond,  James  &  Associates  35 

Refco  11 

Remington  Rand    175 

Resorts  International   32,  170 

RJR  Nabisco    11 

Robertson,  Colman  &  Stephens   132 

Rockwell  International    145 

Rohrer,  Hibler  &  Replogle   140 

L.F.  Rothschild,  Unterberg,  Towbin   170 

Ryder  84 

Salomon    150,  152 

Sanwa  Bank    170 

Sasson    126 

Schmid  Laboratories   8 

E.W.  Scripps 

(Scnpps-Howard  Broadcastingl   68 

Seagate  Technology    132 

Seagram    11 

Seagull  Energy   32 

Sears,  Roebuck    40,  94,  126,  175 

Sears,  Roebuck  (Dean  Witter  Reynolds)    140 

Shanghai  Dockyards   32 

Siemens    132 

Sikes  170 

Silicon  Compilers   60 

Smith  Barney,  Harris  Upham    112,  161 

Smith  International   32 

Southern  Farmers   32 


Spiegel   10 

Sumitomo  Bank   94,  170 

Sumitomo  Trust   170 

Sun  Airlines  56 

Swiss  Bank  94 

Talbots   10 

TASAS    168 

Telegence   132 

Telex    145 

Teltone    132 

Templeton  funds  98 

Texas  Instruments   60,  164 

Thomson  McKinnon   134 

Time  Inc    19 

Toshiba    132 

Toyota  98 

Transamenca  Financial   94 

Transit   37 

Travelers   164 

Tn-State  Motor  Transit    171 

Turner  Broadcasting  System 

(Cable  News  Network)  8 

U.S.  News&  World  Report   8 

UAL    156 

UBS  Securities   94 

Ultramar   32 

Union  Bank  of  Switzerland   94 

Union  Oil    10 

Uniroyal   112 

Unisys  (Burroughs)   132 

United  Stockyards  35 

United  Technologies  (Pratt  &  Whitney)  36 

Upjohn    128 

USX  27 

Vantromc  Systems  8 

Venture  Stores  22 

Lillian  Vernon    10 

VMS  Realty    144 

Waldenbooks    10 

Wang  Laboratories    132 

Ward's  Automotive  Reports   11 

Washington  Management  &  Development  ...  11 

Washington  Post  (Newsu  eek)   8 

Wells  Fargo    104 

Wendy's  International   68 
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Westvaco   98 
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Wickes    14,  56 

Winnebago  Industries   40 
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Forbes  Financial  Advertising  Supplements  Deliver  Valuable 

Returns  On  Your  Advertising  Investments. 
Take  Advantage  Of  These  Special  Opportunities  In  1987. 


Forbes  Financial  Advertising  Supplements  offer  maximum 
impact  for  financial  advertisers  who  want  to  influence  corpo- 
rate financial  decision-makers  as  well  as  active  institutional 
and  individual  investors  in  the  U.S.  Each  section  is  written  by 
a  noted  financial  writer  who  specializes  in  the  topic  at  hand, 
thereby  creating  a  highly  focused  environment  for  your  finan- 
cial messages. 

Forbes  Financial  Supplements  provide  valuable  advertis- 
ing benefits  unmatched  by  any  business  magazine.  As  a 


Forbes  1987 
Financial  Supplements 

Issue  Date 

Closing  Date 

Equipment  Leasing 

March  23 

January  26 

Retirement  Planning 

April  6 

February  9 

Foreign  Banking  in  America 

April  27  500s 

March  2 

Mergers  &  Acquisitions  I 

May  18 

March  23 

Over-the-Counter  Market 

June  15 

April  20 

Fleet  Leasing 

September  21 

July  27 

Insurance  &  Employee  Benefits 

October  1 9 

August  24 

Investing  in  Municipal  Bonds 

November  16 

September  21 

Global  Investing 

November  30 

October  5 

Mergers  &  Acquisitions  II 

December  14 

October  19 

participant,  your  messages  will  be  surrounded  by  timely 
supportive  text  relevant  to  your  company's  financial  service: 
and  products.  Each  section  features  a  reader  service  card,  i 
proven  method  to  increase  the  quality  and  effectiveness  o 
your  financial  advertising.  Additional  merchandising  suppor 
in  the  form  of  direct  mail  bonus  distribution  at  importan 
financial  conferences  and  free  reprints  for  advertisers  ex 
tends  the  life  of  your  advertising. 

Forbes  delivers  your  messages  to  a  powerful  business 
audience  of  over  2.5  million  affluent  readers.  Nearly  half  o 
Forbes'  720,000  subscribers  hold  top  management  posi 
tions  in  business.  More  than  half  serve  as  investment  advi 
sors  for  others.  Ninety-eight  percent  are  active  persona 
investors  and  one  in  every  3.5  is  a  millionaire. 

Take  advantage  of  Forbes  Financial  Supplements  for  you 
financial  advertising  plans.  For  information  on  these  specia 
opportunities,  contact  Arnold  J.  Prives,  Director  of  Specia 
Projects,  at  (212)  620-2224,  or  your  Forbes  representative. 

Sources  MMR.  1986,  Don  Bowdren  Assoc  ,  1985 
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Flashbacks 


"The  more  things  change. .  .  ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

(From  the  issue  of  March  1,  1927) 

"The  responsible  offer  of  a  billion  dol- 
lars in  cash  for  the  Ford  Motor  Co. 
demonstrates  that  the  Ford  family  is 
now  richer  than  the  Rockefellers. 
John  D.  Rockefeller,  according  to 
firsthand  information  supplied  the 
writer,  never  has  been  worth  a  billion 
dollars.  During  recent  years  the  elder 
Rockefeller  has  turned  over  practical- 
ly all  his  fortune  to  his  son.  But  John 
D.  Rockefeller  Jr.  has  been  giving 
away  money  on  such  a  scale  that  it  is 
probable  little  or  nothing  has  been 
added  to  the  total  remaining." 

"Now  resale  prices  can  be  controlled. 
The  Supreme  Court  of  the  U.S.  has 
decided  the  question,  which  opens  a 
new  door  to  the  control  of  retail  trade. 
If  you  own  patents,  if  you  sell  patent- 
ed goods  directly  to  the  public 
through  your  agents,  if  you  license 
others  to  manufacture  and  sell  under 
your  patents,  you  can  control  your 
resale  price." 

"Now  it  is  Remington  Rand,  Inc.  The 
sensational  merger  was  first  an- 
nounced on  Feb.  10;  and  stockholders 
of  the  Remington  Typewriter  Co.,  the 
Rand  Kardex  Bureau,  Inc.,  which  is 


High-sr\'k>  cotton  fashions  of  1927 


Edited  by  Dero  A.  Saunders 


James  11.  Rand  Jr.  of  Remington  Rand 


acquiring  Baker- Vawter,  and  the  Dal- 
ton  Adding  Machine  Co.  have  since 
been  trading  in  their  stock  for  stock  in 
the  new  corporation,  which  will  not 
only  be  the  largest  office  equipment 
concern  in  existence  but  which  will 
have  at  the  outset  4,500  field  repre- 
sentatives— the  most  complete  inter- 
national distributing  organization  in 
the  world." 


Fifty  years  ago 

(From  the  issue  of  March  1,  1937) 

"Patriots  of  every  party  and  belief  are 
aroused  by  the  proposal  of  President 
Roosevelt  to  'pack'  the  Supreme 
Court.  .  .  .It  is  creating  a  power  to  nul- 
lify the  Constitution  by  dictation  and 
influence.  No  American  can  contem- 
plate the  dreadful  possibilities  without 
fear." — Miami  Herald  editorial 

"Thanks  to  the  discovery  (by  Profes- 
sor Charles  H.  Herty)  of  a  process  for 
making  paper  from  the  South's  resin- 
ous pine  trees,  a  paper  mill  of  consid- 
erable size  is  being  established  in  Tex- 
as. Provided  all  goes  well,  the  vista 
will  be  inspiring." 


Twenty  five  years  ago 

(From  the  issue  of  March  1,  1962) 

"A  'strike  suit'  is  the  mutual  fund  busi- 
ness term  for  a  suit  of  doubtful  merit  (in 
management's  opinion)  launched  by  a 
shareholder  against  a  fund.  As  of  last 
month,  approximately  50  such  suits 
were  pending  against  15  separate  mu- 
tual funds.  The  most  frequent  charge 
brought  against  them:  Management 
fees  are  too  high." 


"Last  month  the  12th  floor  corner 
suite  in  the  First  National  Building, 
overlooking  Detroit's  Michigan  Ave- 
nue, was  a  scene  of  celebration.  It  was 
a  decorous  one,  as  befits  the  character 
of  both  the  National  Association  of 
Investment  Clubs  and  its  folksy  chair- 
man, Thomas  E.  O'Hara,  but  a  celebra- 
tion nonetheless.  For  the  NAIC  had 
just  passed  100,000  members.  ..." 


Ten  years  ago 

(From  the  issue  of  March  1,  1977) 

"Nineteen  seventy-six  was  a  year  in 
which  the  mutual  fund  industry 
sought  hard  for  redemption,  but  found 
only  the  wrong  kind.  When  sales  were 
tallied  against  cash-ins,  the  industry 
came  out  nearly  $2.5  billion  short." 

"Charles  F.  Bacon,  vice  president  of 
personnel  for  Sears,  Roebuck  &.  Co.,  is 
looking  out  over  the  sales  floor  of  a 
Sears  store  in  suburban  Chicago. 
'More  than  half  of  these  employees 
are  part-timers,'  he  says.  'We  have  to 
cover  so  many  nights  and  Sundays 
now  that  we  couldn't  get  along  with- 
out them.  .  .  .'  Such  workers  now 
number  some  16  million — close  to 
18%  of  the  working  labor  force.  The 
proportion  was  only  12%  in  1970." 


Federal  Express  founder  Frederick  Smith 


"[Frederick)  Smith's  idea,  now  reborn, 
was  to  start  an  all-freight  airline  that 
would  fly  primarily  at  night  when  the 
airports  weren't  congested.  It  would 
carry  small,  high-priority  packages 
when  speed  of  delivery  was  more  im- 
portant than  cost.  It  would  bring  all 
the  freight  to  a  central  point  (Mem- 
phis), then  disperse  it  to  the  ultimate 
destinations.  .  .  . 

"This  was  not  your  ordinary  $1  mil- 
lion or  $2  million  venture-capital 
startup.  What  Smith  was  proposing 
was  the  creation  in  one  swoop  of  an 
entire  nationwide  system." 


FORBES,  FEBRUARY  23,  1987 


175 


I  have  no  idea  what  the  mind  of  a 

low-life  scoundrel  is  like, 

but  I  know  what  the  mind 

of  an  honest  man  is  like: 

it  is  terrifying. 

Abel  Hermant 


Honesty  pays,  but  it  don't 
seem  to  pay  enough 
for  some  people. 
Kin  Hubbard 


What  is  more  arrogant 
than  honesty? 
Ursula  Le  Guin 


The  person  that  always 
says  just  what  he  thinks 
at  last  gets  just  what 
he  deserves. 
Austin  O'Malley 


Honesty  is  praised, 
but  left  to  shiver. 
Juvenal 


The  history  of  our  race,  and  each 
individual's  experience,  are  sown 

« thick  with  evidence  that  a  truth  is 
not  hard  to  kill  and  that  a  lie 
well  told  is  immortal. 
Mark  Twain 


For  parlor  use,  the  vague 
generality  is  a  lifesaver. 
George  Ade 


Do  not  believe  those  who 
always  speak  the  truth. 
Elias  Canetti 


Either  there  are  too  few 
professions  conducted  honestly, 
or  there  are  too  few  honest 
people  in  their  professions. 
Denis  Diderot 


Truth  can  never  be  told  so 
as  to  be  understood,  and 
not  be  believed. 
William  Blake 


Thoughts 

on  the  Business  of  Life 


Too  much  truth 
Is  uncouth. 
Franklin  P.  Adams 


Honesty  is  the  cornerstone  of 
character.  If  a  man  he  not  honest, 
he  is  nothing.  Honesty  used  to  be 
disregarded  in  business,  in  politics, 
in  diplomacy.  Honesty  no  longer 
means  simply  keeping  within  the  law, 
keeping  out  of  jail,  keeping  out  of 
trouble.  The  honest  man  or  woman 
now  seeks  not  merely  to  avoid 
criminal  or  illegal  acts,  but  to 
be  scrupulously  fair,  upright, 
fearless  in  action  and  expression. 
B.C.  Forbes 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc. .  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Honesty  is  the  best  policy, 
but  he  who  is  governed  by 
that  maxim  is  not 
an  honest  man. 
Richard  Whately 


Americans  detest  all  lies 
except  lies  spoken  in  public 
or  printed  lies. 
Ed  Howe 


A  lie  with  a  purpose  is  one  of 
the  worst  kind,  and  the 
most  profitable. 
Finley  Peter  Dunne 


Honesty  is  the  rarest  wealth 
anyone  can  possess,  and  yet 
all  the  honesty  in  the  world 
ain't  legal  tender 
for  a  loaf  of  bread. 
Josh  Billings 


A  Text . .  . 

Recompense  to  no  man  ev  il 
for  evil.  Provide  things 
honest  in  the  sight  of 
all  men. 
Romans  12:17 


Sent  in  by  Mary  Hall,  Fort  Lauderdale,  Fla. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Frank  and  explicit — that  is 
the  right  line  to  take  when 
you  wish  to  conceal  your 
own  mind  and  confuse  the 
minds  of  others. 
Benjamin  Disraeli 


In  this  world,  truth  can  wait; 
she's  used  to  it. 
Douglas  Jerrold 


Truth  is  not  so  threadbare  as 
speech,  because  fewer  people 
can  make  use  of  it. 
Vauvenargues 


The  life  of  an  honest  man 
must  be  a  perpetual  infidelity. 
Charles  Peguy 


Never  to  lie  is  to  have  no 
lock  to  your  door,  you  are 
never  alone. 
Elizabeth  Bowen 


In  this  age,  when  it  is  said  of 
a  man,  He  knows  how  to  live, 
it  may  be  implied  that  he 
is  not  very  honest. 
Lord  Halifax 


Honesty  is  often  in  the  wrong. 
Lucan 
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BENTLEY.  THE  CLOSEST 
A  CAR  CAN 


mi 


COME  TO 


THE  NAME   BENTLEY"  AND  THE  BADGE  AND  RADIATOR  GRILLE  ARE  REGISTERED  TRADEMARKS  c  ROUS 


CE  MOTORS  INC  1986 


It's  no  coincidence  that  the  Bentley  logo  sports  wings.  It's  been  an  appropriate 
symbol  of  Bentley  performance  throughout  65  years  of  automotive  history. 

In  the  20's  and  30's,  Bentley  was  a  frequent  visitor  to  the  winner's  circle  at 
Le  Mans  and  Brooklands.  Today's  version,  the  Bentley  8,  is  every  bit  as  triumphant. 

The  Bentley  8  engine  is  a  substantial  6.75  litres 
with  an  8-to-l  compression  ratio  and  electronically 
controlled  continuous  fuel  injection.  It  will  cer- 
tainly get  you  out  and  about. 

What's  most  astonishing  about  the  8,  how- 
ever, isthatacarthisgrandandgloriouscan  be 
so  nimble  and  quick.  You  don't  quite  expect  its 
hard,  firm  cornering  stance.  The  feel  of  the  ride 
defies  description,  particularly  at  high  speeds. 
Which  the  Bentley  8  is  very  wont  to  do. 

Of  course,  underlying  all  its  engineering  attributes 
is  Bentley's  historic  sense  of  elegance  and  restraint.  Bentley 
is  manufactured  by  Rolls-Royce.  Assurance  enough  that  the 
particulars  are  particularly  exemplary. 

The  Bentley  8,  at  $89,900*  is  for  people  who  want  something  on  a  higher 
plane  than  the  top  European  imports.  If  you're  interested  in  that 
pleasantly  lofty  position,  stop  into  a  Bentley  dealer  for  a  test  flight. 


•MANUFACTURER'S  SUGGESTED  RETAIL  PRICE  TITLE.  TAXES,  TRANSPORTATION  REGISTRATION.  ETC  .  ADDITIONAL 


Bentley 


Dale  Carnegie  CoursesL. 


Where  training  gets 
down  to  business 


Dale  Carnegie  Training®  doesn't  waste  your  time 
with  fancy  footwork  and  no  substance.  It 
produces  quick,  positive  and  long-lasting  results. 
Participants  become  more  confident,  more 
enthusiastic  men  and  women  who  are  better 
equipped  to  face  the  challenges,  to  solve  the 
problems  of  the  modern  business  world. 

The  Dale  Carnegie  Management  Seminar® 

An  intensive  executive  development  program 
stressing  the  human  aspects  of  modern  management. 
Participants  learn  to  plan,  to  delegate  and  to 
communicate  more  effectively  and  to  inspire  greater 
teamwork  and  cooperation. They  acquire  a  better 
working  knowledge  of  the  management  process  as 
well  as  their  own  managerial  function. 

The  Dale  Carnegie  Course® 

Recognized  worldwide  for  its  effectiveness  in 
motivating  and  inspiring  people  to  discover  and 
develop  more  of  their  hidden  resources.  Participants 
develop  more  self-confidence. They  learn  to 
communicate  and  work  with  other  people  more 
effectively,  to  control  tension  and  stress. They  become 
more  adept  at  solving  problems,  making  decisions. 


The  Dale  Carnegie  Sales  Course® 

A  practical  training  program  to  increase  skills  in 
motivational  selling  from  prospecting  and  improving 
presentations  to  timing  the  close.  Salespeople  learn 
to  handle  objections  and  sales  resistance  more 
effectively. Their  selling  confidence  increases.  And 
so  do  their  sales. 

The  Dale  Carnegie®  Customer  Relations  Course 

For  personnel  with  customer-contact  duties. 
Participants  improve  their  ability  to  translate  product 
features  into  customer  benefits,  to  generate  more 
add-on,  more  repeat  sales. They  learn  new  ways  to 
handle  complaints,  to  keep  customers  happy  and 
coming  back. 

The  Dale  Carnegie®  Employee  Development  Course 

Increases  internal  harmony  by  raising  morale  and 
improving  working  relations.  A  fresh  spirit  of  team- 
work brings  reduced  internal  conflicts,  absenteeism 
and  turnover.  Productivity  is  increased. 

For  more  information  ask  for  your  free  copy  of  our 
quick-reading  booklet  that  outlines  the  benefits  and 
objectives  of  the  Dale  Carnegie  Courses®  Call  toll-free 
800  231-5800.  In  Texas,  800  392-2424.  Or  write 
directly  to  the  address  below. 


DALE  CARNEGIE  & ASSOCIATES,  INC 

SUITE  2  3  7  F  •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON,  TEXAS  77036 


Accredited  by  the  Council  For  Noncollegiate  Continuing  Education 


When  you  consider  the  value  of  time,  you'll  understand  why 
the  world's  fastest  business  jet  is  in  a  class  by  itself 


If  time  is  the  foremost  reason  for  own- 
ing a  business  jet,  seven  world  class  speed 
records  begin  to  explain  why  the  Falcon 
100  may  actually  represent  a  greater  value 
than  its  competition. 

Compared  to  its  most  popular  competi- 
tor, for  instance,  the  Falcon  100  can  save 
you  more  than  an  hour  of  traveling  time 
from  New  York  to  Dallas.  When  projected 
over  several  years,  this  time  savings  gives 
the  Falcon  100  owner  an  overwhelming 
advantage  over  his  competition. 

Superiority  by  design 
The  Falcon  100  is  not  merely  the  world's 
fastest  business  jet,  it  may  also  be  the 
world's  most  meticulously  designed  bus- 
iness jet.  Its  swept  wings,  for  example,  are 
built  for  maximum  efficiency  in  the  high 
Mach/high  altitude  environments  in  which 
the  Falcon  100  was  designed  to  operate. 


Designed  not  simply  for  speed,  the 
wings  are  also  designed  to  deliver  uncom- 
mon versatility.  With  airliner-style  high-lift 
devices  (full-span  leading-edge  slats  and 
double-slotted  Fowler  flaps),  takeoff  and 
landing  speeds  are  slow,  giving  the  Falcon 
100  access  to  hundreds  of  smaller,  more 
convenient  airports  that  are  beyond  the 
short-field  performance  limits  of  many 
other  business  jets. 

Uncompromising  standards 
Speed  and  versatility  are  strong  criteria 
for  choosing  a  business  jet.  But  they  are 
not  the  only  criteria.  Equally  important 


are  reliability,  safety,  ease  of  maintenance 
and  advanced  technology.  In  this  regard, 
it  need  only  be  noted  that  the  Falcon  100, 
like  every  Falcon  jet,  is  built  to  the  same 
quality  of  construction,  precision  of  engi- 
neering and  advanced  technology  as  the 
Mirage  fighter  jets,  which  are  among  the 
most  sophisticated  airplanes  ever  built. 


falcon  too 


<^J»  OOP 

CITATION  S/II 


Source  BUSINESS  &  COMMERCIAL  AVIATION.  1986  Planning 
and  Purchasing  Handbook  (long  range  cruise  speeds) 


"Spr  Falcon Jet 


Teterboro,  New  Jersey  07608 


□  Please  send  more  information  about 
the  Falcon  100. 

□  I'd  like  to  arrange  a  demonstration 
flight 


Name/Title . 
Company 
Address  


Time  is  money,  and  the  Falcon  100  can  save 
you  an  hour  from  New  York  to  Dallas. 

This  kind  of  quality  may  cost  more  to 
design  and  more  to  build.  But  Falcon  Jet 
will  accept  no  lesser  standards.  And  nei- 
ther, apparently,  will  the  corporations 
who  have  made  Falcon  Jet  the  number 
one  business  jet  in  the  Fortune  500.  Be- 
cause in  the  long  run,  these  standards  can 
yield  superior  reliability,  better  fuel  effi- 
ciency, lower  maintenance  costs,  and  a 
considerable  savings  in  time.  But  they 
also  yield  something  perhaps  even  more 
alluring:  the  knowledge  that  you  own  and 
operate  a  business  jet  that  truly  is  in  a  class 
by  itself. 

For  more  information  about  the  Falcon 
100,  or  to  arrange  a  demonstration  flight, 
call  Roy  Bergstrom  at  (201)  393-8056,  or 
send  us  the  coupon  below. 

1 


City  

Phone  L 


State/Zip . 


Now  flying  a . 
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100  Why  South  Africa  Shrugs  At  Sanctions 

However  emotionally  satisfying  economic  sanctions  may 
be  to  opponents  of  racism,  they  are  counterproductive  to 
the  aim  of  achieving  democracy  in  South  Africa. 
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60    Fluor  Corp. 

David  Tappan  Jr.  has  done  well  to  keep  Fluor  Corp.  out  of 
bankruptcy.  Now,  about  that  encore. 

66    Canon  Inc. 

Can  Canon  knock  off  Minolta  in  the  35mm  market? 
106  Midway  Airlines 

"We  want  people  who  mess  with  us  to  feel  like  they  put 
their  hand  in  the  porcupine's  nest,"  says  Midway  Airlines' 
boss.  It  looks  like  he  has  the  right  stuff  to  make  it  stick. 

110  Coca-Cola  Bottling  Co.  Consolidated 

This  could  finally  be  a  good  year  for  Marvin  Griffin  Jr.  and 
Coca-Cola  Bottling  Co.  Consolidated. 

114  Ing.  C.  Olivetti  &  C.  SpA 

Olivetti  hitched  its  star  to  AT&T's  wagon.  So  far,  the  ride 
has  been  less  than  exhilarating. 

120  The  Up  &  Comers:  Coated  Sales,  Inc. 

Making  fabrics  for  parachutes  and  other  survival  gear  used 
to  support  a  handful  of  family  companies  pretty  well.  Now 
it  supports  one  company  very  well. 


124  The  Up  &  Comers:  Johnson  Products 

Johnson  Products  had  bad  luck.  A  chief  competitor  had  bad 
luck,  too,  but  turned  its  setbacks  into  an  opportunity. 

128  The  Up  &  Comers:  Dunkin'  Donuts 

Dunkin'  Donuts  shops  book  half  their  business  in  one- 
sixth  of  their  operating  hours.  That's  a  serious  problem. 
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Why  New  York  may  yield  to  London  and  Tokyo. 
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43    Energy:  All  Caribou  Are  Not  The  Same 

Do  Congressmen  Green  and  Udall  really  know  what's  best 
for  Alaska's  Eskimos? 

45    Oil  Service:  Our  Grip  Slips 

Oil  service  is  one  of  the  U.S.'  last  bastions  of  technical  and 
global  market  supremacy.  For  how  much  longer? 


REGIONS 

48    Reading  Redux 

The  old  Pennsylvania  mill  town  chronicled  by  novelist 
John  Updike  has  figured  out  a  whole  new  future. 


THE  ECONOMY 

90    Hi  Ho,  Silver 

Why  does  overall  employment  expand  in  this  country 
while  big  company  payrolls  shrink?  Thriving  small  busi- 
nesses are  one  reason.  "Flexible  staffing"  is  the  other. 
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69  Wharton's  way 


114  Olivetti 
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0    The  Securities  Act  Of  1988? 

he  last  arrest  has  yet  to  be  made,  but  it's  inevitable  that 
:deral  securities  law  will  be  revised.  What  might  the 
hanges  be? 

2    Municipal  Garbage 

'hought  munis  were  safe?  You  probably  haven't  bought 
ny  from  Miller  &  Schroeder  of  Minneapolis. 

2    New  Issues:  Who's  Hot,  Who's  Not 

>nce  again  the  best  merchandise  came  from  full-service 
:gional  brokers. 

60  The  Funds:  Dispassionate  Advice 

/hat  you  ought  to  know  when  a  salesman  calls. 

62  The  Funds:  A  Realty  Fund  Primer 

you  play  the  real  estate  game  through  mutual  funds,  you 
an  pay  through  the  nose. 

78  Streetwalker 

epsiCo;  Brand  Insulations;  Teledyne;  GCA  Corp. 

[UMBERS  GAME 

4    World  War  III  Accounting 

/hen  concepts  and  theory  battle  with  real-world  consider- 
tions,  guess  which  side  the  accountants  will  join. 

IN  THE  DOCKET 

6    Playing  By  The  Rules 

ven  lawyers  must  obey  the  law  on  bill  collecting. 


TAXING  MATTERS 


78    Paying  The  Dues 

Is  a  lunch  club  a  lunch  or  a  club? 
goodwill;  shopping  for  dividends. 


Also:  Depreciating 
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136  Endangered  Species? 

Their  parents  abandoned  Abercrombie  &  Fitch,  and  the 
yuppies  seem  never  to  have  heard  about  this  legend.  Also: 
Seiko  takes  on  the  Swiss. 
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132  Just  In  Time — American-Style 

Here's  an  American  company  making  it  as  a  go-it-alone 
manufacturer  in  Japan. 


PERSONAL  AFFAIRS 


140  The  Cost  Of  Coping  With  Addiction 

The  best  treatment  is  not  always  the  most  expensive. 

144  Collectors  Cotton  To  Texas  Bargains 

Oihonaires'  antiques  at  distressed  prices. 
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69    Their  Eyes  Are  On  The  Main  Chance 

If  the  current  restructuring  of  corporate  America  has  an 
intellectual  home,  it's  at  the  Wharton  School.  On  what 
meat  did  its  graduates  feed? 

146  Educate,  Preach  And  Pray 

What  chief  executives  are  telling  their  own  kids. 
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50    Frank  R.  Miller,  Lionbeart  Television  International 

50    Lester  Korn,  KornlFerry  International 

52    Alain  Le  Grand,  Benedictine  S.A. 

52    Carlos  Andres  Perez,  Former  president,  Venezuela 
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No  rest  for  the  wicked 

A  lot  of  Wall  Street  professionals  sleep  uneasily  these  nights, 
what  with  the  spreading  arrests  for  illegal  insider  trading.  Do  we 
need  more  laws?  If  so,  what  kind?  Read  Reporter  Peter  Fuhr- 
man's  "The  Securities  Act  of  1988?"  beginning  on  page  40. 


Louist  Guhb  I JB  PtduTCI 


South  African  parliament  in  Pretoria 


The  Third  Boer  War 

Frustrated  and  angry  at 
the  treatment  of  South 
Africa's  black  majority, 
the  U.S.  Congress  has 
imposed  economic  sanc- 
tions, and  dozens  of  ma- 
jor U.S.  corporations 
have  been  pressured  into 
eliminating  or  reducing 
their  operations  there. 
The  anger  and  frustration 

is  justified,  but  is  it  yield-   

ing  desired  results?  We  wish  the  answer  were  yes,  because  the 
situation  there  is  indecent  and,  long-range,  unsustainable.  In 
fact,  Senior  Editor  Peter  Brimelow  concludes,  after  a  visit  to 
South  Africa,  the  sanctions  are  strengthening  and  stiffening  the 
Afrikaner  ruling  class  and  helping  make  the  economy  more  self- 
sufficient.  But  this  should  come  as  no  surprise,  considering  how 
useless  sanctions  have  been  in  getting  the  Russians  out  of 
Afghanistan,  Castro  out  of  Cuba  or  Khomeini  and  his  thugs  out 
of  power  in  Iran.  Story  starts  on  page  100. 

What  the  calamity  howlers  overlook 

Senior  Editor  Susan  Lee  and  Reporter  Stuart  Flack  tell  me  that 
the  idea  of  disposable  labor  is  foreign  to  the  rigid  and  semi- 
socialist  European  economies.  But  in  the  U.S.  today  one  worker 
in  four  is  employed  on  a  part-time  or  freelance  basis,  and  the 
proportion  grows.  Folks  who  love  simplistic  slogans  decry  this 
trend — and  the  accompanying  shrinkage  of  employment  rosters 
in  big  business.  They  see  it  as  evidence  that  U.S.  corporations 
are  becoming  "hollow" — mere  marketers  of  goods  and  services 
created  by  others.  Maybe  so,  but  this  "hollow"  economy  has 
created  over  23  million  net  new  jobs  in  the  past  13  years,  while 
the  more  rigid  economies  of  Western  Europe  have  added  nary  a 
single  net  new  job.  For  good  news  about  U.S.  labor  productivity 
and  flexibility,  read  "Hi  ho,  Silver."  Starts  on  page  90. 

A  time  to  gorge,  a  time  to  disgorge 

Looking  for  bargains?  In  Personal  Affairs  this  issue  Reporter 
Barbara  Kallen  says  that  Texas  has  become  the  Filene's  base- 
ment for  quality  collectibles.  The  goodies  that  rich  Texans 
gorged  on  during  the  oil  boom  are  now  being  disgorged,  and 
galleries  are  awash  in  fine  art,  antiques,  furniture,  rugs,  jewelry 
and  exotic  automobiles,  selling  at  prices  30%  below  those  paid 
in  1983-84.  Christie's  and  Sotheby's  representatives  are  picking 
up  a  lot  of  the  stuff  and  selling  it  in  New  York  to  Europeans 
holding  cheap  dollars.  What  goes  up  must  come  down.  Page  144. 
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The  Portman  Personal  Valet. 
He's  there  to  make  anything  happen  for  you. 

For  instance: 

He'll  sew  on  a  button  first  thing  in  the  morn- 
ing. Or  send  a  telex  in  the  middle  of  the  night. 

He'll  tidy  your  room  each  time  you  leave. 
And  greet  you  with  a  smile  — as  well  as  any 
important  messages  —  when  you  return. 

In  short,  he'll  give  you  constant  attention 
when  you  want  it.  Yet  absolute  privacy  otherwise. 

That's  the  rule  of  thumb  for  every  employee 
at  The  Portman,  San  Francisco's  ultimate 
luxury  hotel. 

And  it  goes  double  for  the  Personal  Valets. 

There  are  three  on  every  floor  to  meet  your 
every  need.  Your  valet  is  as  close  as  the  touch 
of  a  button.  And  he'll  consider  no  request  an 
unusual  request. 

The  Personal  Valet.  He'll  make  almost  any- 
thing happen  for  you.  And  that's  just  part  of  the 
magic  of  staying  at  The  Portman. 

THE  PORTMAN 

SAN  FRANCISCO 


500  Post  Street  •  One  block  from  Union  Square 
(415)  771-8600  •  For  reservations  call  (800)  533-6465  •  A  member  of  The  Grande  Collection  of  Hotels 
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Victor 
reverts 
to  type 

Dec.  16,  1985 


For  years  Forbes  has  marveled  at 
Victor  Posner's  gentlemanly  be- 
havior toward  Fischbach  Corp.,  the 
billion-dollar  construction  company 
that  was  his  most  recent  conquest. 
Rather  than  take  an  indecently  high 
salary  while  running  it  into  the 
ground — Posner's  normal  style — he 
was  leaving  Fischbach  alone. 

No  more.  Posner,  of  whom  we  once 
said,  "Letting  [him]  take  over  a  com- 
pany is  like  unleashing  Dracula  in  a 
blood  bank,"  has  gone  for  the  jugular. 
Fischbach's  board  of  directors,  con- 
trolled by  Posner's  cronies,  was  "con- 
sidering" giving  him  a  ten-year  con- 
tract for  $475,000  a  year  in  salary  plus 
4.5%  of  pretax  profit,  according  to 
Fischbach's  proxy  statement.  There 
were  also  retirement  benefits,  stock 
options  and  a  golden  parachute. 

Fischbach,  55%  owned  by  Posner 
companies,  has  racked  up  huge 
losses — $29.2  million  ($7.47  a  share) 
in  fiscal  198(3 — and  eliminated  the 
common  stock  dividend.  So  much  for 
Posner  management. 

The  company  won't  say  when  Pos- 
ner's new  contract  will  go  into  effect. 
But  if  Posner  has  yet  to  strike,  he  is 
now  poised  to  do  so. 


The  power 
of  prayer 

Jan.  13,  1986 


ey  in  six  of  the  seven  years  that  fol- 
lowed. Marantz  stock  had  fallen  from 
40  to  about  3.  But  his  new  line,  Tu- 
shinsky thought,  would  boost  sales 
from  $50  million  to  $75  million.  Giv- 
en the  competition  from  such  full- 
line  suppliers  as  RCA  and  Panasonic, 
however,  Forbes  had  its  doubts. 

Tushinsky's  hopes  for  his  new 
product  line  did  prove  correct — but  it 
was  not  enough.  Sales  did  climb  in  the 
first  nine  months,  from  $29  million  in 
1985  to  $45  million — but  Marantz 
still  lost  $5.8  million  for  the  period, 
double  the  punishment  in  1985. 

Now  Marantz',  if  not  Tushinsky's, 
prayers  have  been  answered.  This 
month  Dynascan,  a  Chicago  marketer 
of  CB  radios,  wireless  telephones  and 
speed-radar  detectors,  bought  56%  of 
Marantz  and  offered  to  buy  the  re- 
maining 1.7  million  shares  at  $6,  sub- 
ject to  approval  by  Marantz  share- 
holders. Tushinsky,  who  is  now  76, 
will  bow  out  in  favor  of  Dynascan's 
chief  executive,  ferry  Kalov. 


The  racer's 
edge 

Nov.  17,  1986 


ance  at  the  Indianapolis  "brickyard" 
is  set  for  1988. 

Porsche  is,  of  course,  no  racing  new- 
comer. It  has  won  the  Daytona  24- 
hour  race  16  times,  France's  classic  Le 
Mans  24-hour,  11  times.  Porsche,  in 
fact,  won  its  first  race,  a  street  course 
in  Innsbruck,  Austria,  with  its  first 
car,  in  1948.  Its  arrival  at  Indianapolis 
should  rule  out  forever  the  question 
Schutz  was  asked  at  a  Stanford  Uni- 
versity seminar  a  couple  of  years  ago: 
"When  is  Porsche  going  to  get  into 
auto  racing?" 


In  failing 
health 

Aug.  25,  1986 


although  he  had  high  hopes  last 
Xa  year  for  his  new  audio/video  line, 
Joseph  Tushinsky,  chairman  of  Mar- 
antz Co.,  still  asked  visitors,  "Pray  for 
us,  okay?"  The  Chatsworth,  Calif, 
firm  had  never  recovered  from  losing 
Sony's  tape  recorder  distribution  busi- 
ness in  1979  (sales  fell  from  $154  mil- 
lion to  $56  million)  and  had  lost  mon- 


Peter  Schutz,  the  German-born, 
U.S. -reared  head  of  Porsche  A.G. 
of  Stuttgart,  West  Germany,  is  an  en- 
gineer who  understands  not  only 
building  sports  cars  but  selling  them. 
When  Porsche's  marketing  executives 
wanted  to  drop  the  company's  classic 
911,  Schutz  not  only  turned  them 
down  but  added  a  convertible  to  the 
line.  The  result  was  a  370%  leap  in 
U.S.  sales,  to  25,306  cars  in  1985  and  a 
record  30,471  last  year. 

Porsche's  promotion  secret  has 
been  identification  with  sports  car 
racing — its  ad  budget  is  small  even  by 
European  standards — and  Schutz  has 
just  underscored  that  identity.  For  the 
first  time,  Porsche  is  getting  into  Indi- 
anapolis Speedway-style  "oval"  rac- 
ing. A  new  race  car,  engineered  from 
the  wheels  up  with  a  700hp  engine, 
will  be  tied  in  with  Quaker  State,  the 
Oil  City,  Pa.  refiner.  The  green  Quak- 
er State  Porsche  will  make  its  debut 
this  September,  and  its  first  appear- 


Last  summer  United  Sciences  of 
America,  a  7-month-old  Dallas- 
based  dietary  products  company, 
seemed  to  be  in  the  same  "optimal 
health"  it  promised  its  customers.  In 
the  first  half  of  1986  it  had  more  than 
$27  million  in  revenues  from  its 
100,000-member,  part-time  sales 
force.  Sales  tools  included  videotapes 
narrated  by  Star  Trek's  Captain  Kirk, 
literature  featuring  such  stars  as  Gary 
Carter  of  the  New  York  Mets,  Steve 
Garvey  of  the  San  Diego  Padres  and 
tennis  champion  Chris  Evert  Lloyd, 
backed  by  a  "scientific  advisory 
board"  boasting  names  like  heart  spe- 
cialist Michael  DeBakey.  True,  some 
nutritional  experts  took  a  dim  view  of 
it,  but  Forbes  thought  the  company 
was  "likely  to  grow  unfettered  for 
now."  Forbes  added,  however,  that 
"long-term  success  is  hardly  assured." 

Truer  words  were  never  printed.  Be- 
fore 1987  was  two  months  old,  United 
was  in  trouble.  The  Food  &.  Drug  Ad- 
ministration had  ruled  four  of  its  diet 
supplements  "misbranded  and  adul- 
terated." A  Texas  court — responding 
to  the  state  attorney  general's  charge 
that  United  was  using  a  pyramid  sell- 
ing scheme  (where  profits  depend  on 
bringing  in  an  endless  stream  of  new 
salesmen)  and  falsely  promoting  its 
products  as  drugs — barred  sales  of  its 
products.  A  New  York  State  court 
banned  it  from  promoting  either  its 
products  or  its  distributorships.  The 
California  attorney  general  asked  for 
an  injunction  against  United  and  $1 
million  in  damages.  The  Dallas  com- 
pany itself  had  filed  for  bankruptcy 
protection  under  Chapter  1 1. 
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You  will  find  this  label  sewn  i 
clothing  worth  having  in  your  wardrobe. 

I    Clothing  worth  having  not  for  the  status 
it  will  confer  upon  you,  or  the  instant  identity 
it  will  impart.  But  for  its  sniix  Comfort. 
Conscientious  construcl 

You'll  find  this  labersj^wn  into  the  collar  of 
the  Rugby  Shirt  so  tqugn,  it  hands  down  over 

:hild.  Into  the  waist- 
rousers  whose  silky, 
days.  On  the  inside 
Highland  heathers 
i  the  world  makes 


the  years  from  pare 
band  of  Cotton  Twill 
sturdy  feel  recalls  se 
of  a  Tweed  Jacket  w 
pick  you  up  on  days 
you  feel  a  little  blue. 

In  a  world  of  the 
fly  by  night,  a  label  like 
can  be  a  wonderful  thing. 


flighty  and 


Please  send  free  catalog. 
Lands'  End  Dept.  J-09 
Dodgeville,  WI  53595 


Name. 
Address. 
City  


State. 


.Zip. 


Or  call  Toll-free: 

800-356-4444 
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Trends 


Edited  by  John  A.  Conway 


Automobiles 


How  will  the  dealers  vote? 

General  Motors,  struggling  with 
soft  sales  and  sagging  earnings,  is 
trying  an  experiment  in  Canada  that 
could  give  it  trouble  on  another 
front — its  dealers.  GM  plans  a  new 
network  of  dealers  for  Japanese,  Kore- 
an and  possibly  other  foreign  cars  not 
now  sold  in  Canada.  The  Suzuki 
Sprints  and  Fireflys  it  has  been  im- 
porting will  stay  with  the  Chevrolet 
and  Pontiac  dealerships  now  selling 
them,  as  will  Isuzu's  Pontiac  Sun- 
bursts and  Chevy  Spectrums.  The 
new  net  will  probably  also  handle  a 
version  of  the  Korean-built  Daewoo 
Le  Mans  now  coming  into  the  U.S. 

The  rationale?  GM  sees  foreign-car 
buyers  as  a  different  breed — compara- 
tive shoppers,  hard  to  presell  and  in- 
clined to  do  their  own  research.  The 
new  dealers  will  provide  the  different 
climate  they  want,  GM  hopes.  So  far, 
GM  says,  dealers  are  enthusiastic 
(they  can  buy  the  new  franchises  if 
they  choose),  but  the  risk  of  alien- 
ation is  still  there. 


Labor 


The  working  teenager 

Should  teenagers  work?  Sociolo- 
gists Ellen  Greenberger  and  Laur- 
ence Steinberg  kicked  up  a  fuss  in  a 
new  book,  When  Teenagers  Work,  say- 
ing that  working  too  much  is  bad  for 
youths.  Now  Andrew  Hahn,  an  assis- 
tant dean  at  Brandeis  University,  has 
responded  in  his  book  Dropouts  in 
America,  arguing  that  working  up  to  22 
hours  a  week  is  good  for  youths,  par- 
ticularly for  the  disadvantaged.  One 
of  the  best  gauges  of  a  youth's  success 
is  working  while  in  high  school,  he 
says.  "Moderate  work  schedules 
teach  students  how  to  socialize,  how 
to  dress  and  how  to  manage  money 
and  save  for  things  they  want."  It  also 
reinforces  the  importance  of  school, 
he  says.  Despite  a  labor  shortage  in 
service  jobs  that  seem  made  for  the 
young,  their  unemployment  rate  is 
17% — more  than  2.5  times  the  na- 
tional average — and  the  unemploy- 
ment rate  for  black  teenagers  is  40% . 
Hahn  blames  this  on  a  range  of  prob- 
lems— lack  of  skills,  poor  job  loca- 


tions, racial  discrimination  and  what 
he  calls  "false  entry  requirements." 
He  proposes  that  corporations  tic 
work  to  education.  Burger  King,  for 
example,  promises  to  contribute  to 
the  higher  education  of  its  young  em- 
ployees if  they  complete  work  con- 
tracts at  the  company. 


Small  Business 


Rewriting  the  census 

When  is  a  majority  a  minority? 
When  Congress  says  it  is.  The 
U.S.  has  123  million  women  out  of  a 
population  of  239  million,  but  under 
some  federal  contracts  they  will  be- 
come a  minority.  The  House  and  Sen- 
ate have  each  passed  a  highway  and 
transit  construction  program,  for  ex- 
ample, authorizing  between  $65  bil- 
lion and  $90  billion  over  the  next  four 
or  five  years.  At  least  10%  of  the 
spending  must  be  contracted  with  mi- 
nority-owned businesses.  And  under 
the  new  bill,  that  10%  "set-aside" 
will  include  women.  The  states  are 
also  moving  in  this  direction.  New 
Jersey's  legislature  last  year  mandated 
that  at  least  3%  of  the  more  than  $4 
billion  spent  on  all  government  con- 
tracts be  awarded  to  women.  Other 
states  reportedly  considering  the  idea 
include  Florida,  California  and  New 
Mexico. 


Law 


Too  many  lawsuits? 

Warren  Burger,  the  retired  Chief 
Justice  of  the  U.S.  Supreme 
Court,  inveighed  for  years  against  the 
flood  of  lawsuits  that  he  charged  were 
choking  the  courts,  a  contention  that 
other  legal  eagles  dismissed  as  a 
myth.  The  ABA  Journal  has  now  asked 
lawyers  what  they  think — and  the 
majority  agree  with  Burger.  In  a  sur- 
vey taken  by  Kane,  Parsons,  the  New 
York  City  opinion  researchers,  62% 
of  those  polled  said  there  was  too 
much  litigation.  Even  more  of  them, 
73%,  thought  that  judges  should  push 
for  settlements,  although  57%  said 
that  judges  in  their  jurisdictions  al- 
ready did  so.  As  for  mandatory  arbitra- 
tion as  a  solution  for  jammed  court 
calendars,  58%  of  lawyers  where  it 
was  available  claimed  that  it  did  re- 


Kimclj  Price  Viciurc  turnup 


Chief  Justice  Warren  Burger 

He  has  the  lawyers  on  his  side. 


duce  the  backlog  of  civil  cases.  But 
where  arbitration  is  not  available, 
48%  thought  it  wouldn't  work  and 
only  41%  liked  it. 


How  lawyers  get 
a  bad  name 

Win,  lose  or  draw,  lawyers  win.  In 
1974  women  reporters  and  edi- 
tors at  the  New  I hire?  i  Register  in  Con- 
necticut sued  the  daily  for  sexual  dis- 
crimination. Later  the  original  group 
won  class-action  status  for  101  addi- 
tional women.  An  ensuing  three-year 
trial  was  settled  out  of  court  for 
$750,000  last  year,  after  the  paper  had 
been  sold  to  publisher  Ralph  Inger- 
soll.  But  that  did  not  resolve  the  mat- 
ter. The  plaintiffs  say  their  Stamford, 
Conn,  attorney,  Mary  Ellen  Wynn, 
had  taken  the  case  on  a  one-third  con- 
tingency fee  basis.  But  because  she 
and  her  associate  had  put  in  6,600 
hours,  Wynn  argued  for  nearly  two- 
thirds  of  the  pie— $475,000.  The  court 
agreed.  After  other  charges,  the  plain- 
tiffs were  left  with  $148,000.  For  the 
original  23,  that's  about  $958  apiece 
(without  interest)  for  each  year  cov- 
ered. For  each  of  the  101  class-action 
staffers,  that  leaves  only  $166. 


Sports 


Going  to  the  dogs 

The  scramble  for  new  revenues  to 
replace  those  lost  through  federal 
cutbacks  has  started  states  thinking 
harder  about,  of  all  things,  dogs.  Pari- 
mutuel  betting  on  greyhound  races 
put  more  than  $200  million  last  year 
into  the  treasuries  of  the  14  states 
that  now  permit  it,  up  10%  over  1985. 
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The  Gold  Card  presents 


your 

Producing  the  Gold  Card® 
;ar-End  Summary  of  Charges 
om  American  Express. 

With  the  addition  of  the  Year-End 
immary*  the  Gold  Card  just  may  be 
t  simplest,  most  impressive  way  to  put 
ur  life  in  order. 

It's  a  comprehensive,  chronological 
count  of  your  yearly  billed  Gold  Card 
tnsactions  by  category  and  location, 
lling  you  where  you  used  it,  how  you 
ed  it,  when  you  used  it,  and  what  you 


report 


spent.  Which  can  be  helpful  in  sep- 
arating your  business  and  personal 
expenses  for  tax  preparation. 

In  addition,  the  Gold  Card  offers  a 
wide  variety  of  other  benefits.  It  may 
include  a  personal  line  of  credit.  Cash 
access  services.  And  worldwide  travel 
advantages. 

And  there's  also  the  convenience  of 
American  Express®  ENVOY.  A  person- 
alized travel  agency  available  24  hours 
a  day  through  a  toll-free  number. 

All  of  which  makes  the  Gold  Card  a 


much  sought-after  privilege. 

The  Gold  Card.  In  addition  to 
everything  else,  now  it  even  sums  up  the 
year  for  you.  v 

To  acquire  the  Gold  Card,  pick  up 
an  application  at  a  participating  finan- 
cial institution  or  establishment  where 
the  Gold  Card  is  welcome. 

Or  call  1-800-THE  CARD. 

*  Available  in  the  first  quarter  of  1987,  and  includes  your 
1986  billed  Gold  Card  charges.  Earlier  years  not  available. 

THE  GOLD  CARD 
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Meet  the  upper  echelon  o 
Jeep. . .  Grand  Wagoneer  and 
Wagoneer  Limited.  Two  of  our 
most  elegantly  appointed 
vehicles  that  for  all  of  their 
well-crafted  luxury,  still  loyally 
uphold  the  guts-and-glory 
can-do  legacy  that  could  only 
belongtoajeep^ 

Upon  close  inspection, 
you  will  find  Grand  Wagoneer 
the  epitome  of  luxury  and 
capability.  Its  endowments 
include  room  for  six  adults, 
genuine  leather  upholstery, 
power  everything,  air  condi- 
tioning, premium  sound 
system,  shift-on-the-fly 
4-wheel  drive,  and  a  po 
5.9  litre  V8  with  a  2^2  ton 
towing  capacity.  You  will  also 
find  all  this  standard. 


HUES. 

It*— :<V  .  .  .  .  ^  '   v • 


Wagoneer  Limited  is  our 
second-in-command.  Its  con- 
temporary size  is  still  roomier 
than  any  other  domestic 
4-wheel  drive  vehicle  in  its 
class. . .  enough  room  for  five 
adults  and  their  cargo.  And 
with  the  optional  173  horse- 
power 4.0  litre  Power-Tech  Six 
engine,  and  standard  4-speed 
automatic  overdrive  trans- 
mission, you  could  be 
hard-pressed  to  find  a  worthy 
alternative  anywhere. 
Grand  Wagoneer  and 
oneer  Limited.  They  are 
4-wheel  drive  luxury 
ns  we  know  of  that  can 
e  a  hill  with  as  much  style 
inesse  as  they  can  take  in 
a  formal  social  event. 


A  departure  from 
ordinary  travel. 

Hartours'  free  vacation  brochure 
will  show  you  how  special  your  next 
vacation  could  be.  We  offer  custom 
itineraries.  Chauffeured  cars.  And 
experienced,  knowledgeable  guides. 

See  your  travel  agent.  Or  contact 
Hartours,  20  Park  Plaza,  Boston,  MA 
02116, 1-800-821-0800. 


Unlike  business  papers  thai  publish  only  on  weekdays, 
Mead  Business  Papers  cover  you  seven  days  a  week. 
Because  we  know  your  business  can't  stop  for  a  weekend. 


TA  Gill  Anim-tlv  Animals 


Greyhound  mother  and  pups 
The  states  like  the  action. 

Kansas  has  just  approved  dog  racing 
(along  with  horses  and  a  lottery).  Wis- 
consin has  a  similar  vote  scheduled  in 
April.  Texas  has  one  set  for  Novem- 
ber. Florida  leads  the  post  parade  in 
greyhound  racing;  its  18  dog  tracks 
last  year  brought  the  state  almost  $77 
million  in  revenues.  Iowa's  3  tracks 
produced  $2  million  in  1985,  its  first 
year,  and  $11  million  in  1986.  George 
D.  Johnson  Jr.,  executive  director  of 
the  American  Greyhound  Track  Op- 
erators Association  in  Miami,  notes 
that  the  dogs  can  bring  jobs  as  well  as 
money — "1,000  to  1,500  jobs  for  each 
track."  And  though  the  gambling  rev- 
enue from  dog  racing  is  small  change 
compared  with  lottery  income  (which 
paid  $4.8  billion  to  the  states  that  had 
them  last  year),  $200  million  a  year  is 
hardly  dog  food. 


Going,  going  . . . 

Like  movie  double  features,  the 
baseball  doubleheader  is  on  the 
verge  of  extinction.  This  year  the  Na- 
tional League  has  scheduled  only  6  in 
its  972-game  schedule,  compared 
with  38  as  recently  as  1975.  The 
American  League  is  offering  even  few- 
er, 2  out  of  1,134  dates,  compared 
with  46  in  1975.  Even  Cleveland, 
which  traditionally  led  the  major 
leagues  in  doubleheaders,  dropped  the 
twin  bill  entirely  two  years  ago. 

Sunday  doubleheaders  began  disap- 
pearing along  with  the  passenger 
train.  Teams  used  to  close  home 
stands  with  a  Sunday  twin  bill,  then 
board  trains  for  overnight  travel  to 
opposition  cities,  where  the  road  se- 
ries would  open  on  Tuesday.  Now 
clubs  can  play  a  single  game  on  Sun- 
day and  jet  to  a  Monday  night  road 
date.  More  recently,  baseball  twofers 
suffered  a  second  setback:  rapidly  ris- 
ing payrolls.  Owners  need  all  the  gate 


receipts  they  can  muster  to  pay  the 
players.  The  average  major  leaguer 
last  year  drew  a  $412,520  salary. 


Government 


Quote,  unquote 

Joseph  R.  Wright  Jr.,  deputy  direc- 
tor of  the  White  House  Office  of 
Management  &.  Budget:  "There  are 
people  in  this  town  who  will  tell  you 
there's  light  at  the  end  of  the  tunnel 
on  the  budget  deficit — and  then  they 
go  and  order  more  tunnel." 

Maurice  Nessen,  lawyer  for  Bronx 
Borough  President  Stanley  Simon, 
whose  New  York  City  pension  is  en- 
dangered by  charges  that  he  accepted 
bribes  from  a  local  defense  contractor: 
"The  Wedtech  scoundrels  and  cheat- 
ers may  cheat  Stanley  Simon  into  be- 
ing indicted,  and  they  may  cheat  him 
into  a  ruined  political  career,  but  we 
shall  not  let  them  cheat  Stanley  Si- 
mon of  a  pension  that  he  earned  as  a 
public  servant." 


Health  Care 


Here  come  clinical 
pharmacists 

Drug  manufacturers,  who  now 
concentrate  their  marketing  ef- 
forts on  hospitals  and  physicians,  will 
soon  have  another  group  to  focus  on. 
Most  of  the  175,000  pharmacists  in 
the  U.S.  still  count  pills  and  measure 
out  powders  behind  drugstore 
counters.  But  as  drugs  grow  in  num- 
ber and  complexity,  the  physicians' 
job  of  prescribing  is  becoming  more 
difficult.  To  help  doctors,  the  Ameri- 
can College  of  Clinical  Pharmacy, 
with  the  blessing  of  the  American 
Medical  Association's  journal,  wants 
to  create  a  new  specialty,  "clinical 
pharmacist,"  and  begin  certifying 
qualified  pharmacists  as  soon  as  pos- 
sible. So  far  at  least  34  of  the  73  U.S. 
colleges  of  pharmacy — most  of  which 
offer  only  bachelor's  degrees — have 
introduced  doctor  of  pharmacy  pro- 


An  1820  apothecary  shop 

A  helping  hand  for  the  doctor. 
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Here's  the  soft  sell 
on  Microsoft's  bestsellers. 


Microsoft.  Few  names  are  as  respected  in  the  micro- 
computer industry.  Here  are  a  few  of  their  wide  range  of 
products  for  your  IBM  PC,  XT,  or  AT. 

The  Microsoft  Mouse  lets  you  leap  across  huge 
spreadsheets  or  documents  in  a  single  bound,  with  just 
a  roll  and  a  click   $127. 

Microsoft  Word  3.1  is  a  full-featured  word 
processor  with  a  built-in  outline  program.  You  can  rearrange 
an  entire  proposal  or  epic  poem  just  by  moving  the 
outline  headings!   $279. 

Microsoft  Windows  lets  you  work  with  a  lot  of 
different  programs  at  once.  You  can  switch  back  and  forth, 


collecting,  comparing,  and  combining  data  right  on  the 
screen   $65. 

And  Microsoft  C  Compiler  produces  the  fastest, 
most  compact  code,  and  lets  you  mix  memory  models 
with  the  use  of  NEAR  and  FAR  pointers   $279. 

Need  to  know  more  about  Microsoft  products? 
We've  been  using  and  selling  Microsoft  products  since  1982. 
If  you've  got  questions  about  specifications  or  applications, 
we've  got  the  answers.  We  encourage  calls  before  and  after 
the  sale. 

Find  out  for  yourself  why  people  who  "don't  buy  mail 
order"  buy  from  PC  Connection. 


THE  INTELLIGENT  WAY  TO  BUY  SOFTWARE.  BY  PHONE. 

ii  It  is  a  pleasure  to  discover  a  company  that  is  truly  customer  oriented  in  such  a  volatile  industry.  5) 

—Hugh  Aaron,  Richmond,  VA 

ii  Your  order  clerks  are  both  polite  and  knowledgeable.  That  is  a  rare  combination  in  the  mail  order  business.  J) 

—Barry  Tucker,  Tucson,  AZ 

ii  Some  Boston  Computer  Society  friends  and  I  were  trading  stories  about  mail  order,  and  it's  common  knowledge  that  PC  Connection 

is  the  shining  star  among  dealers  in  computer  ware.  55 
— Ken  Sommer,  Cambridge,  MA 


800/243-8088  2°°F 


6  MILL  STREET,  MARLOW,  NEW  HAMPSHIRE  03456  603/446-3383 

COPYRIGHT  PC  CONNECTION.  INC  .  1987  PC  CONNECTION  IS  A  REGISTERED  TRADEMARK  OF  PC  CONNECTION.  INC 


•  smt-nappy  society,  cnecmng  references /or  we 
real  meaning  is  as  difficult  an  art  as  writing  them.  No 
service  bookie/  could  be  more  valuable  than  this. " 
Malcolm  S.  Forbes,  Chairman,  Forbes  Magazine 

"Any  business  person  who  doesn  't  read  /his  booh/el 
carefully  is  missing  a  wealth  of  practical  information  " 
Martin  Edelston,  Publisher,  Boardroom  Reports 

"A  savvy,  clear-headed  look  at  the  tough  business  of  get- 
ting a  job  candidate's  old  employer  to  open  up  to  you. " 
Ed  Foley,  Editor,  Executive  Productivity 

"Never  hire  another  manager  without  following  Robert 
Half's  advice  Business  would  be  better  run  if  executives 
took  the  time  to  do  what  this  booklet  suggests. " 
Alfred  M.  King,  National  Assn.  of  Accountants 


to 


mm 


FREE 

Published  as  a  public  service.  This  booklet  is  yours  free  by 
contacting  your  Robert  Half  office,  or  writing  to: 
Robert  Half  International  Inc.,  Administrative  Services  Dept., 
522  Fifth  Avenue,  New  York,  NY  10036. 

iROBERT  HALF® 

SHJ  accounting,  financial  and  edp  personnel  specialists 


I  iall  International  Inc 

i.dentlv  owned  and  operated. 


grams.  Besides  the  usual  chemistry 
and  biology,  students  in  these  ad- 
vanced programs  learn  such  things  as 
how  drugs  are  metabolized,  how  to 
select  drugs  and  how  drugs  interact. 
An  estimated  5,000  pharmacists  al- 
ready advise  doctors  on  drugs  in  hos- 
pitals and  in  group  practices.  John 
Rodman,  a  pharmacy  professor  at  the 
University  of  Tennessee,  figures  at 
least  5,000  more  such  pharmacists  are 
needed  and  that  up  to  30,000  posi- 
tions could  ultimately  open  up  in  hos- 
pitals and  physicians'  offices. 


Management 


Women  executives  vote 

How  do  women  executives  feel 
about  parental  leave — guarantee- 
ing mothers  and  fathers  their  jobs  if 
they  take  time  off  to  stay  with  a  new 
child?  A  survey  by  Heidrick  &  Strug- 
gles, the  Chicago  headhunters, 
showed  a  standoff — 42%  of  the  216 
respondents  thought  there  should  be  a 
national  policy  for  parental  leave,  but 
40.1%  thought  there  should  not 
(17.9%  had  no  opinion).  Some  of  the 
regional  differences  were  startling.  In 
the  East  half  the  women  executives 
polled  favored  parental  leaves,  as  did 
47%  of  those  in  the  West.  But  in  the 
South  the  percentage  of  negative 
votes  was  more  than  71%,  and  in  the 
Southwest,  although  the  yeas  and 
nays  were  split  fairly  evenly,  half  the 
women  queried  had  no  opinion. 


Marketing 


The  land  of  licensing 

Making  and  selling  products  under 
someone  else's  name  has  come 
of  age.  Retailers  sold  $54  billion 
worth  of  licensed  products  last  year, 
up  66%  from  three  years  ago,  and  that 
number  is  expected  to  climb  to  per- 
haps S90  billion  by  1990,  according  to 
The  Licensing  Letter,  a  Scottsdale,  Ariz, 
newsletter.  Apparel  carrying  designer 
labels  and  logos  from  brands  such  as 
Coca-Cola  and  Greyhound  had  the 
biggest  sales,  nearly  $19  billion  last 
year.  Cartoon  characters  (the  Disney 
lines,  for  example)  accounted  for 
$12.5  billion.  Toys  and  games  were 
next  with  $8.3  billion.  The  boom  has 
been  powered  largely  by  such  compa- 
nies as  General  Foods,  Biltrite  and 
McDonald's,  which  have  licensed 
their  trademarks  for  sportswear, 
shoes  and  clothing  to  boost  brand- 
name  exposure. 
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s  aircraft  is  reacting 
things  its  pilot  hasn't 
5n  yet. 


►Hied 
Signal 

Technologies 


technology:  Bendix 
digital  flight  controls,  the 
first  all-digital  fly-by-wire 
flight  control  computer 
system  in  a  production 
aircraft,  will  be  intro- 
duced on  new  F-16C/D. 


benefit:  automated 
aircraft  reaction  in  low 
level  terrain-following 
and  other  demanding 
situations,  better  mission 
capabilities,  greater 
flexibility,  lower  life 
cycle  cost,  less  weight. 


future:  will  be  basis  for 
integrated  avionics,  flight  and 
engine  controls  for  advanced 
technology  fighters. 
Allied-Signal  advanced 
technologies — focused  on 
aerospace,  electronics, 
automotive  products,  and 
engineered  materials. 
forfacts,call  1-800-243-8160. 


©  1987  Allied-Signol  Inc.,  PO  Box  2245R,  Morrislown,  NJ  07960. 


j  Lake  of  the 

OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  <x  res  of  our  (  hi  in  r  Missi  uiri  LikeUm  I 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
tile, isc  write  to:  lorbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw,  Missouri  65355 
Obtain  the  Properly  Repor'  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  hasjudged  the  merits  or  value,  il  any,  of  this 
property  Equal  Credit  and  Housing  Opportunity. 
Not  an  offer  or  solicitation  in  those  states  where  the 
property  is  not  registered. 
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Call:  1-800-772-9200  Ext.  338 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
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Readers  Say 


Going  down  in  style 

Sir:  Re  your  cover  story  "Commercial 
real  estate — the  worst  is  yet  to  come" 
/Jan  26).  The  only  difference  between 
the  Titanic  and  the  commercial  real 
estate  business  today  is  that  the  Ti 
tanic  had  an  orchestra. 
—John  S  liaen 
Denton,  Tex. 

Sir:  Yes,  indeed,  the  U.S.  is  being 
overbuilt,  and  until  we  stop  doing 
deals  for  the  sake  of  doing  deals,  the 
worst  is  yet  to  come. 
— Michael  Staenberg 
St.  Louis,  Mo. 


Made  in  Japan 

Sir:  Rc  your  cover  story  "No  more 
Mr.  Nice  Guy"  (Feb.  9)  regarding  our 
massive  trade  deficit  with  Japan.  I  re- 
ceived A  Day  in  the  Life  of  America  for 
Christmas.  This  book  attempts  to 
capture,  via  photography,  all  that  is 
good  and  great  about  our  country. 
However,  I  was  shocked  by  the  inside 
of  the  rear  cover:  "Printed  in  Japan." 
— Richard  J.  Marsek 
Milwaukee,  Wis. 

Sir:  We  should  give  up  the  notion  that 
we  arc  now  "the  world's  leader."  The 
British  had  to  give  up  their  empire  and 
we  have  lost  our  commercial,  politi- 
cal and  moral  empire — but  we  don't 
seem  to  know  it  yet. 

This  brings  to  mind  several  heavy 
expenses:  foreign  aid;  sales  abroad  for 
which  we  don't  get  paid;  troops  and 
bases  abroad;  swollen  staff  in  some 
embassies;  and  junkets  by  senators, 
congressmen,  others. 

We  cannot  afford  all  these  luxuries. 
— -James  Stewart 
New  York,  N.Y. 


Don't  blame  Nakasone 

Sir:  Re  "Tokyo's  Airport  Folly"  (Fact 
and  Comment  II,  Jan.  26).  I  was  in 
Japan  recently  and  made  virtually  the 
same  point  to  an  executive  of  one  of 
Japan's  largest  trading  companies.  He 
said  that  even  his  company  could  not 
directly  bid  on  the  project  but  rather 
had  to  sell  major  items  through  other 
"in"  companies.  He  thought  the  prob- 
lem was  beyond  Prime  Minister  Na- 
kasone's  control  or  influence.  In  this 
country  we  tend  to  assume  that  "Ja- 
pan Inc."  (and  therefore  major  proi- 


ects  like  the  Osaka  airport)  is  central- 
ly orchestrated  by  Tokyo. 

— Kenneth  G.  Griffin 
Los  Angeles,  Calif 


Determination 

Sir:  In  your  Faces  piece  on  me  (Jan 
12),  you  quote  a  competitor  to  say 
that  Nikko  did  not  have  the  "quantity 
or  quality"  of  business  to  become  a 
primary  dealer.  Our  trading  volume 
and  diversity  of  client  base  more  than 
qualifies,  and  has  since  last  April. 

The  banner  with  which  I  am  pic- 
tured, loosely  translated,  means,  "We 
will  succeed."  Can  anyone  deny  that 
the  Japanese  approach  of  steady  devel- 
opment with  long-term  goals  in  mind 
has  been  successful? 
— Randy  M  Strausberg 
Senior  Vice  /'resident, 
The  Nikko  Securities  Co  International 
New  York,  N.Y. 


Formula  for  the  Jul  are 


Money  managers 

Sir:  Re  the  recruitment  ad  for  the  CIA 
(Dec.  29,  l')S6,  p.  123).  One  wonders 
what  type  of  people  the  CIA  is  after 
these  days,  when  you  consider  that 
the  average  Forbes  reader:  is  in  a  top 
management  position;  has  an  average 
income  of  $  1 24,060  and  a  net  worth  of 
$915,313.  Obviously,  they  must  be 
looking  for  someone  to  handle  and 
invest  those  profits  made  on  the  Irani- 
an arms  deal. 
— Robin  J  Buss 
West  Orange,  N.J. 


Sage  advice 

Sir:  Through  the  welter  of  popular 
criticism  of  any  President's  policies, 
it  might  be  wise  to  remember  the 
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Don't-do-anything-about-it-and 
maybe-it'll-go-away" 
is  no  way  to  run  a  business 


In  the  management  hot  seat,  nothing 
is  more  vital — no  matter  what  hap- 
pens—than keeping  your  cool. 

And  the  best  way  to  keep  your  cool  is 
to  know  what  to  do.  And  why. 

That's  where  we  come  in. 

And  uncertainty  goes  out. 


Our  experience  in  making  possible  the 
certainty  a  CEO  needs  for  making  criti- 
cal decisions  adds  up  to  a  number  of 
lifetimes. 

Someday  you  maybe  interested  in  add- 
ing a  number  of  lifetimes  of  invaluable 
experience  to  your  own. 

When  you  are,  we'd  like  to  hear  from 
you. 


Alexander  Proudfoot 

Specializing  in  the  Installation  of  Productivity  Improvement 
and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices:  249  Royal 
Palm  Way,  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States,  Canada  (Toronto 
416-862-7543).  Mexico  (Mexico  City  905-254-6711),  Brazil  (Sao  Paulo  011.283.2533).  Great  Britain, 
France,  Federal  Republic  of  Germany,  Italy,  Spain,  Portugal,  Denmark,  Ireland,  Luxembourg,  The 
Netherlands,  Belgium  (Brussels  2.511.0640).  Hong  Kong,  Malaysia  Singapore  (65.225.4646). 
This  message  prepared  by  Alexander  Proudfoot  Communications.  LP. 


(In  Florida  Call  305-655-9300.) 


"Mr  Chairman,  Mr.  President,  distinguished  members 
and  guests  in  Cricketeer  sportcoats." 

CRICKETEER  SUITS  AND  SPORTCOATS 

GOOD  CORPORATE  MATERIAL 

For  the  store  nearest  you.  please  call  1-800  752-5207  Cricketeer.  1290  Ave  of  the  Americas.  NY,  NY  10104 
A  Phillips- Van  Hcusen  Company 


advice  of  our  greatest  President, 
George  Washington.  When  the  young, 
idealistic  Marquis  de  Lafayette  wrote 
of  his  dismay  with  the  press,  Wash- 
ington replied,  "In  a  free  and  republi- 
can government,  you  cannot  restrain 
the  voice  of  the  multitude.  Every  man 
will  speak  as  he  thinks,  or,  more  prop- 
erly, without  thinking,  and  conse- 
quently will  judge  the  effects  without 
attending  the  causes." 
— Gerard  J.  Mangone 
Newark,  Del. 


Another  winner 

Sir:  The  Westmoreland  Coal  article 
(Nov.  17,  1986)  states,  "The  coal  busi- 
ness has  been  terrible,  except  at  West- 
moreland." Review  the  financial  sta- 
tistics for  the  Rochester  &.  Pittsburgh 
Coal  Co.,  which  had  a  net  income  in 
1985  of  $18  million  on  sales  of  $400 
million. 

—David  J.  Webster 
Oak  Ridge,  Term. 


Bewildering 

Sir:  For  years  I  have  been  confused  by 
the  spelling  of  various  deviations  of 
George  P.  Shultz'  surname  (Fact  and 
Comment,  Jan.  26):  (a)  George  P. 
Shultz,  Secretary  of  State;  (b)  Charles 
Schultz,  economist;  (c)  Charles 
Schulz,  "Peanuts"  cartoonist. 

Your  article  "Are  we  spending  too 
much  on  education?"  (Dec.  29,  1986) 
reminded  me  of  the  graduate  from  a 
prestigious  school  of  journalism  who 
wrote  to  his  father  that  his  next  goal 
was  to  win  the  Pullets  Surprise. 
— -John  C.  Stewart 
Sonoma,  Calif 


Good  qualities 

Sir:  Between  November  1964  and 
May  1975,  when  I  was  a  partner  with 
Marshall  Cogan  in  a  firm  that  evolved 
into  Shearson  Lehman/American  Ex- 
press, I  observed  characteristics  of  my 
former  associate  that  were  not  includ- 
ed in  your  Jan.  26  profile.  During  the 
23  years  I  have  known  Marshall  and 
his  family,  he  has  manifested  quali- 
ties of  personal  loyalty  and  sensitiv- 
ity. I  have  observed  Mr.  Cogan  act 
with  caring  generosity  toward  friends, 
employees  and  associates.  His  genu- 
ine interest  in  the  arts  is  considerable. 
— Arthur  Levitt  Jr. 
Chairman, 

American  Stock  Exchange 
New  York,  NY. 
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WEST  COAST 
EXECUTIVES  ARE 
DESTINED  FORTHE 
ROTTOM. 


LUFTTAUCHER! 


International  Rappelfing  Tours  for  Executives  and  Professionals. 

1-800-843-0709 

.     -     Rappellingdown  300  foot  rock  walls  high -in  the  Alps  can  give 
v     your  mind,  body,  and  career  a  valuable  emotional,  physical  and  spiritual  lift. 

Our  executive  tours  are  first-class  in  every  aspect.  From  international  resort  hotels  to 
|hly-^k:ilted  Alpine,  instructors,  everything  you  need  for  a  safe,  comfortable  trip  is  provided. 
r'No  previous  rappelling  experience  necessary.  No  strenuous  climbing  involved.  What  is 
;re.q: :  reel' js  mental  toughness  and  the  desire  to  accomplish  the  extraordinary.  Call  for  a 
I^Jv/free  brcx  •  ..'€• -detailing  our  exciting  June  20-28  tour  to  the  Bavarian  Alps. 


METROPOL  LT  AN  TOWER 


The  issue  is  not  affording  the  best.  The  issue  is  finding  the  best. 


Now  ready  to  welcome  you  to 
Metropolitan  Tower  in  the  finest  residen- 
tial staff  of  any  condominium  in  New  \ork. 
Every  member  has  been  carefully  chosen 
with  the  same  unswerving  focus  upon  quali- 
ty evident  throughout  the  entire  building. 
Vou  will  find  all  of  them  gracious,  helpful 
and  genuinely  concerned  with  making  your 
life  here  truly  satisfying. 

The  first  person  to  welcome  vou  to 
Metropolitan  Tim  er  will  be  John  Ackerman, 


make  certain 
thai  everything  about  your  new  home  meets 
your  expectations. 

Operations  superintendent.  Elmer 
Simon,  supervises  the  staff  of  maintenance 
men.  porters,  valet,  service  car  operators, 
doormen,  lobby  attendants  and  concierge. 

Our  24  hour  concierge  desk  is  headed 
by  attractive,  multi-lingual  ( !ynthia  Hsiung 
who  can  arrange  for  everything  from  put- 
ting fresh  flowers  in  your  apartment  to  leas- 


ing a  private  jet.  She  also  oversees  the  wine 
cellar,  chauffeurs  waiting  lounge  m  the 
garage,  and  our  communications  center. 

The  staff  of  our  private  dining  club  on 
the  33rd  floor  will  be  supervised  by  Lon 
Sulki  >\\  ski  ( >!  Taste  Alliance.  Here  a  fine  chef, 
wine  steward  and  staff  of  waiters  will  attend 
you.  And  our  fitness  club  will  be  managed 
with  equal  attention  to  your  needs. 

One.  two,  and  three  bedroom  apart- 
ments from  $328,000  to  $2,000,000. 


146  WEST  57  STREET,  NEW  YORK,  N.Y.  ON  SITE  SALES  OFFICE.  BY  APPOINTMENT  ONLY  (212)  432-5700. 
Builder/Developer:  Many  Macklowe.  Sponsor:  Carven  Associates.  Marketing  and  Sales  Consultant:  M.J.  Ravnes.  Inc.  Offering  by 
pi  i  ispectus  only.  This  offering  is  being  made  in  NA  State.  We  are  pleased  to  announce  that  this  offering  plan  has  been  declared  effective. 


S.  banks  discover  o 


Traditionally,  banks  have  a  reputation  for 
being  rather  conservative. 

Yet  several  of  the  most  respected  names 
in  the  financial  world  are  doing  what  was 
once  considered  rather  radical: 

Making  a  major  investment  in  Macintosh" 
personal  computers. 

Divisions  of  prestigious  banks  all  over 
the  country- such  as  Seafirst  Bank  in  Seattle- 


Mi  anced  spreadsheets  like  Microsoft  Excel  ( left)  can  help  you 
analyze  an\t\pe  of  financial  data.  Wile  specialized  databases  like  Real  Data 
.^ijiraml  Office  fright)  can  keeji  track  of  transactions. 

are  discovering  that  Macintosh  can  really  be  a 
money-making  machine. 

Because  it  can  do  jobs  that  used  to  cost 
banks  a  fortune.  like  printing  everything  from 
teller  handbooks  to  loan  committee  presenta- 
tions with  Apple5  Desktop  Publishing-at  a 
fraction  of  the  former  cost. 

Because  it  can  connect  so  easily  and 
inexpensively  with  their  IBM  mainframes  and 
other  personal  computers,  whether  they're  in 
the  same  office  or  across  the  state. 

Because  it  can  run  the  most  advanced 
business  software. 

And  because - 
for  any  organization 
that  requires  large  num- 
bers of  non- computer 
literate  people  to  use  a 
computer-Macintosh 
is  like,  well,  money  in 
the  bank 
Productivity  increases  from  ordinary 

4  J 

ial  computers  come  at  a  high  cost  in 
ling  and  support 


! 

LOAN  Al-PI.IC.\TION  | 

With  programs  like  ReadySetGo, 
you  can  professionally  desktop 
publisfj  whatever  documents  apply 
to  your  business— from  loan 
applications  to  newsletters. 


£   Macintosh  Plus 


way  to  make  money 


Macintosh,  on  the  other  hand,  increases 
productivity  while  substantially  reducing  train- 
ing costs  across  departments. 

Unlike  ordinary  computer  programs,  all 
Macintosh  programs  work  exactly  the  same 


With  communications  software  like  MacTerminaH  (left) 
and InBax  (right ).you  can  comme  with  eiwytlyingfrom  mainframes  to 
human  beings,  in  their  am  languages. 

way  with  pull-down  menus  and  point-and- 
click  simplicity  Once  you've  learned  one 
Macintosh  application,  youVe  learned  the  basics 
for  all  of  them.  So  instead  of  spending  their 
time  becoming-and  remaining-computer 
literate,  employees  can  concentrate  on  the  job 
they  were  hired  to  do. 

In  fact,  an  independent  study  of  one 
major  financial  institution  reported  an  abso- 
lute productivity  gain  of  24%  with  Macintosh. 

And  banks  aren't  the  only  businesses 
profiting  from  Macintosh.  It's  giving  people  in 
major  accounting  firms,  insurance  companies, 
the  aerospace  industry,  even  state  and  local 
government  the  power  to  be  their  best. 

Which,  after  all,  is  the  real  secret 


to  making  money 

The  power  to  beyour  best 


©  Copyright  1987,  Apple  Computer.  I nc  Ajiple  and  the  Apple  logo  are  registered  trademarks 
oj  Apple  Computer,  Inc.  Macintosh  arid  MacTerminal  are  trademarks  of  Affile  Computer. 
Inc.  IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation. 
Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  Real  Data  is  a  registered 
trademark  of  Real  Data.  I  nc  InBax  is  a  trademark  of  Tfmik  Technologies.  Inc.  Ready SetGo 
s  a  registered  trademark  of  Manhattan  Graphics,  inc. 


RARE  WOOD,  FRAGRANT  LEATHER, 
AN  INDOMITABLE  V-12  ENGINE 
AND  A  LEGENDARY 
HIGH  PERFORMANCE  HERITAGE. 

JAGUAR  XJ-S 


From  the  classically  beautiful 
SS  100  to  the  celebrated  XK 
Series  to  the  LeMans  conquer- 
ing D-Type,  memories  of  quick, 
spirited  Jaguars  endure.  In  the 
XJ-S  grand  touring  coupe,  this 
heritage  finds  new  expression. 

A  motorcar  of  considera- 
ble finesse,  the  S-type  grace- 
fully conquers  demanding 
curves.  A  fully  independent 
suspension  system  keeps  the 
automobile  confidently  in 
touch  with  irregular  road  sur- 
faces while  providing  a 
smooth,  supple  ride.  Power 
rack  and  pinion  steering 
affords  the  driver  precise 
control. 

Equipped  with  a  262 
horsepower  overhead  cam 
V-12  engine,  the  XJ-S  is  as  quick 
as  it  is  agile.  Advanced 
electronic  fuel  injection  and 
ultra-high  11.5:1  compression 
ratio  render  it  superbly  respon- 
sive. Yet  because  the  firing 
pulses  of  a  twelve-cylinder 
are  more  closely  spaced  than 
those  of  a  six  or  eight,  the 
XJ-S  accelerates  with  a  silent 
smoothness  that  belies  its  tre- 
mendous reserves  of  power. 


Within  the  S-type's  com- 
fortable passenger  cabin,  the 
driver  is  surrounded  by  fine 
walnut  and  supple,  aromatic 
leather  upholstery  and  trim. 
Automatic  climate  control 
maintains  cabin  temperature  at 
a  pre-selected  level.  Cruise 
control,  a  trip  computer,  a 
theft-resistant  80-watt  stereo 
sound  system  and  numerous 
other  features  entertain  and 
assist  the  S-type  driver. 

A  veteran  of  international 
racing  competition  and  mil- 
lions of  highway  miles,  the 
thoroughly  proven  S-type  is 
protected  by  a  three  year/ 
36,000  mile  warranty.  The 
XJ-S  is  waiting  for  you  at  your 
Jaguar  dealer.  See  him  today 
for  a  test  drive  and  full  details 
of  the  Jaguar  limited  warranty. 
For  the  name  of  the  Jaguar 
dealer  nearest  you,  dial 
1-800-4-JAGUAR. 

JAGUAR  CARS  INC.  LEONIA.  NJ  07605 

ENJOY  TOMORROW 
BUCKLE  UP  TODAY. 

JAGUAR  XJ-S  1 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


"WHAT  DOES  THE  U.S.  MAKE  THAT  A  SENSIBLE  EUROPEAN  WOULD  BUY?" 


That  question  stunned  me  recently  at  a  luncheon  in 
Munich  with  four  of  West  Germany's  most  successful 
business  leaders. 

I  had  asked  when  and  if  Germany  was  going  to  stimulate 


its  economy  and  thus  help  expand  American  exports  to 
whittle  our  horrendous  trade  imbalance. 

How  would  you  reply  to  that  zinger? 

In  replying,  resist  expletives  and  list  specifics. 


EVERY  TIME  THERE'S  A  GYRATION  OF  ANY  MOMENT 


in  the  Dow  Jones  average,  reporters  query  experts  and 
economic  pundits  query  themselves  for  reasons  Why. 

Whether  it's  a  high  Up  or  a  deep  Down,  immediately  after 
the  fact  and  the  numbers  come  the  words,  "Most  experts  say 
the  reason  is  .  .  .  "  or  "The  consensus  on  Wall  Street  is.  ..." 

Blah,  blah,  blah. 

But  there's  never  a  mention  that  on  the  Downer  there 
had  to  be  as  many  buyers  as  sellers.  On  the  Up  side,  as 
many  sellers  as  buyers.  In  short  (a  phrase  not  to  be  con- 
fused with  Shorts),  while  there  may  be  differences  in 


degree  of  conviction  about  whether  it  was  a  time  to  buy  or 
to  sell  securities,  there  are  seldom  very  large  or  long-lasting 
differences  in  numbers  between  those  who  think  it's  time 
to  get  out  of  the  stock  market  and  those  who  think  it's 
time  to  get  in. 

If  there  were  "agreement  on  The  Street,"  or  consensus  in 
the  marketplace,  the  Down  would  be  nearly  endless  or  the 
Up  nearly  topless. 

Consensus?  General  agreement? 

Non  sequiturous  nonsense. 


IN  THE  NAME  OF  THOSE  WHO  WILL  DIE  IN  AIR  COLLISIONS 


that  should  never  happen,  Washington  ought  to  tackle  the 
killing  problems  plaguing  our  murderously  overstretched 
air  traffic  control  system. 

Transportation  Secretary  Dole's  call  for  joint  scheduling 
by  airlines  should  be  carried  out  as  swiftly  as  antitrust 


waivers  can  be  arranged. 

But  she  should  also  decide  pronto  what  new  traffic 
control  equipment  and  additional  personnel  are  needed, 
and  tomorrow  or  the  day  after  implement  programs  to 
put  both  in  operation. 


JAPAN'S  LOCKED  INTO  ITS  HUGE  U.S.  HOLDINGS 


in  much  the  same  sense  that  major  U.S.  banks  are  locked 
into  their  largest  Third  World  borrower  countries. 

Japan  now  holds  an  estimated  $60  billion  in  U.S. 
notes  and  bonds,  and  these  loans  to  us  are  growing  so 
swiftly  that  it's  estimated  the  total  will  reach  $500 
billion  in  the  next  five  or  six  years. 

Any  holding  back — never  mind  pulling  back — by  Japan 
on  financing  the  U.S.  debt  would  wreak  havoc  on  the 
value  of  the  huge  chunk  of  it  that's  their  very  own. 

Our  situation  is  not  totally  unlike  that  of  Brazil  and 


Argentina.  Our  banks  keep  advising  these  immense 
debtors  to  consume  less  and  save  more.  So  far  the  only 
advice  we've  been  getting  from  two  of  our  major  credi- 
tors, Japan  and  Germany,  is  to  reduce  our  deficit  but  not 
our  trade  imbalance. 

Who  says  advocating  contradictory  policies  is  confined 
to  Washington? 

Considering  the  U.S.A. 's  debtor  position,  maybe  the 
definition  of  a  Third  World  nation  should  be  broadened 
or  otherwise  revised. 
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ONE  OF  THE  BEST  RESULTS  OF  THE 
DEMOCRATIC  SENATE  TAKEOVER 

is  that  Texas  Senator  Lloyd  Bcntscn  (right) 
is  now  chairman  of  the  Senate  Finance 
Committee. 

It's  enough  (at  least,  almost)  to  offset  the 
setback  of  having  Wisconsin's  Proxmire 
chairing  the  Senate  Banking  Committee. 


WHICH  ART  IS  MOST  RARE? 

One  often  reads  about  the  art  of  conversation — how  it's  dying  or  what's 
needed  to  make  it  flourish,  or  how  rare  good  conversers  are.  But  wouldn't 
you  agree  the  infinitely  more  valuable  rara  avis  is  a  good  listener? 


"WHAT  IS  THE  WORTH  OF  A 

By  Herman  Herst  Jr.,  reprinte 

"New  Netherlands,  in  the  West  Indies  .  .  ." 

That  is  how  the  description  read  in  the  auction  cata- 
log of  one  of  the  major  auction  firms  in  London.  Of- 
fered was  a  document,  signed  by  King  Charles  II  over 
three  centuries  ago,  ordering  a  Major  Andros  to  run 
down  the  Dutch  flag,  and  to  raise  the 
British  flag. 

I  happened  to  be  in  London  at  the 
time,  and  my  blood  pressure  went  up 
when  I  saw  it.  I  knew  something  that 
the  auction  house  describer  did  not 
know:  New  Netherlands  was  the 
name  by  which  New  York  State  was 
known.  (It  is  more  widely  known  that 
New  York  City  was  then  called  New 
Amsterdam.) 

In  the  West  Indies?  British  knowl- 
edge of  American  geography  at  that 
time  was  not  much  better  than  the 
knowledge  many  Americans  have  today  of  British 
geography.  What  I  seemed  to  be  looking  at  was  in 
effect  New  York  State's  birth  certificate — and  it 
seemed  mighty  cheap  at  the  estimate  of  £500,  about 
$700  at  the  time. 

At  the  sale  I  rode  the  lot  to  $3,500  and  gave  up. 
Other  bidders  had  a  bit  more  courage  than  I  did.  The 
document  finally  sold  for  about  $8,000,  no  doubt  with 
the  describer  blushing  considerably.  He  will  probably 
never  forget  that  New  Netherlands  was  New  York 
and  that  it  was  not  in  the  West  Indies. 

Recently  I  had  great  pleasure  in  visiting  New  York's 
t  known  museum,  the  Forbes  Magazine  Galleries.  I 
had  a  particular  reason  for  visiting  the  Galleries,  for  I  had 


7? 


J  Art, 


UNIQUE  HISTORIC  RARITY?" 

•d  from  the  magazine  Stamps 
heard  that  one  of  Forbes'  recent  acquisitions  was  a 
document  signed  by  King  Charles  II,  ordering  a  Major 
Andros  to  take  down  the  Dutch  flag  and  raise  the  British 
flag  in  a  far-off  place  in  the  West  Indies  known  as  New 
Netherlands.  I  found  the  document,  in  all  its  glory,  but 
without  any  explanation  of  how  it  had 
come  to  this  country,  or  of  the  battle  in 
the  auction  room  for  possession  of  it. 
Perhaps  one  reason  that  I  wanted  to  get 
another  glance  at  it  was  to  regret  my 
loss  of  courage  during  the  bidding  that 
occurred  when  it  came  up  for  sale. 

Of  course,  I  could  not  think  also 
of  the  price  that  Mr.  Forbes  had  paid 
for  the  document,  something  like 
$32,500.  We  have  no  way  of  know- 
ing how  many  hands  it  passed 
through  until  it  came  to  its  final 
resting  place.  But  the  incident  does 
point  out  something  that  philatelists  like  to  talk 
about,  and  that  is  value. 

The  original  describer  thought  it  was  worth  $700.  I 
thought  it  worth  $3,000.  Someone  else  thought  it 
worth  $8,000  .  .  .  and  Mr.  Forbes  thought  it  worth 
$32,500.  Now  what  is  it  really  worth?  And  in  the 
case  of  a  unique  historic  rarity  such  as  this,  how  does 
one  price  it  when  selling?  Does  one  base  his  price  on 
cost,  adding  a  fixed  percentage,  as  many  feel  should 
be  done?  Or  does  one  charge  for  it  what  he  really 
thinks  it  is  worth,  regardless  of  his  cost?  Or,  as  some 
might  suggest,  is  the  price  based  on  the  prospective 
buyer's  ability  to  pay?  A  stimulating  discussion 
might  be  had  on  this  subject. 
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ANALYSTS  HAVE  BEEN  INTERRING  THE  MOVIE  INDUSTRY 


almost  since  its  birth.  The  funeral  choir  was  enormous 
after  TV  took  wing,  and  swelled  again  as  tapes  and  tape 
players  swept  the  world  aerials.  Ditto  when  cable  snaked 
through  the  streets  and  bounced  around  the  world  from 
satellites.  Yet  last  year  movie  box  office  revenue  was 
among  the  greatest  ever. 


Only  bad  movies  can  kill  the  movie  business. 

Great  movies  will  always  pack  'em  in. 

But  determining,  before  they're  made,  which  will  be 
which  is  an  art  no  one  has  yet  had  the  genius  to 
determine. 

So  long  as  the  world  turns,  though,  so  will  movie  reels. 


MOVIES 


Blue  Velvet — On  dozens  of  Top  Ten  lists,  with  good 
reasons.  The  vicissitudes  of  teenage  love  and  sex  geometri- 
cally compounded  by  murderous  horror,  leavened  but  not 
lessened  by  some  humor.  Incidentally,  Ingrid  Bergman's 
reincarnated  in  her  daughter.  The  Color  of  Money — 
Paul  Newman's  The  Hustler  again,  25  years  after  his  first 
hit  at  the  pool  table.  As  an  actor  he's  still  the  champ,  only 
greater  than  ever.  Here  he  proteges  Tom  Cruise  into  the 


hustler  Paul  once  was.  Their  chemistry  is  superb,  and  the 
movie's  super.  (  Platoon — A  movie  so  related  to  reality, 
it  blows  all  other  war  films  right  out  of  the  picture.  It's  the 
essence  of  what  Ramboism  is  an  attempt  to  escape  from. 

Radio  Days — Woody  Allen  is,  simply,  a  genius.  A  pure 
genius.  And  this  is  a  prime  example  of  that  genius  at 
zenith.  Not  to  see  it  is  to  deprive  yourself  of  one  of  the 
warming  rewards  for  being  alive. 


OUT  OF  THE  MOUTHS  OF  BABES 


come  some  very  funny  remarks.  Here  are  a  few  answers  to 
school  religious  examinations — compiled  by  British  come- 
dian Derek  Nimmo. 

Noah's  wife  was  called  Joan  of  Ark. 

The  Fifth  Commandment  is:  Humor  thy  father  and 
mother. 

Holy  acrimony  is  another  name  for  marriage. 

THOSE  WHO  CONFUSE  DIGNITY 

with  stuffiness,  should  be. 


Lot's  wife  was  a  pillar  of  salt  by  day  .  .  .  but  a  ball  of  fire 
by  night. 
The  Pope  lives  in  a  vacuum. 

Christians  can  have  only  one  wife.  This  is  called 
monotony. 

The  First  Commandment  was  when  Eve  told  Adam  to 
eat  the  apple. 

WE'RE  USUALLY  MOST  CERTAIN 

on  matters  we  know  least  about. 


BOOKS 


Hodgepodge,  A  Commonplace 
Book — by  J.  Bryan  III  (Atheneum, 
$19.95).  During  the  six  decades  fol- 
lowing his  graduation  from  Princeton 
in  1927,  J.  Bryan  III  has  gathered  a 
fascinating,  far-ranging  collection  of 
some  of  the  most  quotable  quotes 
imaginable.  In  this  rich  plum  pudding 
of  a  volume,  you  will  find  endless  entertainment  and 
enlightenment.  A  great  bedside  companion  in  lieu  of  the 
two-legged  variety. 

Excerpts:  In  the  Solomon  Islands,  the  pidgin  English  for 
piano  is  bokkis  yupala  hittim  i  tok — "box-you-hit-him-he 
talks." .  .  .  Roger  B.  Taney,  chief  justice  of  the  Supreme 
Court  from  1836  to  1864,  never  attended  law  school.  .  .  . 
In  mourning  for  Queen  Anne's  death  in  1714,  judges  first 
donned  the  black  robes  they  have  worn  ever  since.  .  .  .  The 
complete  text  of  the  Bible  contains  773,692  words,  which 
themselves  contain  3,566,480  letters.  .  .  .  British  spiders 
eat  yearly  a  weight  of  insects  equal  to  that  of  the  human 
population  of  Great  Britain.  .  .  .  I  say  as  Epicurus  said, 
that  a  man  should  not  so  much  consider  what  he  eateth  as 
with  whom  he  eateth."  — Montaigne,  Essays.  .  .  .  A  con- 
vention in  equestrian  statuary  requires  the  horse  to  be 


standing  on  all  four  feet  if  the  rider  is  a  national  hero-,  on 
three  feet,  if  the  rider  died  from  wounds  received  in 
battle;  on  two  feet,  if  he  was  killed  in  battle.  .  .  . 

Kansas  City — (Hallmark  Cards,  $20,  available  in  Kansas 
City  bookstores).  To  a  surprising  degree,  we  reflect  a  lot  of 
where  we  live.  A  place  unobtrusively  permeates  personal- 
ities. Nobody's  impervious  to  where  he  has  his  being.  This 
depiction  of  Kansas  City,  including  the  many  pictures  that 
are  not  that  good,  certainly  does  convey  what  it's  like  to  be 
part  of  this  famed  Missouri  community. 


"General  Order  No.  1 1,  issued  by  Brig.  Gen.  Thomas  Ewingon  Aug.  25,  1863, 
in  Kansas  City,  drove  20,000  Missourians  from  their  homes  and  inspired  this 
angry  painting  by  George  Caleb  Bingham,  a  resident  at  the  time." 
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It  took  the  company  that 
invented  the  copier... 


Xerox  introduces  the 
1065  Marathon  copier. 

Since  Xerox  invented  the  original 
copier  nearly  30  years  ago,  everyone's 
been  trying  to  copy  us.  But  now, 
we've  literally  redesigned  the  copier 
from  the  inside  out,  for  the  most 
spectacular  copies  you've  ever  seen. 

Each  copy  a  masterpiece. 

Everyone  tries  to  make  copies  that 
od  as  the  original.  But  how 


COPY  QUALITY  COMPARISON 


about  copies  that  look  better  than  your 
originals?  The  1065  Marathon  pro- 
duces the  cleanest,  sharpest  copies 
ever.  And  our 
breakthrough 
microprocessor 
technology 
keeps  them 


^  SERVICE 
TYPICAL  COMPETITIVE  COPIER  WITH  SERVICE 


looking  that  way,  month  after  month, 
with  little  or  no  professional  adjustment 

Genius  doesn't  have  to  be 
temperamental.  Now,  frequent 


PAPER  PATH 


paper  jams  are  but  a  distant  memory. 
Because  the  1065  Marathon  has  the 
shortest,  straight- 
est  paper  path  in  its 
class.  That  means 
instead  of  wasting 
your  genius  clearing 
paper  jams,  you 
can  use  ours  to 
make  copies. 


A  revolution  in  productivity. 

Most  competitive  copiers  lose 


XEROX 


to  reinvent  the  copier"  L 
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Xerox  1065  Marathon— 1987. 


ip  to  85%  of  their  speed  when  they 
:opy  two-sided  originals.  But  the  1065 
naintains  its  speed  no  matter  what 
dnd  of  jobyoure  performing.  And 
)ur  unique  copy  module  cuts  down 
servicing 
ime  by  up  to 
50%.  So  you 
:an  be  as 
prolific  as 
/our  genius 
allows. 


Team  Xerox 


A  new  age  in  copying.  The 

1065  Marathon  is  the  most  intelligent 
copier  in  its  class.  That  makes  it  as 
simple  to  use  as  pushing  a  button. 
But,  if  you  do  have 
any  questions,  you 
can  count  on  the 
expertise  and  support  of  Team  Xerox. 

To  find  out  more  about  the  newest 
generation  in  copying,  call  the  only 
company  that  could  have  created  it. 
l-800-TEAM-XRX,ext.  168B. 


Xerox  brings  out  the  genius  in  you. 

|  I'd  like  to  learn  more  about  the  new  Xerox  1065 
.  Marathon  copier. 

|  □  Please  send  me  more  information  . 

□  Please  have  a  sales  representative  contact  me. 

Send  this  coupon  to: 
1  Xerox  Corporation.  RO.  Box  24.  Rochester.  NY  14692 


Company 


Address 


;  If  you  can't  wait,  call 

1-800-TEAM-XRX,  EXT.  168B 

|  MB  (l-S00-832-6979.ext.l68B).    152-3/9-87  | 

XEROX*  1065  and  914  are  trademarks  of  XEROX  CORPORATION 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


It's  Just  Not  Cricket! 

A  raspberry  to  the  U.S.  Customs 
Service,  for  seizing  two  antique  Brit- 
ish telephone  booths.  The  colorful  red 
cast-iron  and  glass  boxes  are  being 
sold  as  novelty  antiques  by  a  British 
firm.  Customs  agents  insist  that  the 
1,500-pound  booths  should  be  classi- 
fied as  fabricated  steel  and  they've 
demanded  that  the  British  govern- 
ment issue  a  certificate  that  counts 
the  booths  against  the  steel  import 
quotas.  The  British  had  better  watch 
out.  The  Customs  Service  might  be- 
gin quarantining  British  citizens  un- 
der the  steel  quotas  for  maintaining  a 
stiff  upper  lip. 

— CSE  Reports,  by  Citizens  for 
a  Sound  Economy  Foundation 

Top  Creditor 

Japan  has  become  the  world's  lead- 
ing creditor  nation.  [In  1985)  Japan's 
net  capital  outflow — when  the 
amount  of  money  leaving  Japan  is 
greater  than  the  money  coming  in — 
was  $64.5  billion.  That  figure  had  al- 
ready exceeded  $48  billion  in  the  first 
half  of  1986  alone.  These  large  sums 
have  established  Japan  as  the  world's 
leading  exporter  of  money  and  raised 
questions  about  how  and  where  it 
would  invest  this  money.  Japanese 
banks  have  been  reluctant  to  lend 
money  to  high-risk  debtor  nations.  .  .  . 

Under  strong  pressure  to  increase 
its  aid  to  developing  nations,  Japan  is 
contributing  $2  billion  in  loans  and 


grants  over  three  years  to  the  World 
Bank.  The  plan  calls  for  the  Interna- 
tional Bank  for  Resources  Develop- 
ment, an  arm  of  the  World  Bank  that 
lends  money  with  no  strings  attached, 
to  receive  $1.87  billion  over  a  three- 
year  period  beginning  in  July  1987. 
The  World  Bank  will  use  this  money 
to  increase  its  lending  to  developing 
countries  and  to  help  keep  its  interest 
rates  relatively  low.  In  the  past,  Japan 
has  been  criticized  for  using  its  over- 
seas aid  as  a  way  to  increase  commer- 
cial opportunities  for  its  companies. 
— Susan  Chira,  New  York  Times 

First  In,  Last  Out 

In  Scottish  law,  the  second-born  of 
twins  is  considered  the  senior,  and  if 
they  are  males,  and  a  title  is  at  stake, 
he  is  its  inheritor,  as  he  is  believed  to 
have  been  the  first  conceived. 

— Hodgepodge,  by  J.  Bryan  III 

Failed  Solution 

The  idea  of  a  tariff  seems  to  have 
developed  a  certain  appeal  among 
some  of  the  Democrats  running  Con- 
gress. .  .  .  The  idea  that  a  tariff  creates 
jobs  is  simply  wrong.  It  raises  prices 
and  speeds  up  inflation.  The  way  to 
balance  trade  is  to  get  American  ex- 
ports up.  That  is  the  route  to  rising 
employment  and  living  standards.  But 
Americans  cannot  expect  to  raise 
their  exports  to  other  countries  if  they 
begin  by  raising  barriers  to  their  own 


markets.  The  trade  deficit  is  the  result 
of  the  Reagan  Administration's  failed 
economic  strategy.  It  would  be  a  great 
public  misfortune  if  the  Democrats, 
searching  for  an  answer  to  it,  should 
seize  an  idea  as  thoroughly  discredit- 
ed as  a  tariff. 

— Washington  Post  editorial 

Pow! 

If  the  film  Nobody's  Fool  doesn't  get 
on  your  nerves,  you  don't  have  any. 

— Richard  Corliss,  Time 


Democratical  States  must 
always  feel  before  they 
can  see; — it  is  this 
that  makes  their  govern- 
ments slow,  but  the  people 
will  be  right  at  last. 

— George  Washington 


Like  Watching  Grass 

"If  you  think  cricket  is  a  boring 
sport,  you  should  see  the  America's 
Cup  races,"  said  Barbara  J.  Goldflam, 
a  Perth  schoolteacher.  "Even  if  you 
go  out  on  a  boat,  you  can't  tell  who's 
ahead  until  the  very  end.  You  just 
get  seasick." 

— New  York  Times 

Don't  Fence  Us  In 

I  worry  about  the  idea  that  we're 
going  to  let  the  terrorist  movements 
frighten  us  to  the  point  where  we  re- 
treat. And  I  think  of  the  Spartans,  who 
never  built  a  wall  around  their  city. 
Their  men  were  their  wall.  When  you 
start  building  walls,  you  keep  people 
out  but  you  also  keep  yourself  in.  If 
we  build  a  fence,  if  we  build  a  cage, 
we'll  be  the  ones  inside  it. 
— Senator  Daniel  Patrick  Moynihan 
(D-N.Y.),  in  American  Heritage 

Gimme  a  Match 

The  tough  old  broad  sitting  behind 
me  is  wearing  a  wig  she  hasn't 
combed  out  since  her  saint's  day 
and,  against  her  daughter-in-law's 
wishes,  she's  chain-smoking  like  the 
Triangle  fire. 

Mom:  "I  don't  care  what  you  read.  I 
know  how  I  feel.  I  don't  have  to  stop 
smoking  'til  I  don't  feel  good.  When  I 
don't  feel  good,  then  I'll  stop." 

DIL:  "But  ma,  you  keep  telling  me 
you  got  pains.  If  you  got  pain,  stop." 

Mom:  "Stupid.  I  get  pains  because  I 
got  bad  circulation.  Gimme  a  match." 

— Hal  Rubenstein,  Details 
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In  the  next  ten  years,  the  population  of  the  nine-state  BellSouth  region  will 
increase  by  more  than  6.5  million;  population  will  grow  44%  faster  than  the 
national  rate,  so  that  by  the  year  2000,  more  than  56  million  people  will  be 
living  in  the  Southeast. 

More  people  mean  more  new  homes  and  more  new  jobs:  over  41/2 
million  new  housing  starts  and  more  than  4  million  new  jobs.  In  fact,  the 
region's  employment  figure  will  grow  at  a  rate  30%  faster  than  the  national 
rate.  Real  personal  income  will  rise  by  3.0%  per  year  as  compared  with 
2.8%  for  the  nation. 

Clearly  the  Southeast  is  the  place  for  business  to  grow,  too.  And  BellSouth 
is  prepared  for  just  that,  with  new  technologies  and  forward-looking  busi- 
ness strategies  that  will  provide  new  state-of-the-art  products  and  services  in 
a  growing  marketplace. 

The  BellSouth  management  team  is  committed  togrowth.  Plans  for  future 
growth  include  selective  acquisitions  that  will  involve  BellSouth  in  new  business 
opportunities,  with  new  customers  and  even  greater  growth  potential. 

One  fact  is  certain:  As  the  Southeast  grows  and  prospers,  so  will  BellSouth. 


The  BellSouth  family  of  companies  provides  tele- 
communications, information  systems  and  publishing 
services  through  South  Central  Bell,  Southern  Bell, 
BellSouth  Services  and  BellSouth  Enterprises 


BELLSOUTH 


lb  learn  more  about  BellSouth,  contact  your  broker  or  write:  L.E. 
Spradlin,  Director  of  Investor  Relations,  BellSouth  Corporation,  675  West 
Peachtree  Street,  N.E.,  Atlanta,  Georgia  30375, 404-420-8136. 


iE'1986  BellSouth  Corporation 


V  Vestinghouse? 

What  a  bright  way 
to  finance  residential 


developments! 


Westinghouse  is  no  longer  making  washing 
machines,  but  we're  certainly  turning  out 
some  sparkling  financial  packages  for  devel- 
opers of  residential  real  estate. 

Westinghouse  Credit  has  become  a  ma- 
jor innovator  in  financing  land  acquisition, 
development  and  construction  of  master 
residential  projects. 

Whether  you're  planning  detached 
housing  or  condominiums,  small  develop- 
ments or  entire  communities,  our  real 
estate  specialists  can  respond  quickly  to 
create  the  right  package  for  you. 


Find  out  for  yourself  why  we're  one  of 
America's  fastest  growing  resources  for 
business  capital.  A  lender  with  so  many 
satisfied  customers  that  over  $2  billion  of 
our  financing  last  year  was  repeat  business. 

For  your  copy  of  the  Westinghouse 
Credit  Guide  to  Creative  Financing,  write 
to  Betty  Adler  at  Westinghouse  Credit, 
One  Oxford  Centre,  Pittsburgh,  PA  15219. 

We'd  like  nothing  better  than  to  spin  out 
some  bright,  fresh  financial  thinking  for  you. 


Westinghouse  Credit 

Westinghouse  Credit  Corporation:  Commercial  and  Residential  Real  Estate  Financing 
Corporate  Financing/Leveraged  Buyout  Financing/Asset-Based  Lending/Leasing/Fixed  Asset  Financing 

You  can  be  sure. .  .if  it's  Westinghouse  (w) 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


MAJOR  PROBLEM  WITH  THE  AMERICAN  ECONOMY:  HYPOCHONDRIA 


Each  day  certain  economists  and  others  warn  us  that  the 
American  economy  is  in  serious  trouble.  These  hypochon- 
driacs would  have  us  believe  that  manufacturing  is  dead, 
that  new  jobs  are  all  at  the  minimum  wage,  that  we  are  on  a 
spending  binge,  that  we  are  too  much  in  debt,  and  that  Japan 
and  the  rest  of  the  world  will  soon  own  all  our  assets.  This 
caterwauling  would  be  amusing  except  that  so  many  of  our 
politicos  and  supposed  thought-leaders  take  this  stuff  seri- 
ously. They  are  ready  to  raise  taxes,  erect  trade  barriers, 
debase  the  dollar  and  increase  government  intervention  in 
the  economy,  all  to  cure  largely  nonexistent  ills. 

Manufacturing.  We  are  getting  stronger,  not  weaker.  In 
response  to  ferocious  competition, 
American  goods  makers  have  reacted 
admirably.  Since  1982  manufacturing 
productivity  has  gone  up  at  a  4.3% 
annual  pace,  a  surge  almost  unprece- 
dented in  peacetime  America;  output 
has  jumped  by  almost  one-third;  and  payrolls  have  gone 
up,  not  down.  As  a  proportion  of  our  economy,  manufac- 
turing output  today  is  above  the  post-WWII  average. 

Trade.  We  have  a  big  merchandise  trade  deficit.  Why  is 
that  a  sign  of  decline?  Why  is  a  surplus  considered  a 
symbol  of  strength?  The  U.S.  ran  a  trade  shortfall  for  the 
first  one  hundred  years  of  its  existence;  we  became  the 
greatest  industrial  nation  in  the  world.  Japan  ran  big  defi- 
cits in  the  1950s  and  1960s.  Was  that  decay?  Mexico  runs  a 
trade  surplus.  Do  we  want  to  swap  our  economy  for  theirs? 

Our  imports  as  a  percentage  of  GNP  are  no  higher  today 
than  they  were  six  years  ago.  During  that  time,  however, 
we  grew  while  most  of  the  rest  of  the  world  stagnated.  We 
could  cure  the  trade  deficit  by  going  into  a  recession  and 
getting  European-like  rates  of  unemployment.  Would  that 
be  a  sign  of  economic  virility?  Our  exports  have  done  well 
in  recent  years,  considering  the  collapse  of  Latin  America 
(a  big  market  for  us)  and  the  volatility  of  the  dollar.  If  the 
rest  of  the  world  would  grow,  our  merchandise  trade 
deficit  would  shrink  just  as  it  has  always  done  before  when 
the  global  economy  was  buoyant. 

Jobs.  Many  politicos  claim  most  new  jobs  are  low-pay, 
dead-enders,  "Mcjobs."  The  facts  from  the  Bureau  of  Labor 


A  LOW-WAGE  EXPLOSION 

The  Grim  Truth  About 
the  Job 'Miracle' 

New  York  Times 


Statistics  show  just  the  opposite.  Only  one  new  job  in  ten 
qualifies  as  a  "Mcjob."  One-third,  in  fact,  are  in  the  mana- 
gerial, professional  category. 

Budget.  In  the  last  decade,  the  average  budget  deficit  in 
this  country  (combining  federal,  state  and  local  finances) 
has  been  far  lower  than  that  of  Japan  and  not  much  worse 
than  that  of  Germany  or  Britain.  About  $100  billion  of 
Uncle  Sam's  spending  goes  for  capital  items  that  can  be 
legitimately  financed  by  debt.  The  budget  shortfall,  more- 
over, is  shrinking. 

Debtor  nation.  In  recent  years,  foreigners  have  been 
investing  more  money  in  this  country  than  we  have  in- 
vested abroad.  That  means  we  are  a 
"debtor  nation,"  which  some  observers 
seem  to  equate  with  being  an  economic 
equivalent  of  AIDS  or  herpes.  That  for- 
eigners put  their  money  here  is  a  sign 
of  confidence;  you  don't  put  your  mon- 
ey in  areas  where  you  think  you'll  lose  it.  We  could  shed 
our  status  as  a  debtor  nation  by  adopting  policies  that  lose 
the  confidence  of  the  rest  of  the  world  and  by  forcing  our 
banks  to  resume  sending  out  $100  billion-plus  a  year  in 
dubious  loans  to  Third  World  nations. 

Borrowing.  Are  we  too  deeply  in  debt?  The  proportion 
of  our  federal  deficit  that  is  being  financed  by  overseas 
money  is  less  today  than  it  was  seven  years  ago.  Our 
national  debt  as  a  percentage  of  the  GNP  is  smaller  than 
that  of  Japan  and  Germany.  The  debt-to-equity  ratio  of 
corporate  America,  taking  market  values,  is  better  today 
than  it  was  during  the  1970s. 

If  the  dollar  rises — it's  a  crisis.  If  the  dollar  falls — crisis. 
If  the  stock  market  goes  down — that's  trouble.  If  it  goes  up, 
it's  1929  all  over  again. 

Foreign  observers  haven't  been  much  better  than  our 
own.  To  hear  their  carping,  you  would  never  know  that  if 
it  hadn't  been  for  the  stimulus  of  the  U.S.  economy, 
Europe  would  still  be  in  a  deep  recession  and  Japan  would 
have  had  only  a  fraction  of  its  growth  in  recent  years. 

We  certainly  have  problems,  and  certain  industries  have 
them  more  than  others.  But  the  hysteria  about  the  overall 
state  of  the  American  economy  is  unhealthy.  And  wrong. 
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The  difference  between  dressed,  and  well  dressed. 


Shoes  Briefcases  Small  Leather  Goods  Belts 

Bullocks,  Los  Angeles;  Field  Bros.,  New  York;  Rutlands,  Orlando,  Florida; 

Saks  Fifth  Avenue;  Spectors,  Albany,  New  York 

Available  at  Selected  Stores 
For  free  brochure  write:  Ernie,  One  Bally  Place,  New  Rochelle,  New  York,  10801. 


What's  Ahead  for  Business 


Don't  believe 
anyone's  budget-cut 
numbers 


Creative  accounting 
with  the 
trust  funds 


Budget  busting 
busts  out 
all  over 


Edited  by  Howard  Banks 


IT'S  SLEIGHT  OF  HAND  TIME— AGAIN 

So  A  budget  deficit  of  $173.2  billion  is  forecast  by  the  Administra- 
tion for  fiscal  1987  (ending  Sept.  30).  That  would  be  $47.5  billion  less 
than  the  awful  $220.7  billion  record  budget  deficit  in  fiscal  1986. 

Sounds  good?  Like  hell.  Just  a  few  months  ago  the  Administration  was 
estimating  that  the  FY87  deficit  would  be  $143.7  billion. 

Even  the  new  higher  deficit  figure  for  FY87  will  probably  prove  too 
optimistic  as  spending  continues  to  rise  faster  than  projected  on 
agriculture  and  defense. 

Looking  forward  to  FY88,  when  the  Administration  forecasts  a  deficit 
of  $108  billion,  Congress  will  likely  reject  White  House  proposals  to 
cut  spending  by  nearly  $19  billion.  And  Administration  plans  to  raise 
over  $22  billion  depend  largely  on  asset  sales  that  will  raise  only  cents 
on  the  dollar. 

Doubters  abound.  Prudential-Bache  budget  analyst  Peter  Davis,  for 
one,  predicts  a  deficit  of  $200  billion  in  FY8?  and  no  better  than  around 
$170  billion  in  FY88,  assuming  the  economy  keeps  ambling  along. 

Achieving  these  figures  requires  sleight  of  hand — including  as  a 
credit  the  cash  that  will  go  unspent,  $50  billion  in  FY87,  from  receipts 
by  the  so-called  trust  funds,  for  items  like  highways  and  airports. 

Even  more  important  is  Social  Security,  an  off-budget  item  that  is 
counted  against  federal  spending  when  it  comes  to  deficit  calculations. 
This  has  a  projected  $19.5  billion  surplus  in  FY87,  $39.7  billion  in 
FY88  and  rising  to  a  multitrillion-dollar  peak  in  the  year  2030. 

The  Social  Security  surplus  will  be  needed  as  postwar  baby  bulgees 
retire.  Never  mind.  Right  now  it  helps  paper  over  the  chronic  deficit. 

Some  politicians,  like  supply-sider  Jack  Kemp,  will  resist.  Kemp  wants 
to  cut  the  planned  increase  in  this  payroll  tax  (from  today's  11.4%  to 
12.4%  in  1990,  shared  by  employer  and  employee),  but  other  pols 
inevitably  see  it  as  a  means  to  keep  on  spending  to  buy  votes. 

There's  even  serious  talk  in  Congress  of  bending  Gramm-Rudman- 
Hollings  guidelines  by  raising  the  $108  billion  deficit  maximum  pre- 
scribed for  FY88  to  nearer  $150  billion. 

Budget  busting  is  increasingly  the  order  of  the  day.  Take  the  $20  billion 
water  bill,  which  included  $8  billion  local  logrolling. 

The  Administration  itself  is  not  immune.  While  it  vetoed  water,  and 
was  overridden,  it  has  taken  up  the  baton  on  health  care  .  .  .  and 
understated  the  cost.  The  latest  actuarial  data  suggest  catastrophic 
care  for  the  elderly  will  cost  $6.90  a  month  a  head,  not  the  stated  $4.92, 
even  before  Congress  extends  it  to  cover  more  voters  and  more  items. 

What's  in  prospect,  then,  is  using  any  device,  including  trust  fund 
reserves — which  absent  Congress'  passing  specific  legislation  may  not 
legally  be  spent  on  anything  else — to  disguise  the  fact  that,  far  from 
cutting  today's  chronic  $200  billion  budget  deficits,  decisions  are  in  train 
that  could  threaten  the  U.S.  with  $300  billion  deficits  in  the  1990s. 
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The  Forbes  Index 


i  r 


72 


73 


74 


75 


i  r 

76  77 


78 


i  r 

79 


'80 


'81 


I  I 
'82      '83  '84 


'85 


'86 


'87 


I  I  I  I  I  I  I  I  I  I  I  I  I 
J    F  M  A  M    J  JASONDJ 

•preliminary  trevised 


A  better  outlook  for  smokestacks.  The  Forbes  Index  in- 
creased 0.9%  during  the  latest  reporting  period,  thanks,  in 
large  part,  to  a  1.3%  jump  in  the  ratio  of  manufacturers' 
new  orders  for  durable  goods  (for  the  three  months  ending 
in  December)  to  inventories  (in  December).  From  Novem- 
ber to  December  new  orders  went  up  0.9%,  while  inven- 
tories dropped  0.9% .  It  was  the  second  consecutive  month 


new  orders  outpaced  inventories.  Meaning:  Manufactur- 
ing should  pick  up  steam  in  the  months  ahead. 

Consumer  borrowing,  meanwhile,  seems  to  have  lev- 
eled off.  During  November  consumer  installment  debt 
remained  virtually  unchanged  at  $595  billion.  But  con- 
sumer spending  should  remain  strong,  owing  to  an  in- 
crease in  household  wealth  from  corporate  stock  holdings. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
pi  ices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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OYOTA  CAMRY 


PERFECTLY  STUNNING  | 

Form  follows  function  at  a  rapid  pace. 
Smart  and  stylish,  Camry's  fluid  lines 
are  the  result  of  wind-tunnel  engi- 
neering, functional  as  well  as 
contemporary. 


PERFECTLY  COMFORTABLE 

Camry  LE  seats  five  adults  in  deeply 
cushioned  velour  comfort.  Driver's  seat  is 
7-way  adjustable  for  tailored  fit.  Plenty  of 
room  for  luggage,  too— 15.4  cu.  ft.  trunk. 


NEW  CAMRY 

AMERICAS  MOST  TROUBLE- 
FREE  CAR  MOVES  CLOSER 
TO  PERFECTION, 


The  all-new  Toyota  Camry  is  here.  And  perfection  is  within 
your  reach. 

Camry  has  established  its  reputation  as  the  most  trouble-free 
new  car  sold  in  the  U.S.*  And  the  1987  Camry  is  even  more 
impressive. 

An  efficient,  new  16-valve  engine  provides  more  responsive 
'  performance,  improved  acceleration  and  effortless  highway 
cruising.  A  refined  suspension  makes  the  Camry's  ride  quiet  and 
more  comfortable.  This  front-wheel  drive  Camry  is  designed  for 
total  customer  satisfaction  and  built  to  achieve  it.  So  is  the  all- 
new  Camry  Wagon . . .  even  more  of  a  good  thing. 
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IBM  presents  mid-range 
computers  that  offer  a  difference 
Choice. 

In  the  IBM  System/3X 
family  and  the  new  IBM  9370 
Information  System  youH 
find  an  array  of  solutions 
that  allow  you  to  choose 
a  total  system  to  fit  your 
husiness.  Rather  than 
tailoring  your  business  to  fit 
a  computer  system 

Wh, 


Here. 


fit  in? 


ere  do  these  systems 


Mainframe  Territory 

If  you've  already  invested  in  IBM  mainframe  technology, 
the  new  9370  Information  System  is  a  great  way  to  enhance 
that  investment 

The  9370s  put  IBM's  powerful  370  mainframe  archi- 
tecture into  a  small,  affordable  package.  Because  they  share  a 
common  architecture  and  offer  a  choice  of  four 
operating  systems,  9370s  allow  you  to 
choose  from  virtually  all  of  the 
thousands  of  application  programs 
available  for  IBM  mainframes.  Yet 
because  they  don't  have  to  live  in 
computer  rooms,  9370s  can  run  these 
programs  from  wherever  you  need  them 
to  be. 

Because  of  the  familiar  architecture, 
personnel  trained  in  IBM  mainframe  use 
will  be  at  home  with  9370s.  With  new  pre- 
packaged software,  novices  will  soon  feel  at 
home  as  well.  And  9370s  will  likewise  be  at 
home  in  many  roles:  as  host  systems,  departmental  systems  or 
remote  extensions  of  existing  mainframes. 

As  your  needs  grow,  9370s  can  grow  with  them — with 
larger  processors  and  more  storage  that's  affordable  and  easy 


System/3  X 


Here. 


to  install.  Giving  you  a  five-fold  power  range  in  the  9370  lj 
and  a  hundred-fold  span  of  computing  power  within  the 
370  family  from  the  entry-level  9370  to  IBM's  biggest 
mainframe. 

Rugged  Individualism 

Where  you  need  a  standalone  combination  c 
power  and  simplicity — in  departments,  in  dealers! 
in  distributorships  or  in  small  businesses— the  IBIV 
System/3X  family  fits  right  in. 

System/36  is  IBM's  simplest  and  least  expensi 
entry  point  into  mid-range 

computing.  In  addition  to  I  I  ^-v-^w-k 

being  IBM's  most  user-friendly         I  J_v^X  V> 
mid- range  system, 
System /36  also  offers 
a  broad  spectrum  of  appli- 
cation software  from  specific 
industry  solutions  to  office 
applications  that 
suit  any  business. 

For  growth,  the 
System/38  provides 
a  built-in  relational 
data  base  (allowing 
you  access  to  data  on 
your  own  terms)  as 
well  as  a  toolbox  of 
programming  aids 

to  help  you,  in  a  remarkably  short  time,  custom-design 
applications  that  fit  the  job  at  hand. 

The  System/3X  family  members  function  equallv  wel 


lie  mid-range 
i  where  you  need 
lost: 


Here. 


le  largest  computers  in 
isiness  or  as  depart- 
ltal  computers  in  large 
lpanies.  And  to  provide 

widi  the  communi- 
ons and  growth  options 
r  business  needs,  die 
[em/3X  family  was 
pndy  enhanced  to  pro- 
1  even  smoother  peer- 
)eer  communications, 
iter  host  and  PC  con- 
tivity,  and  stronger  networking 
1  IBM  370  mainframes  and  PCs. 
And  if  you  need  more  power, 

can  expand  the  System/36  and  System/38  independent- 
>r  you  can  link  them  in  a  network  where  diey  can  share 
►rmation  and  resources. 

e  System  of  Choice 

One  choice  you  won't  have  to  make  widi  IBM  is  where 
ind  advanced  technology,  abundant  connectivity  options 
I  numerous  business  solutions. 

Because  they're  in  all  our  mid-range  computers,  across 
board. 

Both  the  9370  and  System/3X  families  use  IBM's  one- 
lion-bit  memory  chips  and  denser  logic  to  achieve 
ir  high  power  and  speed.  And  two  new 
?ct-access  storage  devices  give 
9370  and 


System/3 X  increased  capacity  with  unusual  economy. 

All  this  technology  is  fascinating  in  its  own  right. 
But  it  just  gives  you  more  in  terms  of  real  mid-range 
computing  options:  growtii  upward  to  mainframes,  high- 
ways between  mainlrarnes  and  PCs  or  other  work- 
stations— or  flexible  connections  widi  networks  and 
enhancements  eidier  Irom  IBM  or  other  manufacturers. 

And  integrated  office 
solutions  to  meet  your  needs 
are  available  on  both  systems. 


Here. 


Where  You  Work 

Perhaps  die  best  lit  of  all  is  the  way 
IBM's  mid-range  computers  lit  into 
your  working  environment.  The  9370s 
are  very  neighborly.  Widi  set-up  times 
ol  under  live  hours  and  rack-mounted 
components  that  can  be  installed  like 
stereo  equipment  System/3X  lamily 
members  are  simple  to  operate  and  fit 
in  easily,  too. 

All  are  extremely  quiet,  need  no 
special  air  conditioning  and  operate 
on  standard  110  or  220  VAC  wall 
current. 

A  Fitting  Conclusion 

The  reason  IBM 
mid-range  systems  lit 

in  so  well  is  based  on  a  simple  piece  ol  logic: 
they're  built  to  lit  your  business,  rather 
dian  vice  versa. 

To  find  out  more  about  which  IBM  mid- 
range  system  is  the  perfect  fit  lor  your  company, 
call  your  IBM  marketing  representative  soon. 
Youll  learn  about  die  kinds  ol  choices  you  now 
have  in  a  mid-range  computer,  and  how  you 
can  start  making  diem. 

As  it's  only  fitting  you  should. 


M  upVc.Kll1  IHM  (  ...L.-Ul.uri 
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The  IBM  Mid  Range. 
The  System  of  Choice. 


Forbes 


In  an  interview  with  Forbes'  Burr  Leonard  last  summer,  Martin 
Siegel  explained  why  he  works.  Siege  I:  "There's  going  to  be  a  book 
written  about  investment  banking  in  the  last  third  of  the  20th 
century  in  terms  of  our  whole  economic  structure  I've  done 
enough  so  that  I'll  be  in  the  book.  I'd  like  to  be  in  the  book  for 
having  helped  create  a  major  international  banking  franchise.  I 
want  to  be  part  of  the  reshaping  of  corporate  America. . . ." 


The  Securities  Act  of  1988? 


By  Peter  Fuhrman 


Well,  Marty  Siegel  is  going 
to  be  in  the  books  all  right, 
but  not  in  the  way  the  so- 
called  arbitrage  wizard  had  hoped. 
The  38-year-old  banker  apparently 
skipped  that  course  in  business  ethics 
at  the  Harvard  Business  School.  A 
confessed  violator  of  insider  trading 
laws,  the  former  Drexel  Burnham 
managing  director  will  go  into  the 
books  as  one  of  a  group  whose  ambi- 
tions exceeded  their  talents  and  who, 
carried  away  by  an  inflated 
sense  of  their  own  impor- 
tance, tainted  the  free  enter- 
prise system. 

The  nation  hasn't  heard 
the  end  of  the  scandal.  Secu- 
rities &  Exchange  Commis- 
sion officials  are  said  to  be 
after  even  bigger  game  than 
Boesky  and  Siegel  and  com- 
pany. But  long  before  the  last 
arrest  was  made,  it  became 
inevitable  that  there  would 
be  an  updating  and  extension 
of  federal  securities  laws. 

Not  since  the  Pecora  in- 
vestigation of  1933  has  a 
scandal  of  this  dimension 
shaken  The  Street.  Even 
more  than  the  Boesky  revela- 
tions,  the  Pecora  hearings 


dominated  the  news  of  its  time.  Ferdi- 
nand Pecora,  son  of  a  Sicilian  shoe- 
maker, had  risen  to  become  a  prose- 
cuting attorney  for  New  York  City 
and  was  called  to  Washington  to  con- 
duct a  U.S.  Senate  investigation  into 
the  financial  practices  that  accompa- 
nied the  Great  Crash  of  1929. 

Before  that  committee  trooped  the 
great  financial  names  of  that  time: 
John  Pierpont  Morgan;  National  City 
Bank's  Charles  Mitchell;  Chase 
Bank's  Albert  Wiggin;  and  many  oth- 
ers.   Each    confessed    deeds  that 


Ex-arbitrager  Martin  Siegel 
One  for  the  history  books,  all  right. 


shocked  the  nation. 

Mitchell,  president  of  National 
City  Bank,  described  his  firm  as  a 
"manufacturer"  of  securities,  and  he 
loaded  his  unwitting  customers  with 
Peruvian  bonds  and  other  junk  securi- 
ties that  subsequently  became  almost 
worthless.  J. P.  Morgan  admitted  cut- 
ting influential  figures  in  on  a  new 
issue  that  these  favored  folk  could 
quickly  unload  at  a  profit  to  the  un- 
washed public.  Wiggin,  boss  of  Chase, 
not  only  traded  in  and  out  of  the  stock 
of  his  own  bank  but  was  frequently 
heavily  short  Chase  stock. 
None  of  these  prominent  fig- 
ures went  to  jail — although 
another,  Samuel  Insull,  was 
locked  up  briefly. 

Two  things  differentiate 
this  scandal  from  that  one. 
First,  those  misdeeds  of  a 
half-century  ago  were  not  il- 
legal, no  matter  how  harmful 
to  investors  and  to  the  integ- 
rity of  the  system.  By  con- 
trast, all  those  implicated  in 
the  Boesky  case  are  accused 
of  having  committed  federal 
felonies. 

Second,  the  Pecora  hear- 
ings took  place  in  a  ruined 
economy  where  a  suffering 
electorate  was  crying  for  ven- 
geance against  real  or  imag- 
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ined  villains.  The  recent  arrests  took 
place  in  a  booming  stock  market  and  a 
generally  prosperous  economy. 

The  Securities  Exchange  Act  of 
1934,  which  Boesky  and  his  chums 
violated,  was  directly  inspired  by  the 
revelations  of  the  Pecora  investiga- 
tion. Does  the  Boesky  case  suggest 
that  the  1934  laws  are  no  longer  ade- 
quate? Forbes  put  the  question  to  a 
number  of  securities  law  specialists. 
None  called  for  drastic  new  laws,  but 
all  agreed  some  fine-tuning  was  nec- 
essary in  light  of  changed  conditions. 

Senator  William  Proxmire  (D-Wis.) 
has  been  calling  for  congressional  ac- 
tion. Interviewed  by  Forbes,  a  Prox- 
mire aide  said:  "Investment  banks 
have  become  too  dependent  on  fees 
from  mergers  and  acquisitions.  We  in- 
tend to  investigate  both  the  M&A.  fees 


Forbes  also  talked  with  Milton 
Freeman,  senior  partner  at  Arnold  & 
Porter,  who  as  a  young  lawyer  with 
the  Securities  &  Exchange  Commis- 
sion (1934-46)  drafted  rule  10b-5; 
which  defines  insider  trading.  Free- 
man wants  the  insider  trading  rules 
broadened  and  strengthened. 

"The  Supreme  Court  has  said  that 
it  will  not  stretch  rule  10b-5  any  fur- 
ther. Now  the  Supreme  Court  has 
agreed  to  hear  the  R.  Foster  Winans 
case  [involving  the  former  Wall  Street 
Journal  reporter  who  tipped  selected 
Wall  Streeters  about  "Heard  on  the 
Street"  articles]  over  the  SEC's  advice 
that  they  disregard  it.  My  question  is, 
how  do  you  increase  the  penalty  when 
you  can't  even  adequately  define  the 
law  being  broken?"  It  bothers  Free- 
man that  the  SEC  had  to  charge  Win- 


that  Siegel  'misappropriated'  informa- 
tion that  rightfully  belonged  to  Kidder, 
Peabody.  If  the  Court  rules  against  the 
SEC  interpretation,  we  will  desperate- 
ly need  new  legislation." 

If,  as  is  possible,  the  Supreme  Court 
throws  out  Winans'  conviction,  it 
will,  at  the  very  least,  weaken  the 
cases  against  the  noncorporate  insid- 
ers like  Boesky  and  Siegel.  It  will 
make  it  difficult  for  the  SEC  to  broad- 
en its  net  in  the  insider  cases. 

Some  of  the  strongest  suggestions 
for  reform  came  from  a  highly  respect- 
ed Wall  Streeter,  Nicholas  Brady, 
chairman  of  Dillon,  Read.  Said  Brady: 
"Conditions  in  1987  are  reminiscent 
of  those  prevailing  in  1968,  just  before 
the  last  big  downturn:  a  boiling  stock 
market,  high  profits  on  Wall  Street 
and  a  takeover  binge  fueled  by  the 


(From       Albert  Wiggin,  Samuel  Instill  entering  Cook  County  Jail  in  1932,  and  (at  right)  Charles  E.  Mitchell 

Then,  vengeance  although  no  laws  were  broken.  Now,  new  scrutiny  although  the  laws  clearly  have  teeth. 


and  Wall  Street's  dependence  on  this 
source  of  income.  We  are  extremely 
concerned  about  the  use  of  nonfirm 
financing  in  mergers,  and  the  likeli- 
hood— as  has  been  shown  in  Forbes — 
that  companies  are  being  put  into  play 
to  generate  fees  and  profits  for  invest- 
ment banks  and  risk  arbs. 

"Risk  arbs  are  going  haywire.  We 
need,  first  of  all,  just  to  get  them  to 
register  so  we  know  who  these  guys 
are."  More  specifically,  the  Proxmire 
aide  said,  the  Senate  Banking  Com- 
mittee is  considering  the  following 
changes  in  the  law:  lengthening  the 
tender  offer  period  to  give  sharehold- 
ers a  fair  chance  to  figure  out  what  is 
going  on;  demanding  that  all  tender 
offers  be  supported  by  100%  financing; 
eliminating  "creeping  takeovers" — 
accumulating  more  than  15%  of  a 
company's  snares  should  require  a 
tender  offer;  requiring  disclosure  of 
investors  and  financing  in  blind  acqui- 
sition pools  such  as  Boesky's. 


ans  with  misappropriation  of  infor- 
mation. There  is  no  law  specifically 
outlawing  such  conduct. 

John  C.  (Sandy)  Burton,  former  SEC 
chief  accountant,  now  dean  of  Co- 
lumbia Business  School,  agreed  with 
Freeman  that  the  definition  of  insider 
should  be  broadened:  "We  need  to  du- 
plicate— for  investment  bankers — the 
law  that  applies  to  corporate  officers 
prohibiting  profits  made  from  trades 
of  stock  held  less  than  six  months." 
Burton  feels  the  definition  of  insider 
is  too  narrow,  applying  only  to  corpo- 
rate officers,  directors  and  others  with 
fiduciary  responsibility. 

A.  A.  Sommer,  former  SEC  commis- 
sioner, amplified  the  worries  about 
whether  current  laws  are  sufficiently 
broad  in  defining  insiders:  "All 
charges  filed  thus  far  are  based  on 
interpretation  of  securities  law  that 
will  be  decided  by  the  Supreme  Court 
in  the  Winans  case.  The  SEC  is  using 
the  'misappropriation  theory,'  i.e., 


activities  of  'go-go'  mutual  funds." 

To  check  these  undesirable  acts, 
Brady  wants  to  change  the  law  so  that 
13-D's — reports  on  accumulation  of 
5%  or  more  of  a  company's  stock — are 
filed  within  one  day  of  the  accumula- 
tion. He  says  the  law  should  mandate 
disclosure  prior  to  greenmail  pay- 
ments so  that  shareholders  would 
learn  before  the  fact,  not  after. 

Attorney  Milton  Gould,  77,  a 
founding  partner  in  Shea  &  Gould, 
has  tracked  the  parallels  between  the 
lawlessness  preceding  the  Pecora  in- 
vestigation and  the  takeover  activity 
of  the  1980s:  "There  are  inherent 
problems  in  the  corporate  takeover 
process,  including  greenmail  and  poi- 
son pills.  There  needs  to  be  a  review 
of  the  whole  technique." 

But  nobody,  Gould  included,  called 
for  drastic  limiting  of  takeover  activi- 
ty. "That,"  said  Sandy  Burton, 
"would  be  throwing  the  baby  oat  with 
the  bathwater."  ■ 
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You  thought  munis  were  safe?  Then  you 
haven  t  bought  any  unit  trusts  from  Miller 
&  Schroeder  of  Minneapolis. 

Municipal 
garbage 


By  Gretchen  Morgenson 

Miller  &  Schroeder's  Mu- 
nicipal Investors  Trust  of 
America,  series  8,  sure 
looked  inviting.  It  was  March  of  1986, 
and  the  Minneapolis  bond  under- 
writer's unit  trust  of  municipal  issues 
was  yielding  9.84%  in  tax-free  in- 
come and  offered  the  benefits  of  a 
diversified  portfolio.  Miller  &  Schroe- 
der's advertisements  spoke  of  careful- 
ly selected  bonds.  "Consider  what  our 
years  of  revenue  bond  experience  can 
do  for  you." 

Do  for  you?  Do  to  you  would  be 
more  appropriate.  Less  than  a  year 
after  the  MITA  series  8  was  put  to- 
gether, it  was  falling  apart:  19%  of  the 
bonds  held  in  the  series  8  portfolio  are 
in  default  or  are  so  close  to  it  that 
they're  trading  for  pennies  on  the  dol- 
lar. And  this  dismal  performance  in  a 
bullish  bond  market. 

On  its  MITA  prospectus,  Miller  & 
Schroeder  said  it  intended  to  "main- 
tain a  market  for  the  units  of  this 
trust  at  net  asset  value." 

It  is  not  clear  that  they  are  even 
doing  that  much.  Depending  on  what 
day  you  call,  Miller  &  Schroeder  may 
or  may  not  bid  on  your  unit.  Investors 
intent  on  selling  might  instead  liqui- 
date through  MITA's  trustee  in  New 
York  City.  As  of  mid-February  a  unit 
of  series  8  would  fetch  $882.74,  com- 
pared with  the  $1,000  it  cost  11 
months  before.  That's  a  hefty  $1  mil- 
lion loss  to  investors  in  just  one 
Miller  &  Schroeder  trust. 

Is  series  8  an  unusual  case?  Hardly. 
Look  at  any  of  the  12  MITA  portfolios 
issued  by  Miller  &.  Schroeder  since 
June  1985  and  you'll  see  the  same 
sorry  story:  defaults  and  loads  of 
losses  on  the  bonds. 
What's  to  explain  this  pathetic  rec- 


ord? Crummy  bonds — mostly  nonrat- 
ed  issues,  underwritten  by  Miller  & 
Schroeder,  in  treacherous  life  care  and 
retirement  facilities. 

Paul  Ekholm,  senior  vice  president 
at  the  firm,  says  that  MITA  was  creat- 
ed "in  response  to  customer  requests 
for  a  high-yielding  municipal  bond  in- 
vestment." Fair  enough,  but  doesn't 
an  investment  manager  have  an  obli- 
gation to  see  that  the  capital  isn't  lost 
in  reaching  for  income? 

A  former  employee  says  that  Miller 
&  Schroeder  used  the  unit  trusts  as  a 
sort  of  dumping  ground  for  bonds  held 
in  inventory  that  were  hard  to  sell  as 
individual  lots.  And  why  not?  They 
made  so  much  money  doing  it. 

Whatever  happened  to  its  retail  cus- 
tomers, Miller  &  Schroeder  did  just 
fine.  First,  there's  the  underwriter's 
fee:  Miller  &  Schroeder's  5%-to-8% 


fees  are  definitely  at  the  high  end. 
Then,  the  firm  sells  the  bonds  it  has 
recently  underwritten  to  one  of  its 
MITA  trusts  at  prices  higher  than  the 
amount  the  bonds  cost  the  firm.  This 
gives  M&S  a  so-called  profit  to  spon- 
sor on  each  MITA  trust.  Finally, 
Miller  &  Schroeder  exacts  a  4.9% 
sales  charge  on  each  $1,000  MITA 
unit  that  it  sells. 

Let's  see  just  how  much  money  this 
scheme  generates  for  Miller  & 
Schroeder.  Take  as  an  example  the 
$27  million  offering  of  Bexar  County 
(Tex.)  Health  Facilities  Development 
Corp.  First  Mortgage  Revenue  Bonds 
(Trinity  Retirement  Living  Founda- 
tion), a  life  care  project  that  M&S 
underwrote  in  November  1984. 

First,  Miller  &.  Schroeder,  as  senior 
manager  on  the  nonrated  bond  deal, 
reaped  over  8%  of  the  offering's  prin- 
cipal amount  in  underwriter's  ex- 
penses. Compare  this  with  the  typical 
underwriter's  fees  of  3%  on  a  BBB- 
rated  revenue  bond  or  the  1  %  or  so  on 
an  AAA-rated  issue.  All  told,  on  the 
Bexar  County  issue,  Miller  &  Schroe- 
der raked  in  fees  of  $2,360,000. 

There's  more.  Since  the  Bexar 
County  bonds  weren't  flying  off  the 
shelves  in  Minneapolis,  Miller  & 
Schroeder  threw  $1,240,000  of  them 
into  various  MITA  trusts,  charging  a 
premium  every  time.  The  firm  made 
$85,667  on  the  exchanges,  7%  of  the 
bonds'  face  value. 

And  don't  forget  that  Miller  & 
Schroeder  levies  a  sales  charge  of 
4.9%  per  $1,000  unit  on  each  MITA 
buyer.  Add  up  these  charges  and  fees 
and  you'll  see  that  for  every  $1,000  of 
Bexar  County  bonds  that  were  put 
into  the  trusts,  Miller  &.  Schroeder 
pocketed  almost  $110.  A  nice  re- 
turn— for  Miller  &.  Schroeder.  And 
that's  not  even  counting  the  $2.3  mil- 
lion they  recovered  in  underwriting 
expenses  on  the  Bexar  County  deal. 

Two  years  after  the  Bexar  County 
bonds  came  out,  they  went  into  de- 
fault. The  bonds  currently  trade  for 
around  50  cents  on  the  dollar.  Surpris- 
ingly enough,  that's  a  lot  higher  than 
some  of  Miller  &.  Schroeder's  other 
bonds  go  for. 

Miller  &  Schroeder  management 
hastens  to  say  that  the  troubled  bonds 
are  in  projects  in  "parts  of  the  country 
experiencing  difficult  economic  times 
related  either  to  oil  or  steel  industry 
problems."  Wait  a  minute,  fellows. 
You  mean  you  didn't  know  that  Okla- 
homa and  Texas  were  troubled  when 
you  threw  bonds  from  those  areas  into 
the  MITA  portfolio  last  year? 

Besides  being  creamed  by  defaults, 
investors  in  these  trusts  saw  their  in- 
come drop  further  because  of  extraor- 
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dinary  calls.  Consider  the  fate  of 
MITA  series  2,  issued  in  June  1985. 
Between  defaults  and  re-fundings,  the 
trust's  yield  has  dropped  from  $8.90 
per  month  per  unit  to  $8.  The  unit 
price  has  dipped  from  $1,000  to 
$927.25. 

Generally,  bonds  are  callable  only  if 
a  premium  is  paid  to  bondholders  and 
only  after  a  certain  number  of  years — 
say  ten — have  passed  since  the  bonds 
were  issued.  But  increasing  numbers 
of  Miller  &  Schroeder  issues  are  being 
refinanced  under  extraordinary  call 
provisions  or  what  is  called  technical 
default. 

How  does  it  work?  The  bond's  issu- 
er lets  the  project  skip  an  interest 
payment  to  bondholders.  As  a  result, 
the  bonds  go  into  arrears  and  are,  un- 
der the  bond  covenants,  immediately 
due  and  payable  at  par.  The  issuer 
pays  off  current  bondholders,  then  re- 
finances the  bonds  at  a  lower  interest 
rate.  And  best  of  all,  Miller  &  Schroe- 
der, as  underwriter,  gets  the  opportu- 
nity to  bag  a  whole  new  rash  of  fees. 

Is  Miller  &  Schroeder  in  trouble? 
Not  that  you'd  notice.  Under  Presi- 
dent Dennis  Schroeder,  the  firm  has 
314  employees,  seven  offices  and  esti- 
mated annual  revenues  of  $50  mil- 
lion. It  has  just  received  a  nice  infu- 
sion of  fresh  capital.  In  October  1986 
USF&G  Financial  Services  Corp.,  a 
subsidiary  of  the  Baltimore  insurance 
giant,  invested  $10  million  in  Miller 
&  Schroeder  in  exchange  for  a  25% 
stake  in  the  firm's  privately  held  pre- 
ferred stock. 

It  seems  to  be  a  marriage  of  great 
convenience:  USF&G  gets  a  network 
of  between  40,000  and  60,000  cus- 
tomers to  whom  it  can  pitch  its  insur- 
ance and  Axe-Houghton  mutual 
funds.  And  Miller  &  Schroeder  gets 
$10  million  to  play  with  and  a  batch 
of  hot  tax-reform-proof  products  to 
sell — annuities,  for  example. 

Expanding  further,  Miller  & 
Schroeder  just  made  a  bid  on  Peoples 
Savings  &  Loan,  an  Owatonna,  Minn, 
institution  with  assets  of  $260  mil- 
lion and  a  net  worth  of  $2.9  million. 

Why  haven't  investors  staged  an 
uprising?  One  explanation  may  be 
that  investors  don't  even  know  how 
much  money  they've  actually  lost. 
Monthly  MITA  statements  do  not  in- 
clude an  investor's  current  portfolio 
value.  They  only  state  yields  and  the 
number  of  units  held. 

Wisconsin's  and  Minnesota's  state 
securities  regulators  are  currently  in- 
vestigating Miller  &  Schroeder's  sales 
practices.  Whether  anything  will 
come  of  the  probes,  we  don't  know. 
But  potential  investors  can't  say  we 
didn't  warn  them.  ■ 


The  Arctic  Lights  have  seen  queer  sights 
But  the  queerest  one  of  them  all 
Is  the  fight  in  the  snow 
'Gainst  the  poor  Eskimo 
By  Congressmen  Green  and  Udall 

(Apologies  to  Robert  W.  Service) 

All  caribou  are 
not  the  same 


By  Lawrence  Minard 


T|  he  setting  is  the  meeting  hall 
in  tiny  (pop.  200)  Kaktovik,  a 
remote  Eskimo  whaling  village 
around  200  miles  inside  the  Arctic 
Circle  on  Alaska's  North  Slope.  A 
young  Inupiat  Eskimo  woman  rises  to 
tell  a  trio  of  Interior  Department  offi- 
cials why  she  hopes  Congress  will 
open  the  coastal  plain  around  her  vil- 
lage to  oil  exploration  despite  her  con- 
cern for  the  environment. 

Susie  Akootchook  testifies:  "I  have 
children,  and  we  need  hospitals  and 
schools  and  electricity  and  public 
works.  We  need  to  work." 

But  other  folks  think  preserving  the 
Alaskan  wilderness  intact  is  more  im- 
portant than  Susie  Akootchook's  wel- 


Cold  comfort 


Alaska's  North  Slope  fields  (insert) 
will  produce  1.9  million  barrels  a 
day  of  crude  this  year.  But  the 
Prudhoe  Bay  field  is  peaking,  and 
North  Slope  production  is  expected 
to  drop  to  881,000  barrels/day  by 
1997,  absent  a  major  discovery. 


fare.  Representatives  Morris  Udall 
(D-Anz.)  and  Bill  Green  (R-N.Y.) 
have  introduced  a  bill  that  would  out- 
law any  commercial  development  of 
the  coastal  area  around  Kaktovik. 
Chances  are  good  the  bill  will  pass. 

At  dispute  here  are  1.5  million  acres 
toward  the  east  end  of  Alaska's  North 
Slope  (see  map  below).  North  Slopers 
call  the  contested  area  Anwar,  after 
the  18  million  acre  Arctic  National 
Wildlife  Refuge  that  lies  directly 
south.  Or  they  call  it  "The  1002 
Area,"  after  the  number  on  Novem- 
ber's Interior  Department  report  urg- 
ing Congress  to  open  the  area  to  leas- 
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Is  there  an  elephant  field  there?  Will  they  be  allowed  to  find  out? 


ing.  Congress  is  now  considering  that 
report,  and  the  Udall-Green  bill  op- 
posing it. 

By  whatever  name,  the  area  is  be- 
lieved by  geologists  to  possess  enor- 
mous recoverable  reserves  of  oil — at 
least  4.8  billion  barrels  and  maybe  13 
billion,  and  maybe  more.  To  put  those 
numbers  in  context,  remember  that 
the  North  Slope's  giant  Prudhoe  Bay 
field  has  around  10  billion  barrels  of 
recoverable  reserves. 

On  the  other  hand,  there  may  be  no 
oil  in  Anwar.  George  Nelson,  the 
salty  old  oilman  who  commands 
Standard  Oil  of  Ohio's  Alaska  opera- 
tions, recalls  the  high  hopes  for  the 
North  Slope's  National  Petroleum 
Reserve  Area,  south  of  Barrow.  The 
oil  companies  finally  gave  up  on  the 
area  in  the  early  1980s,  after  128  vir- 
tually dry  holes  were  drilled. 

More  recently,  the  oil  companies 
figured  they  had  an  elephant  field  in 
Mukluk,  60  miles  northwest  of  Prud- 
hoe. Geologists  thought  the  area  was 
promising.  Led  by  Exxon  and  Dia- 
mond Shamrock,  the  oil  companies 
sank  over  $1.2  billion  into  exploring 
Mukluk.  As  the  rock  came  up,  every 
seismic  prediction  was  confirmed,  ex- 
cept one:  There  was  no  oil.  It  had  all 
leaked  out  of  the  reservoir  and  been 


replaced  by  seawater. 

"This  is  why  we  are  so  desperately 
asking  Congress  and  the  public  to  let 
us  go  in  and  explore  Anwar,"  says 
Nelson.  "The  only  way  to  know  if 
there's  any  oil  there,  and  how  much, 
is  to  drill.  There  is  no  other  way." 

Roy  Huhndorf,  the  talented  Eskimo 
who  runs  $35  million  (revenues) 
Cook  Inlet  Region  Inc.,  owned  by 
6,300  native  shareholders,  agrees  with 
Nelson  and  says:  "I  can't  think  of 
anyone  against  developing  Anwar  ex- 
cept the  environmentalists." 

Why  worry  about  oil?  Who  needs 
more  of  it  right  now? 

The  U.S.  does.  U.S.  oil  consump- 
tion is  around  16.5  million  barrels  a 
day  and  rising.  U.S.  oil  production  is 
around  8.43  million  bbl./day  and  fall- 
ing; it  fell  3.4%  in  1986  and  could 
well  fall  below  8  million  bbl./day  in 
the  coming  year.  We  now  import 
about  38%  of  our  oil.  OPEC,  one  may 
safely  assume,  is  not  unhappy  about 
the  way  things  are  going. 

According  to  Alaska's  Department 
of  Natural  Resources,  production 
from  the  giant  Prudhoe  Bay  field  will 
peak  this  year  at  1 .55  million  barrels  a 
day  and  decline  to  541,000  bbl./day  by 
1997.  Overall  result:  Given  current 
technology  and  prices,  total  Alaskan 


production  is  expected  to  peak  at  1.9 
million  bbl./day  this  year  and  fall  to 
881,000  bbl./day  by  1997— unless  a 
big  new  field  is  found. 

The  situation  is  becoming  critical 
for  Alaska's  economy,  too.  Every  $1 
drop  in  the  price  of  oil  cuts  the  state's 
revenues  by  $150  million.  Demand  is 
also  weak  for  lumber,  base  metals  and 
other  traditional  Alaskan  products. 
Statewide,  unemployment  is  1 1%  and 
would  be  higher  except  that  so  many 
workers  have  already  retreated  to  the 
lower  48.  This  year's  state  budget  is 
$1  billion  in  deficit:  $2,000  per  capita. 

A  drive  through  the  brilliant  Arctic 
winter  night  past  Prudhoe  Bay's  silent 
work  camps  confirms  predictions  of 
further  slump  in  Alaska.  The  talk  is 
not  of  boom  but  of  closure,  shrinkage, 
abandonment.  Dalton  Camp,  Exxon 
Exploration  and  a  number  of  Prudhoe 
Bay  hotels  have  shut.  Amerada  Hess 
has  pulled  out.  So  have  Conoco  and 
Unocal.  Mukluk  was  a  fiasco.  So  was 
Exxon's  foray  into  Norton  Sound. 

The  labor  unions,  notably  AFL-CIO 
locals  in  Anchorage,  are  not  helping 
matters.  Before  they  will  agree  to  put 
their  political  clout  behind  develop- 
ment at  Anwar,  they  want  the  oil 
companies  to  agree,  in  advance,  to 
hire  only  union  members  to  devel- 
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op  Anwar.  This  so-called  Project  La- 
bor Agreement,  masterminded  by  the 
Teamsters,  was  a  big  reason  the  cost 
of  the  Trans-Alaska  Pipeline  blew 
from  a  projected  $900  million  to  an 
actual  $8  billion.  But  that  was  in  the 
days  of  $35-going-to-$50  oil. 

"We're  saying  we  ain't  gonna  pay 
pipeline  wages  to  develop  Anwar," 
says  a  North  Slope  oil  executive  who 
asks  not  to  be  quoted  on  union  negoti- 
ations, "and  they're  saying  they'll  sit 
on  their  congressman  to  vote  against 
Anwar  unless  we  do." 

Back  in  Anchorage,  we  asked  Janie 
Leask,  president  of  the  Alaska  Federa- 
tion of  Natives,  how  the  organiza- 
tion's members  felt  about  oil  develop- 
ment. Under  the  1971  Native  Claims 
Act,  the  federation's  90,000  members 
all  stand  to  share  in  70%  of  any  An- 
war windfall.  "We  haven't  taken  a 
formal  position  on  Anwar  yet,"  says 
Leask,  "but  we  will  probably  oppose 
turning  it  into  a  wilderness  area." 

Jacob  Adams  is  president  of  the  Arc- 
tic Slope  Regional  Corp.  One  of  the  12 
native-owned  development  compa- 
nies created  by  Congress  under  the 
Claims  Act  in  1971,  the  corporation 
has  3,500  Inupiat  shareholders  and 
owns  90,000  acres  in  Anwar.  Adams 
has  already  leased  these  to  Standard 
Oil,  Chevron  and  British  Petroleum. 

"Sure,  we  want  Anwar  opened  up," 
shouts  Adams  above  the  roar  of  the 
DeHavilland  Twin  Otter  flying  him 
from  the  hearings  in  Kaktovik  back  to 
Barrow.  "The  only  opposition  to 
opening  the  area  is  from  the  environ- 
mentalists. Anwar  is  their  big  fight  for 
the  1980s." 

Of  the  environmentalists'  claim 
that  developing  Anwar  will  destroy 
the  Eskimos'  subsistence  lifestyle, 
Adams  is  contemptuous.  "What  de- 
stroys our  subsistence  lifestyle,"  he 
yells,  "is  federal  and  state  regulations 
on  our  hunting  grounds." 

The  environmentalists'  major  focus 
in  all  this  is  the  Porcupine  caribou 
herd.  Every  spring  the  herd  migrates 
from  Canada,  and  elsewhere  in  Alas- 
ka, to  calve  on  the  Anwar  coastal 
plain.  The  environmentalists  fear  that 
developing  Anwar  will  disrupt  the 
migration  pattern.  This  is  not  an  un- 
worthy concern:  Barry  Lopez,  author 
of  Arctic  Dreams,  a  brilliant  book  on 
the  far  north,  is  surely  correct  that 
man  enhances  his  dignity  through 
concern  for  his  environment. 

But  the  environmentalists'  concern 
should  be  mitigated  by  the  experience 
gained  from  the  Trans-Alaska  Pipe- 
line. The  environmentalists  fought 
the  pipeline,  too,  on  the  grounds  that 
the  line  would  disrupt  the  breeding 
habits  of  the  Central  Arctic  caribou 


herd.  In  fact,  the  Central  Arctic  herd 
is  now  three  or  four  times  larger  than 
before  the  pipeline  existed.  The  envi- 
ronmentalists claim  Anwar's  caribou 
are  different  from  Prudhoe  Bay's  cari- 
bou. Perhaps  they  are.  But  that  does 
not  mean  that  man  and  nature  cannot 
coexist,  especially  if  the  oil  compa- 
nies are  held  to  high  environmental 
standards,  as  they  certainly  will  be. 

Even  if  drilling  is  permitted,  there's 
no  guarantee  development  will  pro- 
ceed unless  big  reserves  are  found.  A 
120-mile  feeder  pipeline  from  Anwar 
to  Pump  Station  One  of  the  Trans- 
Alaska  Pipeline  would  probajjly  cost 
at  least  $750  million.  Sohio's  Nelson 
says:  "It  would  take  a  field  with  at 
least  1  billion  barrels  of  recoverable 
reserves  to  be  commercial." 


By  Toni  mack 

Mutts  for  the  past  three 
years,  the  oil  service  stocks 
turned  into  greyhounds  as 
1987  dawned.  Baker  International 
sprinted  forward  69%,  Halliburton 
went  up  77%,  Dresser  Industries  rose 
80%  and  Hughes  Tool  climbed  91% 
over  their  1986  lows.  It  was  the  first 
real  sign  of  life  this  group  has  shown 
since  it  collapsed  in  1982,  losing  as 
much  as  85%  of  its  values. 

The  industry,  however,  which  has 
seen  its  revenues  shrink  by  40%  since 
the  peak  in  1982,  is  still  a  long  way 
from  prosperity.  Indeed,  it  may  never 
recover  its  onetime  strength. 

In  few  industries  has  the  U.S. 
reigned  supreme  worldwide  as  it  has 
in  oil  services.  For  decades,  compa- 
nies like  Hughes  Tool  and  Hallibur- 
ton and  Cameron  Iron  Works  have 
outfitted  and  serviced  most  of  the  oil 
wells  of  the  world.  But  now  that  dom- 
inance is  in  danger. 


Will  Congress  allow  the  coastal 
plain  area  to  be  developed?  "You  have 
to  remember  that  Alaska  is  always 
the  cheap  environmental  vote,"  coun- 
sels Robert  Richards,  a  well-known 
Alaska  businessman  and  politician. 
"It's  very  easy  for  a  midwestern  con- 
gressman fighting  the  environmental- 
ists for  urban  jobs  in  his  own  backyard 
to  give  in  on  the  Anwar  issue." 

Recall  this  sobering  fact:  Since  1977 
the  Trans-Alaska  Pipeline  has  moved 
enough  domestic  oil  to  reduce  the 
U.S.  trade  deficit  by  $90  billion,  and  is 
considered  a  great  success  by  nearly 
everyone.  Yet  the  environmentalists 
very  nearly  killed  the  pipeline.  It  was 
built  thanks  to  a  single,  tie-breaking 
Senate  vote,  cast  by  then-Vice  Presi- 
dent Spiro  Agncw.  ■ 


"There's  a  heck  of  a  lot  more  for- 
eign competition  than  people  think," 
says  Philip  Burguieres,  Cameron  Iron 
Works'  chairman. 

Consider:  In  1976,  according  to  Off- 
shore Data  Services,  U.S.  contractors 
owned  76%  of  the  world's  offshore 
drilling  rigs.  By  last  year  the  figure 
was  56%.  European  and,  especially, 
Asian  steel  mills  have  made  similar 
inroads  in  production  pipe  and  casing. 
In  marine  construction — offshore 
platforms  and  undersea  pipelines- 
much  of  the  business  has  shifted  to 
the  Far  East  and  northern  Europe. 
Most  of  the  platforms  squatting  off 
the  West  Coast  now  come  from  Japan 
and  South  Korea.  Even  after  towing 
costs  and  duties  of  up  to  50%,  the 
madc-in-Asia  platforms  are  at  least 
20%  cheaper. 

Beyond  that,  the  depression  in  oil 
drilling  has  sapped  the  financial  resil- 
iency of  many  big  U.S.  players,  put- 
ting a  gleam  in  the  eye  of  foreign 
competitors — especially  those  with 


Oil  service  is  one  of  the  U.S. '  last  bastions  of 
technical  and  global  market  supremacy. 
For  how  much  longer? 

Our  grip 
slips 
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heavy  government  subsidies  and  deep 
pockets,  who  see  fresh  opportunity  to 
get  in  cheap. 

Many  foreign  companies,  for  exam- 
ple, arc  trying  to  jam  their  feet  in 
various  doors  by  buying  assets  or  get- 
ting licenses  from  weakened  U.S. 
companies.  Says  Tetsuo  Kimoto,  ex- 
ecutive vice  president  of  Nippon  Steel 
USA,  which  has  already  licensed 
Hughes'  drill-collar  technology:  "We 
need  to  diversify,  and  the  world  still 
needs  energy.  There  are  potentially 
big  markets  in  Russia,  China  and 
Southeast  Asia,  and  we  think  we're 
much  better  marketers  there  than 
Americans." 

"They're  all  out  after  rock  bits," 
says  an  exasperated  Calvin  Sholtess, 
executive  vice  president  of  Hughes 
Tool,  referring  to  Japan's  big  steel 
companies,  which  are  pursuing  the 


firm,  oil  service  revenues  in  the  Free 
World  totaled  about  $55  billion  last 
year,  58%  outside  the  U.S.  Just  five 
years  ago  these  companies  were  pull- 
ing only  45%  of  revenues  from  work 
outside  the  country. 

Outside  the  U.S.,  however,  U.S. 
companies  face  nationalistic  pres- 
sures. The  North  Sea,  for  instance, 
where  some  12  billion  barrels  of  oil 
have  been  found  so  far,  has  proved 
fertile  ground  for  a  host  of  British, 
French,  Norwegian  and  other  north- 
ern European  companies. 

Such  relatively  unexplored  coun- 
tries as  Brazil,  China  and  India  are 
opening,  too,  and  are  already  nurtur- 
ing homegrown  suppliers.  The  meth- 
ods are  familiar — technology-sharing 
agreements  and  requirements  for  lo- 
cal hiring  and  local  ownership.  To  get 
into  the  Chinese  market,  Hughes  had 


manufacture  of  key  drilling  hardware. 
"Right  now,  any  U.S.  plant  of  the  four 
majors" — Hughes,  Baker  Internation- 
al, Smith  International  and  Dresser 
Industries — "could  serve  all  the  Free 
World,  just  one  plant.  But  the  Japa- 
nese are  out  to  license  any  product 
that  will  keep  their  people  employed, 
even  at  break-even  or  a  slight  loss. 
We've  had  two  of  the  major  Japanese 
steel  companies  come  in  and  nearly 
insist  on  negotiating  for  a  rock-bit 
license.  We  finally  turned  them 
down,"  says  Sholtess. 

Though  the  vast  majority  of  the 
world's  wells  continue  to  be  drilled  in 
the  U.S.,  one  of  only  two  countries 
where  individuals  own  mineral 
rights,  the  biggest  money  is  overseas, 
where  wells  tend  to  be  deeper  and 
more  expensive.  According  to  Spears 
&  Associates,  a  Tulsa  consulting 


to  license  its  drilling  bit  technology. 
Now  China  is  producing  state-of-the- 
art  bits. 

When  the  aggressive  national  oil 
companies,  such  as  that  of  Brazil,  drill 
beyond  their  borders,  they  usually 
take  native-built  equipment  witb 
them.  Brazil's  Petrobras  owns  28  off- 
shore rigs,  making  it  the  world's 
eighth-largest  offshore  driller.  "When 
Petrobras  sends  a  rig  out,  they  load  it 
as  much  as  they  can  with  Brazilian- 
made  equipment,"  says  Hughes 
Tool's  Sholtess. 

So  far,  the  U.S.  itself  has  been  less 
hospitable  than  overseas  markets  to 
foreign  suppliers  of  oil  equipment  and 
services,  but  that's  changing,  too. 
"Many  foreign  manufacturers  haven't 
realized  that  the  U.S.  market  is  very 
sensitive  to  service — delivery,  repair 
and  the  like,"  says  Robert  Spears,  a 


veteran  oil  service  industry  consul- 
tant. "But  they're  learning."  And  after 
the  shortages  and  price-gouging  of  the 
boom  years  at  the  turn  of  the  decade, 
he  adds,  "there's  very  little  loyalty 
now  to  buy  American." 

What  parts  of  the  industry  are  most 
vulnerable  to  foreign  encroachment? 
"I  suspect  that  any  metal-bending 
technology  is  susceptible,  except  at 
the  most  sophisticated  end,"  says 
Sam  Albright,  a  Dallas-based  analyst 
for  Kidder,  Peabody.  That  means  bits, 
blowout  preventers,  drilling  tools, 
wellhead  valves,  pumps — a  wide 
range  of  tools  and  equipment.  These 
are  fancy  contraptions,  built  with  ad- 
vanced techniques  in  metallurgy, 
chemistry  and  machining.  The  high- 
est-performance models  can  with- 
stand pressures  up  to  30,000  pounds 
per  square  inch,  temperatures  over 
400  degrees  Fahrenheit  and  corrosive 
contaminants  like  hydrogen  sulfide. 
Even  workaday  models  aren't  easy  to 
duplicate.  But  it  can  be  done. 

In  this  country  the  leading  manu- 
facturers are  warily  eyeing  competi- 
tors like  Japanese  businessman  Akira 
Tobe,  who  started  out  making  simple 
water-well  drilling  bits.  Now  his  low- 
priced  TSK  oil-drilling  bits  are  used  in 
much  of  the  Mideast  market.  In  the 
long  run  U.S.  manufacturers  may  be 
left  to  sell  only  the  most  complex 
products. 

Baker  International — and  Hughes 
Tool,  with  which  it  plans  to  merge — 
Dresser  Industries  and  Smith  Interna- 
tional are  all  susceptible  to  foreign 
competition,  Albright  thinks.  Camer- 
on Iron  Works  is  less  vulnerable,  says 
Albright:  "Its  blowout  preventers  and 
subsea  systems  are  sophisticated  met- 
al-bending, and  Cameron  has  a  very 
strong  reputation  for  technology." 

Even  less  vulnerable  are  companies 
like  Halliburton  and  Schlumberger, 
whose  services  are  harder  to  copy. 
Halliburton,  for  example,  pours  the 
cement  that  seals  a  well's  walls  from 
the  surrounding  rock.  It's  as  much  an 
art  as  a  science;  a  shoddy  cementing 
job  can  ruin  the  well,  wasting  hun- 
dreds of  thousands  or  even  millions  of 
dollars.  Similarly,  both  companies 
perform  well-logging,  where  the  trick 
is  not  just  to  take  electronic  readings 
of  well  conditions  but  to  interpret  the 
readings  accurately. 

So  the  U.S.  service  companies  are 
still  formidable  competitors,  but  they 
are  losing  some  of  their  edge.  The 
smart  rally  in  their  shares,  therefore, 
probably  reflects  bargain-hunting  by 
investors  looking  for  depressed 
stocks,  rather  than  a  foreshadowing  of 
a  powerful  and  imminent  turnaround 
for  the  industry.  ■ 
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We  run  the  tightest  ship 
in  the  shipping  business 


At  UPS,  we  de- 
liver Next  Day  Air 
for  nearly  half  what 
others  charge. 

We  deliver  2nd 
Day  Air  for  up  to  70% 
less  than  other  over- 
night air  companies. 

And  we  do 
things  other  compa- 
nies don't  do  at  any 
price.  Such  as  deliver 
Next  Day  Air  and 
2nd  Day  Air  to  every 
single  address  coast  to 
coast.  Plus  we  deliver 
to  every  single  ad- 
dress in  16  European 
countries  and  Japan. 

What  revolu- 
tionary business  con- 
cept enables  us  to 
accomplish  all  this? 

Efficiency. 
Which,  at  UPS,  has 
been  raised  to  the 
level  of  an  obsession. 

For  example,  we 
move  long-distance 
shipments  via  747  s. 
Because  for  our  long 
hauls,  there's  no  jet 
as  efficient. 

We  make  auto- 
matic daily  pickups 
without  requiring 
you  to  call.  Because 
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its  more  efficient  that 
way,  for  you  and  for  us. 

And  efficiency 
compelled  us  to 
design  our  familiar 
brown  package  car. 
It  may  not  look  very 
stylish,  but  our 
package  car  is  so  func- 
tionally designed 
it  allows  our  drivers 


to  deliver  more  effi- 
ciently than  with  any 
other  vehicle  we've 
come  across. 

Moreover,  UPS 
engineers  continually 
scrutinize  every 
aspect  of  our  system 
in  order  to  devise 
new  efficiencies  and 
refinements  on 


old  efficiencies. 

All  of  which  ex- 
plains how  we  can 
offer  such  a  high  level 
of  service  for  such 
remarkably  low  prices. 

So  if  you  want  to 
run  a  tighter  ship  your- 
self, a  good  1  9fc 
way  to  start  is  l|jpS 


by  using  ours. 


Regions/Reading 


The  old  Pennsylvania  mill  town  chroni- 
cled by  novelist  John  Updike  has  figured 
out  a  whole  new  future. 


Reading  redux 


By  John  Merwin 


It  is  an  awful  winter's  day  in 
Reading,  Pa.  Cold  and  rainy  in  the 
morning.  By  midaftcrnoon  a 
heavy  snowfall  begins.  Certainly  a 
rotten  day  for  shopping,  and  that's 
what  matters  there  these  days.  Once 
an  industrial  powerhouse,  now  fallen 
on  tough  times,  Reading  is  finding 
new  life  for  itself — and  for  its  silenced 


mills — as  "the  factory  outlet  shop- 
ping capital  of  America." 

Factory  outlet  shopping  capital  of 
America?  The  German  immigrants  at 
the  turn  of  the  century  who  manned 
the  drills,  furnaces,  engines  and  ma- 

Reading's  row  houses  remain,  but 
its  mills,  like  this  one  that  once 
made  children  's  shoes,  are  now 
beehives  of  off-price  shopping. 


lomsoi 


chines  that  made  this  town  roar  must 
surely  be  turning  in  their  graves  at  a 
pantywaist  title  like  that.  It  hurts, 
too,  in  towns  nearby  in  eastern  Penn- 
sylvania— cities  like  Allentown, 
home  of  Mack  Trucks,  and  Bethle- 
hem, of  Bethlehem  Steel  fame.  Read- 
ing itself,  of  course,  had  been  the  hub 
of  the  Reading  Railroad,  once  the  na- 
tion's fifth-largest  freight  carrier.  It 
was  a  teeming  mill  town,  where  thou- 
sands of  laborers  built  locomotives 
and  railcars  for  the  Reading  Railroad 
and  cast  steel  at  Carpenter's  huge  me- 
talworks  here. 

In  sheer  numbers,  the  largest  em- 
ployers were  Reading's  textile  mills, 
led  by  Wyomissing  Industries,  em- 
ploying 10,000  in  its  foundry  and 
mills  just  across  the  Schuylkill  River 
from  Reading.  At  one  time  Wyomis- 
sing manufactured  two-thirds  of  the 
hosiery-knitting  machines  at  work  in 
the  U.S.  On  the  side,  Wyomissing  ran 
a  ladies'  hosiery  business,  Berkshire 
Knitting  Mills,  which  as  late  as  the 
mid-Fifties  employed  3,500  people. 

No  more.  Reading's  textile  indus- 
tries are  all  but  gone,  casualties  of 
foreign  competition  and  changing 
consumer  habits.  Now,  late  in  the 
day,  shoppers  emerge  from  Reading's 
old  mills  like  bees  buzzing  from  the 
hive.  These  massive,  red  brick  build 
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ings,  scattered  about  the  Reading  area 
in  several  clusters,  have  been  remod- 
eled. The  mills'  high  ceilings  and  tow- 
ering Romanesque  window  frames  re- 
main, but  the  old  wooden  floors  have 
been  polished  and  subdivided  into  150 
outlet  stores.  Today's  weekday  cus- 
tomers, mostly  women,  scurry 
through  the  parking  lots,  toting  crack- 
ling plastic  shopping  bags,  stapled 
shut  at  the  top,  billowing  with  bar- 
gain hunters'  catches  of  the  day. 

Despite  the  terrible  weather,  1,800 
spaces  of  close-in  parking  at  Reading's 
largest  outlet  shopping  complex,  the 
VF  Factory  Outlet,  are  more  than  half 
full.  Come  summertime,  as  they  were 
last  Christmas  shopping  season,  these 
inner  lots  will  be  jammed  and  so  will 
a  parking  lot  farther  out,  connected  by 
shuttle  bus,  with  space  for  1,000 
more.  Streets  will  be  clogged  again 
not  only  by  autos  but  also  by  buses — 
as  many  as  400  to  500  of  them  on  a 
Saturday — bearing  church,  senior  citi- 
zen or  civic  groups,  all  headed  to  shop 
at  Reading's  off -price  stores.  "We  can 
almost  tell  the  day  the  Christmas 
club  checks  are  sent  out,"  says  a  VF 
Outlet  manager. 

Shopping  in  factory  outlet  stores 
used  to  be  an  almost  demeaning  chore 
for  folks  stretching  their  pennies  with 
off-price  socks  and  underwear.  Now 


bargain  hunting  is  a  sport  in  its  own 
right — the  thrill  of  stalking  Polo 
shirts  at  one-third  off,  of  bagging  a 
pair  of  Reebok  sneakers  for  half  price. 
Never  mind  if  the  mileage  and  the 
meals  eat  up  the  difference.  No  sport 
makes  economic  sense. 

For  the  most  part,  Reading's  stores 
sell  first-quality  merchandise,  manu- 
facturers' overruns,  lines  such  as  Van- 
ity Fair,  Lee,  Polo,  Izod,  Van  Heusen 
and  Munsingwear,  and  miscellaneous 
hard  goods  ranging  from  Black  & 
Decker  power  tools  to  Fisher-Price 
toys.  (There  are  a  few  "seconds," 
clearly  marked.)  Store  space  is  leased 
by  manufacturers,  who  use  it,  as  VF 
Corp.  Chairman  Lawrence  Pugh  says, 
"to  get  lid  of  mistakes."  VF  is  both 
landlord  and  tenant  in  nearly  a  mil- 
lion square  feet  of  its  own  retired  mill 
space.  Here  the  company  disposes  of 
its  Vanity  Fair  lingerie  and  Lee 


jeans — made  elsewhere  in  the  U.S. — 
profitably  and  discreetly.  There  is  no 
advertising,  for  fear  of  offending  regu- 
lar full-price  retail  accounts  nearby. 

If  an  outlet  store  happens  to  have 
overruns  in  the  desired  color  and  size, 
Reading  is  a  good  deal  for  the  consum- 
er. The  same  pair  of  Lee  jeans  selling 
for  $14  at  the  Lee  outlet  store  goes  for 
$21  at  a  nearby  Sears.  A  Polo  knit 
shirt  priced  across  town  at  $24  in  the 
Ralph  Lauren  outlet  store  sells  for 
$39.50  in  Macy's  or  Bloomingdale's, 
just  two  hours  away  in  a  suburban 
New  Jersey  mall. 

Bargains  aside,  what's  happening  in 
Reading  is  noteworthy  on  another 
count.  Whipsawed  by  the  times, 
Reading  is  showing  how  to  make  the 
best  of  its  devalued  capital  stock,  the 
mills  that  not  so  long  ago  seemed  to 
have  outlived  their  usefulness. 

Reading  (pop.  78,000)  has  been  los- 
ing people  and  jobs  since  the  1930s. 
Perhaps  the  crudest  blow  came  with 
the  1976  collapse  of  the  Reading  Rail- 
road, which,  with  its  square  on  the 
Monopoly  board — next  to  Oriental 
Avenue — put  Reading  in  the  minds  of 

Where  Reading's  knitters  turned  out 
millions  of pairs  of  nylons,  today 
factory  outlet  shoppers  buy  shoes, 
many  of  them  imports. 
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INTRODUCING  THE  NEW  LOOK 

IN  TANKS. 

Tomorrow's  tanks  may  not  be  sporting  squiggles  like 

these  instead  of  camouflage. 

But  tomorrow's  defense  systems  will  be  able  to  use 


radar  signatures  like  the  one  above  to  pinpoint  the  local 
of  enemy  tanks. 

Martin  Marietta  is  applying  an  advanced  form  of  ra< 
technology  called  millimeter  wave  to  make  more  exact 
target  recognition  possible. 

Unlike  conventional  radar,  millimeter  wave  can  dist 
guish  an  object  like  a  truck  from  a  tree  or  a  tank  from  a 


c,  by  recognizing  its  unique  "fingerprint." 

So  millimeter  wave  doesn't  just  tell  you  if  something's 

?;  it  tells  you  automatically  what's  there,  even  in  rain 

f' 

At  Martin  Marietta,  we  apply  the  same  creative  intel- 
ice  to  millimeter  wave  technology  that  we  bring  to 
r  systems  and  products  in  defense  electronics,  space, 


communications,  information  management,  energy  and 
materials. 

Technology  that's  giving  us  a  new  way  to  look  for  targets 
by  giving  targets  a  new  look. 


VSTERMINDING  TOMORROW'S  TECHNOLOGIES 


6801  Rockledge  Drive,  Bethesda.  Maryland  20817 


from  the  Opera  House, 
you  look  straight  across  to  another  of 
Sydney's  great 
achievements. 


A  REG FNT® INTERNATIONAL  HOTEL 


AUCKLAND  BANGKOK  BEVERLY  HILLS.  CHICAGO  DUSSELDORF  FIJI  HONG  KONG.  KUALA  LUMPUR  MELBOURNE  NEW  YORK  OKINAWA  SYDNEY 


Service  polished  to 
perfection.  A  style  that 
could  only  he  Regent. 
Inspirational  views 
from  a  hotel  that  is 
itself  an  inspiration. 


800-545-4000 

A  member  of 


"We  have  children  in  two  countries, 
property  in  three,  and  I'm  often  traveling. 
I  need  swift,  knowledgeable  answers  to  our  complex 
investment  and  tax  problems. 
And  I  get  them  from  U.S.  Trust." 

Robert  Ian  MacDonald,  International  investor 


Meeting  the  demands  of  those  with  large  holdings, 
both  domestic  and  international,  is  one  of  our  premier  skills. 
Please  contact  Marv  B.  Lehman.  Senior  Vice  President. 
United  States  Trust  Company  of  New  York,  11  West  54th  Street. 
New  York.  NY  10019.  (212)  887-0446. 


USTrust 


Tien  you  do  something  very  well 

you  simply  cannot  do  it  for  everyone. 


millions.  But  it  was  a  second  closing 
that  year,  the  shuttering  of  the  Berk- 
shire Knitting  Mills,  that  was,  unwit- 
tingly, to  give  birth  to  Reading's  fac- 
tory outlet  shopping  development. 

Berkshire  Mills  filled  nine  build- 
ings and  nearly  a  million  square  feet 
of  factory  floor.  The  company  had 
knitted  women's  stockings  since 
1906  and  prospered  until  the  early 
1970s,  when  it  made  a  fatal  mistake. 
Berkshire  continued  to  market  exclu- 
sively through  department  stores  af- 
ter competitors  started  selling  nylons 
through  grocery  stores.  What  once 
was  a  fashion  item  was  turning  into  a 
simple  commodity.  Over  the  next  few 
years  the  company's  sales  dropped  by 
half.  In  1976  VF,  which  had  bought 
Berkshire  in  1969,  closed  what  was 
left  of  the  domestic  business. 

What  to  do  with  an  enormous  com- 
plex of  old  mill  buildings  covering 


In  the  1950s,  2,000  men  built 
locomotives  and  cars  for  the  Reading 
Railroad.  It  collapsed  in  1976. 

several  square  city  blocks?  Six  years 
before  Berkshire  closed,  parent  VF 
Corp.  had  opened  a  5,000-square-foot 
factory  outlet  store  in  a  vacant  corner 
of  the  mill  where  it  sold  overruns  of 
its  Vanity  Fair  lingerie,  sleepwear  and 
robes.  The  location  was  ideal  for  fac- 
tory outlet  shopping.  Hundreds  of 
thousands  of  vacationing  out-of- 
towners  already  traipsed  through 
Reading  en  route  to  the  Pennsylvania 
Dutch  country.  And  Reading  was  con- 
venient to  two  huge  metropolitan 
areas,  Philadelphia,  an  hour  away,  and 
New  York  City  and  its  western  sub- 
urbs, two  to  three  hours  off. 

By  1973  Reading's  outlet  stores 
numbered  ten.  In  1974  a  second  failed 
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Count  on  us  for  strong  ideas. 

New  fiberglass-reinforced  composites  for  auto  bodies. 
Stronger  adhesives  for  high-mileage  tires.  Improved 
vibration-isolation  products  for  smoother  rides.  Some 
of  the  strongest  ideas  in  transportation  come  from 
GenCorp.  Look  for  more— just  down  the  road. 


General  Tire  and  DiversiTech  General  are  two  of  the 
aggressive  businesses  that  put  GenCorp  in  a  strong 
position  to  serve  the  automotive  market.  The  other 
GenCorp  subsidiaries  are  Aerojet  HJ 
General  and  RKO  General.  I  ™  BenCorp 

HHBB^B    Exploring  new  directions 


EAST  COAST 
EXECUTIVES  ARE 
GOING  DOWNHILL 

FAST. 


LUFF  TAUCHER 


International  Rappelling  Tours  for  Executives  and  Professionals. 

1-800-843-0709 

Rappelling  down  300  foot  rock  walls  high  in  the  Alps  can  give 
your  mind,  body,  and  career  a  valuable  emotional,  physical  and  spiritual  lift. 
Our  executive  tours  are  first-class  in  every  aspect.  From  international  resort  hotels  to 
highly-skilled  Alpine  instructors,  everything  you  need  for  a  safe,  comfortable  trip  is  provided. 
No  previous  rappelling  experience  necessary.  No  strenuous  climbing  involved.  What  is 
required  is  mental  toughness  and  the  desire  to  accomplish  the  extraordinary.  Call  for  a 
free  brochure  detailing  our  exciting  June  20-28  tour  to  the  Bavarian  Alps. 


FOR  SOME  PEOPLE 
A  DOWNHILL  SLIDE 
IS  SOMETHING 
TO  CELEBRATE. 


But  when  it  comes  to  investing,  you  may  want  to  minimize  the  bumps  —  and 
bruises.  Founders  no-load  Growth  Fund  invests  in  carefully  selected  companies 
with  established  reputations  for  above  average  earnings,  excellent  management 
and  proven  products— those  most  likely  to  meet  the  Fund's  objective  of  long- 
term  growth  of  capital.  What's  more,  Founders  has  •  no  commissions  •  no 
deferred  sales  charges  •  no  fees  for  asset  switching  among  our  Funds.  You 
can  even  open  your  account  — including  IRAs  — by  phone.  So,  if  you  think 
excitement  belongs  on  the  slopes,  give  us  a  call. 


For  more  information: 

i-800-525-2440 

(In  Colorado:  1-800-874-6301 ) 


Founders 

810  Cherry  Creek  Nat  l  Bank  Bldg 
3033  East  First  Avenue 
Denver,  Colorado  80206 


"ospectus  containing  more  complete  information  about  management  fees  and  expenses  Read  it  carefully 


hosiery  mill,  this  one  a  310,000- 
square-foot  location  taken  over  by  a 
developer,  opened  a  Ship  'n  Shore  out- 
let. The  movement  gathered  steam 
three  years  later  when  more  stores 
opened  in  another  old  mill,  a  152,000- 
square-foot  building  that  once  housed 
a  children's  shoe  manufacturer.  Read- 
ing's outlet  business  has  grown  since 
then  to  an  estimated  $450  million  in 
annual  sales,  accounting  for  nearly 
20%  of  retail  sales  in  the  entire  coun- 
ty. In  peak  season  that  keeps  3,000 
people  on  the  payroll. 

Make  no  mistake,  though.  While 
3,000  service  jobs  are  a  godsend  to  any 
fading  industrial  town,  it's  no  mir- 
acle. Walk  into  the  Freeman  Shoe  out- 
let, a  cavernous  self-service  store 
where  thousands  of  pairs  of  shoes  in 
open  boxes  fill  the  shelves.  Help  your- 
self to  a  pair  of  $38.25  Reebok  sneak- 
ers, made  in  Korea.  Now  look  around. 


CEEE3] 
'  m 


5th  Avenue  candy  bars  have  been  made 
in  Reading  since  1936.  But  the  brand  has 
been  sold.  Jobs  are  disappearing. 

You'll  see  only  a  handful  of  store  em- 
ployees, most  of  them  earning  $4  to 
$5  an  hour. 

Flash  back  20  years.  On  this  very 
floor  hundreds  of  highly  skilled 
tradesmen  bent  over  long  rows  of 
knitting  machines,  machines  that  had 
been  cast  and  assembled  across  the 
street.  Needles  sang  as  the  machines 
knitted  30  pairs  of  nylons  at  a  time. 
Knitters  were  Reading's  blue-collar 
elite,  paid  so  well  that  in  earlier  years 
at  bonus  time,  the  city's  auto  dealers 
came  to  Berkshire's  parking  lot  to 
peddle  their  new  cars. 

What's  happened  is  a  familiar  story. 
High-paying  manufacturing  jobs  lost 
to  low-paying  service  jobs — when 
they  .weren't  lost  entirely.  Late  last 
year  family-owned  Dietrich  Corp., 
maker  of  Luden's  cough  drops  and  5th 
Avenue  candy  bars,  sold  its  confec- 
tionary operations  to  Hershey  Foods. 
Now  Hershey  has  cut  100  salaried 
employees  and  laid  off  350  hourly 
workers.  Payrolls  have  shrunk  to 
3,500  at  Carpenter  Technology,  the 
vast  steel  complex  along  the  highway 
bypass,  which  has  been  casting  spe- 
cialty steel  in  Reading  since  1889. 
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WHAT  MAKES  ONE 
STEREO  SOUND  BETTER 
THAN  THE  OTHER? 


FEDERAL  TAX  CREDITS. 
LOCAL  TAX  INCENTIVES. 
NO  DUTIES. 
NO  QUOTAS. 
LOW  LABOR  COSTS. 


Panasonic  heard  the  difference.  Loud  and  clear.  That's  why  their 
top-of- the- line  Technics'"  speakers  are  made  in  Puerto  Rico,  and 
stamped  Made  in  the  United  States. 

Which  means  Panasonic's  parent  company,  Matsushita  Electric  of 
Japan,  is  getting  the  same  high-quality  production  they're  accustomed 
to.  Along  with  the  beautiful  sound  of  Puerto  Rico's  substantial  U.S.  fed- 
eral tax  credit,  duty-free  access  to  the  U.S.  market,  and  an  average 
electronic  industry  labor  cost  of  $4.05  per  hour  less  than  that  on  the 
U.S.  mainland. 

And  more  music  to  the  ears,  like  fast  shipping  and  flying  time  to  the 
States.  Factory  space  starting  at  $1 .25/sq.  ft./yr.  And  most  important  of 
all  to  productivity-  and  quality-conscious  companies  like  Matsushita,  a 
highly  skilled  hi-tech  labor  and  management  force  that's  receiving  a  lot 
of  ohms  and  ahhs  from  such  names  as  General  Electric,  Wang, 
Hewlett-Packard  and  a  whole  beautiful  island  of  U.S.  and  international 
manufacturers  of  everything  from  baby  shampoo  to  pacemakers. 

To  hear  all  the  details,  without  obligation,  mail  in  the  coupon  or  call 
Maria  Lopez  today  in  New  York  at  212-245-1200,  Ext.  230. 


[~Yes,  I  want  to  know  more.  Please  send  my  Climate  is  Right  information 
immediately. 

NAME  


TITLE  

COMPANY. 

ADDRESS  

CITY  


-STATE. 


-ZIP. 


TELEPHONE  (  )  

PRODUCT  or  SERVICE  

□  Current  expansion  project     □  Future  expansion  planning  fob-0309 

Mail  to:  COMMONWEALTH  OF  PUERTO  RICO  Or  call 

Economic  Development  Administration  Maria  Lopez 

1290  Avenue  of  the  Americas  212-245-1200 

New  York,  N.Y.  10104-0092  Ext.  230 

PUERTO  RICO 

The  climate  is  right. 


The  problem:  imports.  And  just  north 
of  town  stands  another  reminder  of 
changing  times,  a  battery  factory  with 
the  Japanese  flag  flapping  out  front. 

On  the  other  hand,  Reading's  stock 
of  skilled  tradesmen  is  one  reason 
AT&T  built  a  gleaming  plant  on  a  hill 

Smokestacks  are  gone  from  the  old 
hosiery  mill  below.  It  now  houses 
60  factor}'  outlet  stores,  at  left. 
Bottom:  Shoppers  across  town  at 
the  VF  Factory  Outlet,  prowling  for 
bargains. 


north  of  town  to  produce  electronic 
components.  Here  you'll  find  4,000 
employed,  men  like  Louis  Cavallucci, 
a  machinist  who  spent  the  first  16 
years  of  his  career  over  at  Reading's 
textile  machine  works.  Like  many  of 
his  neighbors,  he  was  second  genera- 
tion at  the  textile  machine  factory, 
hiring  on  because  his  father  had  been 
a  gardener  for  the  company,  trimming 
hedges  and  nurturing  rows  of  cherry 
trees  that  since  have  been  bulldozed 
for  sidewalks.  Eight  or  ten  families  on 
Cavallucci's  block  earned  their  bread 
working  in  the  Wyomissing  mills,  he 
says.  But  then  it  started  to  go  down.  "I 
took  a  20-cent-an-hour  pay  cut  to 
come  to  AT&T."  But  abandoning  a 
smoky  foundry  producing  cast-iron 
knitting  machines  for  a  factory  with 
clean  rooms  where  tiny  electronic 
chips  are  turned  out  paid  off.  Now  his 
son,  a  millwright,  works  at  AT&T, 
too.  Like  Reading  itself,  Cavallucci 
kept  his  eyes  open  and  changed  with 
the  times. 

What  has  happened  in  Reading  has 
been  memorably  captured  by  novelist 
John  Updike,  son  of  a  tradesman,  who 
grew  up  in  nearby  Shillington.  Up- 
dike's trilogy  of  "Rabbit"  books  is, 
among  other  splendid  things,  a 
shrewdly  observed  guide  to  Reading's 
recent  economic  history.  His  hero  is 
Harry  (Rabbit)  Angstrom,  a  Linotype 
operator  who  marries  into  a  family 
that  owns  a  used-car  business  just 
outside  of  Reading.  At  the  beginning 
of  the  trilogy,  in  the  late  1950s,  the 
dealership  is  doing  well  enough  and, 
his  loves  and  longings  aside,  so  is  Rab- 
bit. Along  the  way  Harry's  typesetting 
job  is  lost  to  new  technology,  and  his 
in-laws'  business  is  struggling  against 
an  invasion  of  new,  fuel-efficient  for- 
eign cars.  By  the  last  installment,  in 
1981,  the  family  has  opened  a  Toyota 
franchise,  and  Rabbit,  its  prosperous 
general  manager,  takes  vacations  in 
the  Caribbean. 

It's  not  quite  that  simple  for  most 
folks  in  Reading.  Factory  outlet  shop- 
ping— even  integrated  circuits — 
won't  return  Reading  to  the  muscular 
industrial  town  of  120,000  that  it 
once  was.  The  same  is  true  for  Allen- 
town,  which  will  lose  one  of  its  two 
Mack  Trucks  plants  to  South  Caroli- 
na, and  for  Bethlehem,  where  an  ema- 
ciated Bethlehem  Steel  is  struggling 
to  survive. 

Trading  mills  and  foundries — mak- 
ing things — for  services  like  discount 
shopping  and  tourism  isn't  a  triumph. 
It's  a  painful  adjustment  to  inevitable 
economic  change.  But  as  a  rule  the 
process  opens  the  way  for  still  other 
changes  to  come.  Reading  likely  is  no 
exception.  ■ 
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THE  ALL-NEW 
CHRYSLER  LE  BARON. 

BEAUTY.. 
WITH  A  PASSION  FOR 

DRIVING. 


Shaped  by  wind,  reason  and  a  unique  artistry 
the  design  of  the  all-new  LeBaron  coupe  is  an  image 
of  arresting  beauty 

But  beneath  this  beauty  breathes  a  passion: 
LeBaron  was  created  to  drive  And  drive  it  does! 

It  attacks  the  road  with  a  high  torque,  25  fuel- 
injected  engine.  And  its  turbo  option  can  blur  the 
surface  of  any  passing  lane. 

Handling  is  equally  impressive  Le Barons 
advanced  front-wheel  drive  and  positive-response 
suspension  will  calm  the  most  demanding  roads. 
Even  razor-sharp  turns  lose  their  menace. 


Luxurious  contoured  leather  seats  comfort  and 
support,  instrument  readings  are  captured  in  a 
glance  Controls-positioned  to  minimize  distraction. 

And  because  Chrysler  knows  their  quality  can 
stand  the  test  of  time  and  travel  Le Barons  quality  is 
backed  for  5  years  or  50000  miles,*  whether  you  buy 
or  lease.  |  A  | 

Its  power  will  move  you.  Its  beauty  will  fly 
stop  you.  The  all-new  Chrysler  LeBaron.  aSL 
AtyourChrysler-PlyiTK)uthclealei  om^^oi^d 

CHRYSLER.  DRIVING  TO  BE  THE  BEST. 


Chrysler  Motors:  Best-built,  best-backed  American  cars  and  trucks.** 

•  k*ner  train  and  agon*  ootef  body  r\j#-ttnoM8fi-  See  Hmfled  vwananty  at  dea»ei  ftettricltora  app*y  "Bawd  on  tune*  at  ownef  pxottem*  v»tth  W>  can  and  Ight  frucki 
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IF  YOU'RE 
SITTING  ON  A  BOARD 
YOU  COULD  BE 
A  SITTING  DUCK. 

Some  practical  solutions  to 
the  D&O  liability  problem  from  Peat  Mar  wick. 


An  interview  with  Larry  D.  Horner, 
Chairman  and  Chief  Executive, 
PeatMarwick 

QMr.  Horner,  is  D&O  liability 
a  real  problem  or  has  it  been 
manufactured? 

Alt's  a  real  problem.  We  just 
completed  surveying  7,000 
CEO's,  directors,  and  heads  of 
organizations-public,  private, 
and  not-for-profit.  We  covered  the 
business  community  and  the 
response  was  overwhelming- 
D&O  liability  is  a  major  concern. 
Nine  out  of  ten  people  indicated 
that  it  is  a  crisis  or  may  grow 
into  one. 

QAn  accounting  firm  seems  an 
unlikely  candidate  to  tackle 
the  D&O  liability  issue.  Why  is 
Peat  Marwick  involved? 

A Because  of  our  concern  over 
how  debilitating  D&O 
liability  could  be  to  American 
businesses.  The  voice  of  the 
outside  director  is  vital  to  every 
organization.  With  so  much 
attention  on  the  litigation 
explosion  and  its  impact  on  the 
availability  and  cost  of  insurance, 
I  think  we're  losing  sight  of  the 
bigger  picture:  what  is  happening 


to  the  quality  of  corporate 
governance.  Directors  feel  like 
sitting  ducks.  More  and  more, 
outstanding  candidates  are 
turning  down  Board  offers  rather 
than  risk  the  exposure.  If  this 
continues,  we're  all  in  big  trouble. 
That's  what  prompted  us  to 
establish  the  CEO/Peat  Marwick 
Panel*  on  D&O  Liability  Reform 
in  concert  with  several  national 
organizations  last  fall. 

QWhat  short-term  solutions  are 
you  proposing? 

A We're  working  in  several 
areas.  First,  we  believe  the 
best  elements  of  the  recent 
reforms  in  Delaware,  Indiana  and 
Connecticut  should  serve  as 
model  state  legislation.  We're 
also  asking  Peat  Marwick 
partners  to  work  with  local 
business  leaders  and  form 
coalitions  at  the  state  level. 
Lastly,  the  Panel  intends  to 
investigate  the  need  for  a 
Director's  Charter  that  clearly 
defines  duties,  ethics  and  the 
scope  of  Board  members' 
responsibilities. 

QDo  you  see  a  need for  legal 
reforms,  as  well? 


A I've  long  felt  that  joint  and 
several  liability  has  been 
grossly  abused.  It's  now  primarily 
a  tactic  for  chasing  down  the 
deepest  pockets,  rather  than  a 
means  of  redressing  the  party 
actually  responsible  for 
negligence.  The  majority  of 
executives  we  surveyed  also  felt 
that  reforming  joint  and  several 
liability  is  necessary,  as  is 
capping  liability  awards  and 
limiting  contingency  fees  for 
attorneys. 

QCan  you  recommend  any 
immediate  measures  for 
Board  members? 

A Yes.  First,  keep  the 
information  flowing  from 
management  to  the  Boardroom. 
Stay  well-advised  and  don't 
hesitate  to  bring  in  outside 
consultants  on  the  D&O  liability 
problem.  Form  additional  Board 
committees.  And,  most 
importantly,  get  involved  with 
local  business  coalitions. 
Because,  frankly,  local  initiatives 
are  the  principal  way  to  bring 
about  fundamental  reform  to  a 
system  that  has  let  D&O  liability 
become  a  national  concern. 
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PEAT 

MARWICK 


*CEO/Peat  Marwick  Panel:  345  Park  Avenue,  New  York,  NY  10154. 
Members  include:  National  Association  of  Corporate  Directors  •  American  Association  of  Museums  •  American  Symphony  Orchestra  League 
Association  of  Governing  Boards  of  Universities  and  Colleges  •  Independent  Sector  •  Public  Risk  and  Insurance  Management  Association 


David  Tappan  Jr.  has  done  a  good  job 
keeping  Fluor  Corp.  out  of  bankruptcy. 
Now  about  that  encore. 

After  the 
frying  pan,  what? 


By  Marc  Beauchamp 


Fluor  Corp.,  the  Irvine,  Calif. - 
based  international  engineering 
and  construction  firm,  has  sur- 
vived, but  barely.  It  profited  hand- 
somely during  the  1970s  from  recy- 
cling the  oil  producers'  wealth  into 
grandiose  projects.  It  specialized  in 
complex  jobs  like  the  Aramco  Gas 
Program  in  Saudi  Arabia,  which  took 
four  years  and  at  its  zenith  employed 
25,000  workers.  Cost:  $4  billion. 

At  its  peak,  in  1981,  Fluor  earned 
$159  million  on  revenues  of  $6.1  bil- 
lion. The  stock  market  priced  the 


company  at  nearly  $5  billion,  more 
than  four  times  its  present  market 
capitalization.  "We  used  to  get  on  an 
airplane  and  negotiate  $500  million  in 
business,"  recalls  Fluor  executive 
Leslie  McCraw. 

Fluor  executives  began  dreaming  of 
glory.  Why  not  even  bigger  things?  In 
1981  J.  Robert  Fluor,  grandson  of  the 
Swiss  immigrant  who  founded  the 
company,  paid  a  very  rich  $2.2  billion 
for  St.  Joe  Minerals  Corp.,  the  big  gold 
and  base  metals  producer.  That  ratch- 
eted Fluor's  long-term  debt  from  $79 
million  to  $1.1  billion  overnight. 
Those  were  the  days  when  inflation 


was  forever,  when  only  dunces  feared 
debt.  Trapped  by  this  conventional 
wisdom,  Bob  Fluor  was  ill  prepared  for 
the  outbreak  of  deflation  that  hit  the 
world  in  the  mid-1980s. 

Oil  prices  collapsed.  The  curtain 
fell  on  the  megaproject  days.  Fluor 
lost  $633  million  in  1985,  another  $60 
million  on  revenues  of  $4.7  billion 
last  year,  and  will  likely  turn  only  a 
small  profit  this  year.  To  bid  on  $500 
million  in  contracts  these  days,  says 
McCraw,  "we  have  to  get  on  20  or  30 
airplanes."  Even  senior  executives 
must  now  fly  coach,  and  need  a  spe- 
cial waiver  to  fly  nonstop. 

But  hasn't  competitor  Bechtel 
weathered  the  oil  collapse?  Isn't  com- 
petitor Morrison  Knudsen  now  more 
profitable  than  ever?  Yes,  but  they 
didn't  get  carried  away  as  Fluor  did. 

Bob  Fluor  died  of  lung  cancer  in 
1984.  Replacing  him  as  chairman  was 
David  Tappan,  now  64.  Born  on  Chi- 
na's Hainan  Island  to  missionary  par- 
ents, Tappan  joined  Fluor  in  1952  and 
spent  the  next  30  years  selling  and 
overseeing  huge  projects. 

Tappan  at  first  thought  the  mega- 
project market  would  quickly  revive, 
and  he  stalled  at  cutting  back.  But 
mounting  losses  and  sagging  oil  prices 
snuffed  that  hope,  and  Tappan  turned 
to  the  drab  work  of  shrinking  the 
company  to  save  it. 

He  dumped  peripheral  businesses 
such  as  real  estate,  oil,  gas  and  off- 
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Fluor  Corp.  Chairman  David  Tappan  Jr. 

"There  are  still  going  to  be  big  opportunities."  But  for  whom? 
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Look  who  gives  you 
40  years  of  know-how  on 
every  flight  to  Asia. 


If  you're  traveling  to  Tokyo,  Hong  Kong,  Seoul, 
Manila,  Taipei,  Osaka,  Shanghai,  Guam,  Okinawa 
or  Bangkok*  look  to  Northwest. 

We've  been  hanging  our  hat  in  Asia  for  40 
years  —  longer  than  any  other  airline.  So  we  know 
how  to  make  distant  lands  seem  a  lot  closer. 

That's  why  we're  the  only  U.S.  airline  to  offer 
an  all-747  fleet  across  the  Pacific.  So  you  can  stretch 
out  in  nothing  short  of  wide-cabin  comfort  and  arrive 
at  your  destination  rested  and  ready  to  go. 


1987  Northwest  Airlines 


•Service  to  Bangkok  begins  4/5/87. 


And  every  flight  offers  you  the  luxuries  of  our 
internationally  acclaimed  Regal  Imperial  Service. 

Call  your  travel  agent  or  Northwest  at 
(800)  447-4747  for  international  reservations. 

LooktoS. 

^  NORTHWEST 


shore  drilling  operations.  He  auc- 
tioned off  corporate  artwork  and  sold 
the  company's  well-appointed  727  jet. 
He  sold  and  leased  back  Fluor's  Sugar 
Land,  Tex.  engineering  center  and  its 
Irvine  headquarters  building,  an  opu- 
lently futuristic  edifice,  finished  in 
1977,  that  was  built  to  impress  visit- 
ing sheikhs  and  heads  of  state.  He  also 
eliminated  22,000  jobs,  half  of  Fluor's 
payroll,  and  slashed  salaries  and  perks 
for  the  survivors.  To  convince  the 
troops  that  he  was  sharing  in  the  pain, 
Tappan  cut  his  own  salary  and  bonus 
from  $773,000  in  1982  to  $450,000 
last  year. 

Faced  with  a  dearth  of  big  projects, 
Tappan  is  bidding  little  jobs  across  the 
country:  bunts  and  singles,  in  other 
words,  in  place  of  swinging  for  the 
fences.  Whereas  Fluor's  typical  job 
was  worth  $250  million  in  1981,  it 
has  since  shrunk  to  $15  million. 

Today  few  jobs  are  too  small.  In  late 
1985,  for  example,  Fluor  beat  out 
three  local  outfits  for  a  $120,000  engi- 
neering and  consulting  contract  on 
Oceanside,  Calif. 's  rebuilt  fishing 
pier.  Meanwhile,  Daniel  Internation- 
al, an  open-shop  engineering  and  con- 
struction firm  acquired  by  Fluor  in 
1977,  specializes  in  building  auto, 
chemical,  and  pulp  and  paper  plants. 
Such  general  industrial  work  now  ac- 
counts for  a  quarter  of  Fluor's  pending 


projects,  versus  less  than  4%  in  1981. 

Under  President  and  Chief  Operat- 
ing Officer  John  Wright,  44,  Fluor's  St. 
foe  Minerals  has  written  down  assets, 
taken  bitter  strikes  and  cut  its  overall 
cost  of  production  by  25%.  Last  fall 
St.  Joe  and  Homestake  Mining  forged 
a  joint  production  venture  to  reduce 
lead  production,  setting  the  stage  for 
rising  prices  for  that  mineral.  Wright 
hopes  for  a  similar  deal  in  zinc. 


Faced  with  a  dearth  of  big 
projects,  Tappan  is  bidding 
little  jobs  across  the 
country:  bunts  and  singles, 
not  home  runs. 


Fluor  is  getting  back  into  better 
shape  financially,  too.  The  proceeds 
of  the  shrinkage  enabled  Tappan  to 
cut  Fluor's  long-term  debt  sharply,  al- 
though new  bonds  sold  late  last  year 
to  pay  a  big  bill  for  back  taxes  raised 
the  debt  load  again,  to  $519  million. 
Reported  earnings  were  $60  million 
in  minus  territory  last  year;  even  so 
Fluor's  cash  flow  was  a  positive  $91 
million.  You  can  argue  with  Tappan 's 
decision  to  pay  out  $32  million  of  that 
cash  flow  as  dividends.  But  there  is  no 
denying  that  as  Fluor  returns  to  profit- 
ability this  year,  cash  flow  will  surge. 

Fluor  still  has  some  readily  salable 


assets.  There  is  St.  Joe's  profitable 
coal  joint  venture  with  the  Royal 
Dutch/Shell  Group.  There  is  also 
Fluor's  90%  stake  in  St.  Joe's  gold 
production;  the  other  10%  was  sold  to 
the  public  last  year  for  $39  million 
and  is  now  worth  $33  million.  Robert 
McCoy  Jr.  of  Kidder,  Peabody  figures 
Fluor's  coal  and  gold  stakes  would 
fetch  over  $550  million. 

Tappan  has  refused  to  close  offices 
or  retreat  from  overseas  so  as  not  to 
miss  out  on  potential  big  projects,  like 
the  proposed  $8  billion  project  to 
bring  Norwegian  natural  gas  south  to 
the  rest  of  Europe.  And  despite  com- 
petition from  lean  and  hungry  Japa- 
nese and  Korean  competitors,  Tappan 
keeps  his  hand  in  the  Pacific  Basin 
market.  Large-scale  defense-related 
contracts,  too,  are  always  a  possibility 
for  a  company  with  Fluor's  skills  and 
reputation.  "There  are  still  going  to  be 
big  opportunities,"  Tappan  insists. 
"Meantime,  we've  just  got  to  grind 
out  the  rest." 

So  there  Fluor  sits  with  attractive 
assets  but  so-so  earnings  prospects. 
There's  a  lot  there  that  might  appeal 
to  the  takeover  types  who  still  prowl. 
Unless  he  can  show  talent  for  getting 
some  decent  earnings  out  of  those  as- 
sets, and  soon,  Tappan  may  have 
pushed  Fluor  from  the  frying  pan  into 
the  fire.  ■ 


An  island 
without  peer. 

Fisher  Island  near  Miami  is 
the  quintessential  private  club 
community  in  America. 

From  the  beautiful  Fisher 
Island  Club,  to  the  Racquet  Club 
with  clay  and  grass  courts, 
to  the  Yacht  Club,  to  the  stylish 
launches  running  to  and  from 
the  mainland,  to  superb  cuisine 
and  gracious  guest  accommoda- 
tions, to  a  mile  of  private  beach 
and  Beach  Club,  to  security  and 
attentive  service,  to  luxurious 
condominium  residences  priced 
from  $335,000,  Fisher  Island 
is  without  peer. 

Live  or  vacation  on  an  island 
like  none  other. 

Fisher  Island.  Seven  Fisher 
Island  Dr.,  Fisher  Island,  Florida 
33109.  Phone  (305)  535-6071/ 
Toll-free  (800)  624-3251. 

ISHER  ISLAND 


Complete  offering  terms  are  in  an  offering  plan  available  from  the  sponsor.  This  advertisement  is  not  an  offering  to  New  Jersey  residents. 
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Dictaphone  Introduces 

Connexions: 

For  the  many  voices  of  business. 


Some  days,  don't  you  feel  like  you're 
just  going  through  the  motions?  Trying  to  com- 
municate but  getting  nowhere.  You  miss 
important  messages.  Clients  don't  get  your 
calls.  Everything  seems  to  pile  up.  Did  you 
ever  think  there  has  got  to  be  a  better  way? 
There  is.  Dictaphone's  new  Connexions  voice 
processing  system. 

Connexions  can  become  the  all-in-one 
desktop  communications  center  for  your  voice 
of  business.  The  Connexions  voice  pro- 
cessing system  is  so  sophisticated,  it  will  prac- 
tically let  you  run  your  entire  business  from 
your  desk. 

The  Connexions  system  enables  you 


to  communicate  with  your  staff,  your  associ- 
ates, your  customers  . . .  any  time,  from  any- 
where. And,  one  time  is  all  it  takes  to  get  your 
message  across.  Connexions  handles  all 
your  voice  communications  needs.  Because 
actions  don't  always  speak  louder  than  words. 

The  Connexions  voice  processing 
system.  New  from  Dictaphone.  The  Voice  of 
Business. 

THE  VOICE 
Of  BUSINESS 


^To  learn  more  about  Connexions  frorr^ 
I  Dictaphone  call  toll-free: 

I  1-800-342-8439 

I or  write:   Dictaphone  Corp. 
xf-37  120  Old  Post  Road 

Rye.  N  Y  10580-0648 

I  Name  


HI  Dictaphone 


Title  

Company. 
Address  


_Phone. 


.State- 


-ZiP- 


I  City  

|  DICTAPHONE*  and  Connexions'"  are  trademarks  ot 
^lictaphone  Corp  ,  Rye,  NY  "  1986  Dictaphone  Corp 


A  Pitney  Bowes  Company 


As  I  See  It 


Market  forces  can  run  roughshod  over 
politicians  and  regulators,  says  this  invest- 
ment banker.  Those  forces  now  threaten 
the  U.S.  role  in  world  money  markets. 

New  capitals  for 
raising  capital? 


John  (Jack)  Hennessy  is  wor- 
ried. Hennessy,  chairman  of 
Credit  Suisse  First  Boston  Ltd., 
fears  that  inadequate  savings  and  a 
surfeit  of  regulations  will  combine  to 
diminish  the  importance  of  the  U.S. 
in  the  burgeoning  international  capi- 
tal market.  That  would  be  quite  a 
loss.  According  to  Hennessy,  the  in- 
ternational capital  market,  which  he 
defines  as  bonds  and  stocks  placed 
outside  of  national  borders,  was 
worth  about  $20  billion  a  year  five 
years  ago.  This  past  year  it  was  worth 
$180  billion.  Perhaps  $30  billion  of 
that  was  equity  or  equity  related. 

Hennessy  thinks  the  U.S.  could 
lose  out  to  the  Europeans  and  Japa- 
nese for  reasons  he  explained  in  con- 
versation with  Richard  Morais,  of 
Forbes'  European  Bureau.  Below,  ex- 
cerpts from  their  talk. 

Forbes.  I  gather  you  believe  the  world 
capital  market's  center  of  gravity  is  shift- 
ing away  from  the  U.S.  Why? 
Hennessy:  The  U.S.  capital  market  is 
no  longer  the  capital  market  to  the 
world,  as  it  was  for  most  of  the  20th 
century.  It  seems  clear  to  me  that 
London,  which  is  the  international 
center,  and,  increasingly,  Tokyo  will 
be  the  major  capital  centers.  Japan  is 
unable  to  consume  all  its  savings  do- 
mestically, and  history  teaches  us 
that  any  country  that  has  a  lot  of 
capital  available  to  the  world  be- 
comes a  capital  center  very  quickly. 
We  came  out  of  World  War  II  with  the 
savings  to  make  available  to  the 
world.  And  now  the  Japanese  find 
themselves  in  that  position. 


Credit  Suisse  First  Boston 's  Hennessy 
London  and  Tokyo  over  New  York? 

ersseem  to  find  U.S.  financial  regulation 
bewildering,  at  best. 

This  is  a  real  problem.  Take  securi- 
ties. There's  been  this  huge  move- 
ment to  simplify  the  rules  and  proce- 
dures for  issuing  securities  in  France, 
Germany,  Britain,  even  Japan.  But 
U.S.  market  during  this  time  runs  the 
grave  risk  of  becoming,  in  effect,  a 
regional  market.  No  foreign  corpora- 
tion will  go  to  the  U.S.  market. 

I  think  the  SEC  should  greatly  sim- 
plify the  whole  process  of  registra- 
tion, disclosure,  and  whether  compa- 
nies need  to  transform  their  accounts 
to  American  standards.  These  are  all 
very  provincial  type  rules. 

The  cost  of  converting  to  U.S.  ac- 
counting standards  is  at  least  $1  mil- 
lion for  a  major  Japanese  or  British 
company.  Why  do  that  unless  there  is 
availability  of  capital,  or  a  cost  of  cap- 
ital, that  you  can't  get  anywhere  else 
in  the  world? 


But  is  savings  the  only  problem.'  Foreign-    But  don 't  disclosure  and  high-quality  in- 


formation  make  capital  markets  more 
efficient? 

Somehow  in  the  European  market 
we're  able  to  float  Japanese  compa- 
nies, Australian  companies,  Belgian, 
Finnish  and  Swiss  companies.  Ac- 
counting figures,  certified  by  accoun- 
tants but  with  different  types  of  na- 
tional practices,  are  accepted  by  the 
market  as  legitimate. 

Meaning  companies  can  finance  more 
cheaply  in  London  than  in  New  York? 
It's  basically  cheaper  in  London.  That 
is  why  you're  finding  a  large  percent- 
age of  U.S.  firms  issuing  here,  as  op- 
posed to  European  firms  going  there. 

Now,  if  you  just  looked  at  interest 
rates,  European  firms  or  governments 
could  have  raised  money  more  cheaply 
in  the  U.S.  So  why  are  they  going  to  the 
international  market?  It  must  be  be- 
cause the  price  they  put  on  harassment 
and  regulation  makes  the  cheaper  cost 
of  the  money  not  worth  the  effort. 
That's  the  only  explanation  I  have. 
Many  of  these  people  won't  put  up  with 
the  U.S.  regulatory  environment. 
There  is  a  huge  amount  of  fear  as  to 
what  the  SEC  does.  They  put  a  high  cost 
on  the  regulatory  cost  of  financing. 

You  see,  the  U.S.  has  been  a  market 
that  on  the  surface  seems  sophisticat- 
ed but  has  never  really  been  accessible 
except  to  a  few  well-known  British 
and  Swedish  names.  A  lot  of  the  stock 
issues  that  were  done  in  the  interna- 
tional market  might  not  have  been 
done  as  successfully  in  New  York.  I 
think  the  international  business  in 
New  York  would  have  developed 
much,  much  more  than  it  did  had  the 
savings  been  available  and  the  rules 
been  simpler. 

Surely  there  is  a  need  for  financial  mar- 
ket rules  and  regulations. 
Rules  about  behavior  like  insider  trad- 
ing— practices  that  in  many  circum- 
stances have  never  been  codified — will 
come  about.  I  doubt,  however,  that 
they  will  move  toward  the  U.S.  type  of 
accounting  and  reporting  require- 
ments. But  even  if  they  did,  the  interna- 
tional market  offshore  wouldn't  have 
to  conform.  British  regulations  only 
cover  the  sale  of  stock  or  bonds  physi- 
cally in  Britain.  That's  only  5%  to  10% 
of  the  international  market. 

In  sum,  you're  saying  that  if  we  don't 
further  liberalize  the  U.S.  capital  markets, 
we  may  lose  the  business? 
I'm  saying  that  market  forces  are  such 
that,  once  you've  unleashed  them,  it's 
very  hard  for  politicians  and  regula- 
tors to  get  in  the  way.  The  forces 
create  their  own  logic  and  their  own 
momentum.  ■ 
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CUMULATE  ROBOTS  TOOAV 


TO  SEE  HOW  WELL 
YOU'LL  DO  TOMORROW. 


Robot  systems  usually  have  a  positive  effect  on 
the  bottom  line.  Lower  overhead.  Higher 
productivity.  Safer. 
Unfortunately,  some  systems  never  quite  run 


the  problem  is  the  way  it's  put  together.  v 

No  more.  With  our  computerized 
simulation  program,  manufacturing 
engineers  can  analyze  the  operations  of  a 
variety  of  robot  work  cells  before  installing 


any  in  a  factory.  So,  from  the  very  beginning, 
manufacturers  know  what  robots  to  use, 


the  results  will  be — from  input  to  output 
to  profit,  from  the  first  day  on  the  line. 

We're  creating  breakthroughs  that 
make  a  difference  in  the  way  things 
work  and  the  way  people  live. 

We're  McDonnell  Douglas. 


For  more  information,  write: 

Robot  Simulation,  McDonnell  Douglas, 

Box  14526,  St.  Louis,  MO  631 78 
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years  Canon  and  Minolta  have  fought 
for  leadership  in  the  35mm  camera  mar- 
ket. Can  Canons  innovative  product 
make  it  number  one  once  again? 


"I  am  betting 
my  destiny" 


By  Jeffrey  A.  Tractatenberg 

Anyone  who  still  believes  that 
Japanese  industry  works  in  un- 
k  competitive  harmony  doesn't 
know  much  about  Japanese  camera 
makers.  Competition  among  the 
35mm  single  lens  reflex  (SLR)  camera 
makers  has  grown  cutthroat,  especial- 
ly as  the  U.S.  market  has  matured.  In 
1984,  when  consumer  spending  was 
hot  and  the  Olympics  were  in  Los 
Angeles,  2.4  million  35mm  SLRs 
worth  $720  million  (retail)  were  sold. 
Last  year  1.9  million  units  valued  at 
$550  million  moved. 

The  battle  has  been  especially 
tough  for  Tokyo-based  Canon  Inc., 
the  $5.9  billion  (estimated  1986  reve- 
nues) producer  of  photocopiers,  video- 
cassette  recorders,  office  products 
and,  of  course,  35mm  cameras.  Canon 
was  founded  in  1937  by  the  late  Dr. 
Takeshi  Mitarai,  a  Tokyo  gynecolo- 
gist. It  zoomed  ahead  of  Pentax,  Ni- 
kon, Minolta  and  the  rest  in  1976, 
after  it  introduced  the  Canon 
AE-1,  the  first  electronic  35mm 
SLR  to  make  automatic  expo- 
sure control  available  to  con- 
sumers at  an  affordable  price. 

By  using  electronics,  the  AE-1 
eliminated  some  300  mechani- 
cal parts  (leaving  some  900); 
that  reduced  the  manufacturing 
cost.  More  important,  it  took 
much  of  the  guesswork  and 
complexity  out  of  35mm  pho- 
tography. With  everything  but 
the  focusing  automatic,  practi- 
cally anybody  could  play  profes- 
sional photographer.  From  1976 
to  1984  the  U.S.  market  for 
35mm  SLRs  nearly  tripled. 

Canon  was  the  primary  bene- 
ficiary. By  1978  it  commanded  Cam 
o  of  the  U.S.  market.  That  "We 
re  dwindled  as  the  market   


grew  and  as  other  camera  makers  add- 
ed electronics  to  their  products.  Even 
so,  as  recently  as  1985  Canon  owned 
27%  of  the  U.S.  market  for  35mm 
SLR  cameras,  against  second-place 
Minolta's  20%-to-25%  share. 

Canon's  competitors,  however,  sel- 
dom whine  and  never  sleep.  In  Janu- 
ary 1985  Minolta  unveiled  the 
Maxxum  7000,  the  world's  first  auto- 
focus  single  lens  reflex  system.  With 
it,  consumers  could  take  a  high-quali- 
ty 35mm  camera,  point  and  shoot  it 
without  focusing.  A  little  electronic 
motor  inside  the  camera's  body  does 
all  the  focusing  work.  Here  was  as 
much  of  a  breakthrough  product  as 
Canon's  AE-1,  and  Minolta  quickly 
gained  30%  of  the  U.S.  market,  win- 
ning back  the  number  one  spot  it  had 
lost  to  Canon  in  1976. 

Since  the  Maxxum  7000  appeared, 
Nikon,  Yashica  and  Olympus  have 
introduced  autofocus  products.  But 
not  Canon. 

"We  didn't  want  to  make  a  me-too 


)n 's  Fujio  Mitarai 

didn't  want  a  me-too  product." 


product,"  explains  Fujio  Mitarai,  pres- 
ident of  Canon  U.S.A.  and  nephew  of 
Canon's  founder.  As  a  result,  adds  Mi- 
tarai, "we're  two  years  late"  in  autofo- 
cus cameras.  Autofocus  models  now 
acount  for  nearly  one-third  of  all 
35mm  SLR  cameras  sold. 

Now  Canon  is  back  in  the  fight.  In 
mid-February  Mitarai  introduced 
Canon's  EOS  (for  Electronic  Operat- 
ing System,  or  the  Greek  goddess  of 
dawn,  take  your  pick)  automatic  fo- 
cusing camera.  "I  am  betting  my  des- 
tiny," says  Mitarai,  "that  the  EOS 
will  win  back  our  number  one  posi- 
tion within  one  or  two  years." 

The  Canon  product  is  clearly  a 
breakthrough.  Whereas  Minolta  and 
the  others  have  put  their  autofocusing 
motors  in  their  cameras'  bodies, 
Canon  has  invented  an  arc-shaped  fo- 
cusing motor  that  fits  inside  the  cam- 
era lenses.  Each  lens  has  its  own  little 
motor,  powered  by  a  semiconductor 
chip  of  Canon's  own  design.  Putting 
the  motor  inside  the  lens  means  Can- 
on's EOS  can  focus  twice  as  fast  as 
Minolta's  Maxxum  and  needs  only 
half  as  much  light.  One  dial  puts  the 
EOS  on  automatic.  The  camera  then 
focuses  electronically  in  less  than  half 
a  second.  (Camera  bugs  can  control 
everything  manually  if  they  wish.) 

Cost?  By  putting  the  focusing  mo- 
tor in  the  lens  Canon  has  been  able  to 
make  a  camera  that  is  less  mechanical 
and  more  electronic  than  ever,  further 
reducing  manufacturing  and  servicing 
costs.  Canon's  EOS  and  Minolta's 
Maxxum  will  list  at  about  $600  for 
the  camera  body  and  a  good  lens. 

Will  the  innovative  new  camera  re- 
store Canon's  preeminence?  Mitarai 
says  he'll  spend  $10  million  this  year 
to  advertise  the  new  camera.  But  play- 
ing catch-up  is  never  easy,  especially 
in  a  mature  market  already  crowded 
with  competing  autofocus  mod- 
els from  Olympus,  Nikon  and 
Yashica,  as  well  as  Minolta's 
Maxxum.  "Canon  may  well  ex- 
pand the  SLR  market  as  a  whole 
with  its  advertising,"  says  Jana 
Dejong,  Minolta  Corp.'s  mar- 
keting services  manager,  "but 
we  aren't  overly  concerned." 
Nikon,  Olympus  and  Yashica, 
she  adds,  "are  replacing  market 
share  that  they  had  with  earlier 
models." 

Agrees  Ivan  Becker,  camera 
sales  manager  for  Olden  Cam- 
eras, a  big  New  York  discount- 
er: "It's  possible  to  make  a 
comeback  in  this  business,  but 
Canon  won't  find  it  easy." 

But  then,  Canon  didn't  get  to 
where  it  is  by  taking  the  easy 
route.  ■ 
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If  the  restructuring  of  corporate  America 
has  an  intellectual  home,  it's  the  Wharton 
School.  What  makes  its  graduates  run? 

Their  eyes  are  on 
the  main  chance 


By  Richard  Greene 


I'll  tell  you  the  difference 
between  Wharton  and  Har- 
vard," says  raider  Saul  Stein- 
berg, elbows  resting  on  his 
immense  desk.  "Men  and 
women  come  out  of  Harvard  and  they 
think  they  should  be  one  of  the  senior 
partners  or  one  of  the 
heads  of  the  company 
within  three  to  five  years. 
They  come  out  of  Whar- 
ton and  they  know  the 
only  way  to  run  a  compa- 
ny in  five  years  is  to  start 
your  own." 

"I  took  a  lot  of  finance 
courses  at  Wharton,"  says 
New  York  real  estate  ty- 
coon Donald  Trump,  "and 
first  they  taught  you  all 
the  rules  and  regulations. 
Then  they  taught  you  that 
those  rules  and  regula- 
tions are  really  meant  to 
be  broken;  it's  the  person 
who  can  create  new  ideas 
who  is  really  going  to  be 
the  success." 

"When  we  got  out  of 
Wharton,  we  felt  like  we 
could  conquer  the  world," 
says  Gilbert  Harrison, 
managing  director  of 
Shearson  Lehman  Broth- 
ers, between  phone  calls  to  Alabama 
and  Tokyo.  "And,  in  fact,  we  did." 
Harrison  is  just  46. 

In  the  business  world  today,  for  bet- 
ter or  worse,  the  chief  spoils  go  not  to 
the  man  who  spends  20  years  working 
his  way  up  to  the  vice  president's  of- 
fice but  to  the  person  who  is  quick 
with  a  pen  on  the  back  of  an  envelope, 
the  financial  wheeler-dealer,  and  the 
Wharton  School  of  the  University  of 
Pennsylvania  is  clearly  the  academy 


for  dealsters. 

Harvard  Business  School  has  the 
reputation  for  producing  corporate 
presidents.  But  it  is  from  the  ranks  of 
Wharton  graduates  that  come  those 
who  strike  fear  into  the  hearts  of  the 
business  establishment.  People  like 
alumni  Saul  Steinberg,  Laurence 
Tisch,    Ronald   Perelman,  Michael 


Milken,  Donald  Trump. 

Wharton's  dean,  Russell  Palmer, 
seems  a  little  nervous  at  having  his 
school  too  closely  tied  to  Wall  Street's 
high  rollers.  "I  don't  think  we  have 
any  great  preponderance  of  finance 
people  over  here, "  he  says.  Maybe  not, 
but  his  office  is  in  the  suite  named 
after  the  MacAndrews  &  Forbes 
Group  (chairman  Ronald  Perelman, 
class  of  '66)  in  Steinberg  Hall  (Saul 
Steinberg,  class  of  '59). 


No,  not  every  Wharton  graduate 
unfurls  the  Jolly  Roger  upon  gradua- 
tion. Wharton  has  graduated  a  healthy 
number  of  smart  businessmen  of  a 
more  conventional  cut.  Apple's  John 
Sculley  went  there,  as  did  Edmund 
Pratt,  chairman  of  Pfizer;  Robert 
Crandall,  chairman  of  American  Air- 
lines,- William  Glavin,  vice  chairman 
of  Xerox;  and  Reginald  Jones,  former 
chairman  of  General  Electric.  Thou- 
sands of  small,  successful  business- 
men who  have  started  their  own  firms 
or  built  up  family  firms  have  also 
come  out  of  the  Wharton  School. 

But  in  1987,  at  least,  the  finance- 
oriented  alumni  are  the  ones  making 
a  splash:  Geoffrey  Boisi,  the  Gold- 
man, Sachs  general  partner  who  has 
probably  arranged  more  giant  mergers 
and  acquisitions  than  anyone;  Martin 
Lipton,  the  takeover  attorney;  Jon 
Burnham  of  Drexel  Burnham  Lam- 
bert; his  father,  I.W.  Burnham,  and 
more  than  100  other  members  of  that 
controversial  but  groundbreaking 
firm.  The  list  goes  on  and  on:  Richard 
Campbell,  chief  financial  officer  of 
PaineWebber;  Alvin  Shoemaker, 
chairman  of  the  board  of  First  Boston; 
M.njaeHong  Michael  Tarnopol,  man- 
aging director  of  Bear, 
Stearns;  Mortimer  Zuck- 
erman,  who  is  chairman 
of  both  Boston  Properties 
and  U.S.  News  &  World  Re- 
port magazine. 

Interviews  with  dozens 
of  professors,  alumni  and 
outside  observers  have 
yielded  up  some  solid 
ideas  of  what  makes 
Wharton  tick. 

One  factor  is  the  entre- 
preneurial bent  of  the  fac- 
ulty. Many  professors 
hold  down  consulting 
jobs.  Most  are  on  the 
boards  of  companies 
themselves.  Marketing 
professor  Leonard  Lodish, 
for  instance,  is  a  board 
member  of  American 
Health  Systems  Inc., 
Travelers  Mortgage  Ser- 
vice, Inc.  and  Information 
Resources. 
Dean  Palmer  himself  is  on  a  dozen 
boards,  including  GTE  and  Marine 
Midland  Banks.  No  academic  he. 
Palmer  is  not  an  M.B.A.;  he  is  a  certi- 
fied public  accountant  and  possesses  a 
bachelor  of  arts  degree  in  accounting 
from  Michigan  State.  His  other  de- 
grees are  honorary.  He  quickly  rose 
through  the  ranks  of  one  of  the  Big 
Eight  accounting  firms,  Touche  Ross, 
to  become  a  managing  partner  whose 
"Hollywood  good  looks  and  cocky 
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salesmanship  chal- 
lenged the  stereotype 
of  the  Bob  Cratchit 
CPA/'  according  to 
Mark  Stevens  in  The  Ac- 
counting Wars. 

Back  in  the  1950s  the 
Wharton  faculty  was 
driven  to  be  entrepre- 
neurial because  the 
school  wasn't  paying  as 
well  as  other  institu- 
tions: $5,000  a  year  for 
new  professors.  "Sala- 
ries were  shockingly 
low,"  admits  the  au- 
thorized history  of  the 
school.  As  a  result,  half 
were  driven  to  teach  in 
the  evening  and  exten- 
sion programs  to  sup- 
plement their  income. 
With  an  endowment 
smaller  than  that  of 
Harvard,  Stanford  or  Columbia, 
Wharton  attracted  professors  with  the 
lure  of  an  unstructured,  research-ori- 
ented environment  in  which  they 
could  pursue  their  interests  more 
freely  than  they  would  be  able  to  at 
other  schools.  Although  Wharton  sal- 
aries are  now  more  in  line  with  other 
prestigious  universities — starting  at 
$50,000  a  year  for  full  professors — the 
freedom  to  wheel  and  deal  still  helps 
to  attract  practical-minded  faculty. 

As  a  result,  Wharton  students 
found  themselves  in  a  free-flowing, 
unstructured  place.  The  school  offers 
more  than  200  courses  in  its  M.B.A. 
program,  for  instance,  while  Harvard 
has  only  72.  That  means  the  students 
have  been  on  their  own  to  a  consider- 
able degree.  "We  were  more  self-suffi- 
cient than  other  busi- 
ness school  students 
because  we  had  to  be," 
says  Apple  Computer 
Chairman  John  Scul- 
ley,  a  1963  Wharton 
M.B.A.  "Students  did 
well  with  that  unstruc- 
tured world,  or  they 
didn't." 

Saul  Steinberg  surely 
thrived  in  that  environ- 
ment. Told  to  write  a 
paper  proving  that  IBM 
was  doomed,  he  read 
through  the  consent  de- 
crees signed  by  the  giant 
computer  company  and 
decided  that  IBM  had  a 
great  future.  But  the 
reading  gave  Steinberg 
>.  realized  there 
was  i3  place  to  buy  com- 
put  rs  bcom  IBM  and 
xease  theia  to  their  cus- 


Laurence  Klein,  professor  of  economics  and  finance 
Tarred  as  communist  in  mid-1950s,  unwelcome  elsewhere, 
he  was  welcomed  at  Wharton.  Groundbreaking  work  in 
econometrics  won  1980  Nobel.  Still  accessible  to  students. 


tomers,  and  that's  what  I  started  in 
Leasco. "  Drexel 's  Michael  Milken  long 
claimed  that  his  career  in  low-quality 
bonds  was  sparked  by  a  paper  he  wrote 
at  Wharton. 

Tany  Wharton  students  so  lust  to 
Lget  started  making  money  that 
they  combine  studying  with  doing 
business.  Vernon  Hill,  a  1967  gradu- 
ate and  a  Philadelphia  real  estate  mil- 
lionaire, was  a  vice  president  at  a  local 
bank  while  he  went  to  Wharton.  Regi- 
nald Jones  was  earning  more  money 
teaching  final  exam  review  courses 
than  his  first  job  at  GE  paid.  "I'd  make 
up  to  $200  a  night  teaching,  and  my 
first  job  at  GE  in  1939  paid  $27.50  a 
week,  "says  Jones. 

Appropriately,  at  Wharton,  quanti- 
tative analysis  has  long  been  at  the 


Photm  by  Sarah  Lcen 

center  of  more  than 
half  of  the  courses; 
that's  business  school 
talk  for  hard-core  num- 
ber-crunching. Whar- 
ton is  not  unique  in 
this  regard.  Most  good 
business  schools  give  a 
solid  grounding  in  this 
area,  but  none  more 
than  Wharton. 

"You  have  to  know 
how  accounting  works 
and  how  to  analyze  a 
balance  sheet  before 
you  can  understand 
how  to  merge  compa- 
nies," says  Alvin  Shoe- 
maker, chairman  of  the 
board  of  First  Boston, 
the  company  behind 
the  Sperry/Burroughs 
merger,  the  Capital  Cit- 
ies/ABC merger  and  the 
$800  million  acquisition  of  home  and 
automotive  product  businesses  from 
Union  Carbide.  "An  awful  lot  of  to- 
day's business  is  based  on  asset  evalua- 
tion and  pricing.  And  they  really 
taught  you  to  do  that." 

"Wharton  approaches  things  in  a 
very  fundamental  way — problem- 
solving  through  analysis,"  says  in- 
vestment banker  Geoffrey  Boisi. 
"And  I  think  that  helps  you  even 
more  than  if  you  were  learning  a  solu- 
tion that  was  the  current  state  of  the 
art  at  that  particular  time." 

At  Harvard,  by  contrast,  students 
have  long  been  taught  by  the  case 
study  method.  This  method  empha- 
sizes learning  a  management  solution 
to  a  specific  problem,  using  the  facts 
and  figures  provided,  with  the  guid- 
ance of  a  professor. 

Finance  professor  Ju- 
lius Grodinsky  exem- 
plified the  Wharton  ap- 
proach. For  his  final  ex- 
ams, he  would  pull  out 
that  morning's  Wall 
Street  Journal,  pick  out 
a  few  stocks,  seeming- 
ly at  random,  and  say, 
"Okay,  you  guys,*  tell 
me.  Are  these  compa- 
nies that  you  should 
buy  stock  in?  Can  you 
turn  these  companies 
around?" 

Though  Grodinsky 
died  in  1962,  his  meth- 
ods are  still  used.  No 


Ru  ssell  Ackojf,  professor  emeritus  of  managemetit  science 
On  faculty  since  1964,  known  for  creative  solutions  to  man- 
agement problems.  What  to  do  about  Mexico  City  conges- 
tion? Move  the  capital,  he  suggests. 


'As  recently  as  1955,  women 
made  up  just  5%  of  the  W)arton 
student  body  (graduate  and  un- 
dergraduate) This  year  they  are 
33%  of  the  total. 
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Wharton  sampler 


Wharton  School  "trains  the  people  who  keep  the  world  running,"  boasts 
Dean  Russell  Palmer.  In  the  case  of  takeover  artists  like  Perelman  and 
Steinberg,  that  could  be  taken  two  ways.  Below,  eight  of  Wharton's 
better-known  alumni,  from  both  the  graduate  and  undergraduate  pro- 
grams, and  a  note  on  what  they  think  Wharton  did  for  them. 


Michael 
Taraopol 

B.S.,  1958 

Managing 
Director, 
Bear,  Stearns 


Partially  credits  "large  group  ofWljar- 
ton  contacts  on  Wall  Street"  for  his 
success  in  investment  banking. 


Saul 

Steinberg 

B.S.,  1859 

Chairman, 
Reliance  Group 
Holdings 


In  1956 school  raised  tuition,  leaving 
Steinberg  strapped.  Dean  broke  prece- 
dent, let  him  finish  in  three  years. 


decile  Brunswick 


4 


Wt0 


John  Sculley 

M.B.A.,  1863 

Chairman, 

Apple 

Computer 


"Wfjarton  put  up  with  mavericks  like 
me.  I  warn 't  really  interested  in  busi- 
ness at  the  time. " 


Robert 
Crandall 

M.B.A.,  1860 

Chairman, 

American 

Airlines 


Wharton  scholarships  enabled  some- 
one 'poor  as  a  church  mouse"  to  fly 
high  in  big  business. 


Geoffrey 
Boisi 

M.B.A.,  1871 

General 
Partner, 
Goldman, 
Sachs 


"Working  my  tail  off  in  numbers 
courses  gave  this  English  major  un- 
dergraduate confidence  in  business. 


Reginald 
Jones 

B.S.,  1838 

Chairman 
Emeritus, 
General 
Electric 


Jacked  up  his  tutoring  fee  for  a  VIP 
from  35  cents  to  $2  an  hour.  Lesson: 
"Get  what  the  market  will  bear. " 


Michael 
Milken 


M.B.A.,  1878 

Senior  Vice 
President, 
Drezel 
Burn ham 
Lambert 


Has  long  credited  paper  uritten  at 
Wfjarton  School  with  giving  him  idea 
for  junk  bonds. 


Alvin 

Shoemaker 

B.S.,  1860 

Chairman, 
First  Boston 
Corp. 


"We  didn 't  sit  around  and  philoso- 
phize. We  just  did  it.  We  were  the 
silent  generation. " 


Create  a  niche 
in  your  life  for  one 
perfect  thing. 


Tanqueray  Gin. 

A  singular  experience, 
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wonder  so  many  Whar- 
ton graduates  are  adept 
at  the  art  of  restructur- 
ing— radically  chang- 
ing companies  through 
financial  manipula- 
tion. Nobody  was 
teaching  M.B.A.  stu- 
dents how  to  do  these 
things  in  the  Fifties, 
Sixties  or  Seventies, 
but  Wharton  graduates 
pioneered  many  of 
them.  Harvard's  vaunt- 
ed case  study  method 
had  no  cases  on  green- 
mail  in  1975.  These 
corporate  reshufflings 
were  created  by  men 
who  read  annual  re- 
ports the  way  other 
men  read  Playboy. 

When  Brecker  & 
Merryman,  the  man- 
agement consulting  firm,  asked  cor- 
porate executives  to  rate  business 
schools,  Wharton  students  were  rated 
below  Harvard's  in  overall  manage- 
ment skills  and  below  Northwestern 
students  in  knowledge  of  marketing. 
But  when  it  came  to  the  hard-core 
topics,  finance  and  accounting,  they 
came  out  on  top  of  the  list.  Today 
finance  and  accounting  seem  to  be 
where  the  action  is  in  business. 

Even  more  important  than  the 
course  work  is  an  outlook — the  Whar- 
ton world  view,  if  you  like — that's 
instilled  in  Wharton  students.  To  para- 
phrase the  famous  Robert  Kennedy 
quote:  "The  Wharton  alumni  don't 
look  at  the  world  as  it  is  and  ask,  'Why  ? ' 
They  see  the  world  as  it  could  be  and 
ask,  'Can  I  make  a  buck  at  that?'  " 

Patricia  Cook,  a  prin- 
cipal of  the  executive 
placement  firm  Egon 
Zehnder  International, 
has  seen  thousands  of 
business  school  stu- 
dents from  all  the  ma- 
jor institutions.  Her 
considered  conclusion: 
"Wharton  alumni  are 
unique  individuals. 
They  are  risk-takers. 
They  are  aggressive. 
They  are  entrepreneur- 
ial. And  all  those  attri- 
butes are  not  typical  of 
students  in  most  busi- 
ness schools,  who  are 
generally  concerned 
about  job  security  and 
'.arter  path  and  ensur- 
ing they're  going  to  be 
stars  with  a  limited 
amount  of  work." 

C  Kjfe     is  talking 


Anita  Summers,  professor  of  public  policy  and  management 
Pushed  Wharton  into  work  on  urban  studies.  Leader  in  de- 
veloping economic  models  for  cities,  including  Philadelphia 
and  Cleveland.  Winner  of  several  teaching  awards. 


about  M.B.A.s,  but,  in  fact,  many  of 
Wharton's  better-known  alumni  did 
not  even  get  M.B.A.s  there — they 
were  graduates  of  the  school's  under- 
graduate program.  Back  in  the  late 
Forties,  Fifties  and  Sixties  most  other 
schools,  including  Columbia,  folded 
their  undergraduate  business  pro- 
grams— how  could  you  give  a  bache- 
lor's degree  to  someone  who  was  igno- 
rant of  the  finer  things  of  life? 

But  Wharton  clung  to  its  undergrad- 
uate program,  adding  a  number  of 
liberal  arts  courses  to  appease  the  crit- 
ics. Today  it's  universally  regarded  as 
the  best  undergraduate  business  school 
in  the  country.  Trump  got  his  bache- 
lor's degree  there,  as  did  Martin  Zweig, 
the  well-known  stock  tipster.  Says 
Bear,  Stearns'  Michael  Tarnopol,  who 


Leonard  Lodish,  professor  of  marketing 

Known  for  interest  in  new  product  development;  helps  stu- 
dents set  up  their  own  businesses.  Has  consulted  with  P&G, 
Tord.  March.  Often  holds  classes  in  his  home. 


earned  his  bachelor's  at 
Wharton  in  1958:  "[We] 
were  people  who 
couldn't  wait,  who  as- 
pired to  be  out  in  the 
business  world  as 
quickly  as  possible, 
who  couldn't  afford  the 
time  or  money  to  go  to 
graduate  school  at  the 
time." 

Says  Gerald  Roche, 
chairman  of  recruiter 
Heidrick  &  Struggles 
and  a  member  of  Whar- 
ton's board  of  advisers, 
"Wharton  students  are 
lacking  in  haughtiness. 
They're  scratchers.  I 
don't  sense  the  people 
coming  out  of  Wharton 
feel  that  the  world 
owes  them  a  living  and 
that  the  companies  for- 
tunate enough  to  interview  them  are 
blessed." 

In  recent  years  Wharton  has  made 
great  steps  in  getting  away  from  its 
reputation  as  a  school  known  primari- 
ly for  finance.  It  has  raised  millions  of 
dollars  for  international  education 
through  its  Lauder  Institute.  Like 
most  of  the  other  big  schools,  it  is 
advancing  in  the  field  of  executive 
education.  Top-tier  professors  have 
been  hired  away  from  competitors 
Stanford  and  Northwestern. 

The  school's  reputation  is  growing, 
too.  In  the  Brecker  &  Merryman  poll 
of  corporate  recruiters,  Wharton 
edged  out  Harvard  for  second  place 
among  business  schools  (Northwest- 
ern squeaked  into  first).  According  to 
the  Gourman  Report,  a  respected  rank- 
ing of  business  schools, 
Harvard  is  still  number 
one — but  its  margin  of 
victory  over  Wharton 
is  so  small  that  it's  al- 
most nonexistent. 

Could  success  spoil 
Wharton?  Maybe.  A 
new  emphasis  on  broad- 
ness and  prestige  names 
may  erode  the  concen- 
trated specialization 
that  made  Wharton 
unique.  One  most  for- 
midable advantage  over 
other  schools  has  been 
the  tough,  almost  infe- 
riority-complex atti- 
tude of  its  students. 
They  knew  they  were 
good,  but  they  weren't 
from  Harvard,  and  they 
were  going  to  have  to 
prove  themselves  to  the 
world.  ■ 
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Numbers  Game 


When  concepts  and  theory  battle  with  real- 
world  considerations,  guess  which  side  the 
accountants  will  join? 


World  War  III 
accounting 


By  Laura  Saunders 


T|here  is  no  reason  whatever  to 
do  this,"  fumes  George  Engelke, 
treasurer  of  Astoria  Federal  Sav- 
ings. "Totally  impractical,"  protests 
Gaylen  Larson,  controller  of  House- 
hold International. 

They're  talking  about  new  income 
tax  accounting  rules  proposed  by  the 
Financial     Accounting  Standards 
Board.  The  rules  have  been  in  the 
works  since  1982,  and  until  recently 
companies   paid   little  heed.  Why 
should  they,  given  the  board's  glacial 
speed?  But  since  September,  when 
the  board  came  out  with  rules  itc 
wants  to  make  final,  executives 
have  been  noticing  in  a  big  way. 

That's  because  the  proposal 
threatens  huge  hits  to  earnings 
over  the  next  few  years — hits  that 
have  nothing  to  do  with  real  cash  but 
are  only  accounting  fictions.  For  IBM 
the  charge  could  be  $1  billion,  for 
Aetna  nearly  $300  million.  The  sorely 
troubled  thrift  industry  could  see 
10%  of  net  capital  disappear. 

At  the  heart  of  this  brouhaha  is  the 
thorny  issue  of  deferred  taxes — the 
item  in  annual  reports  that  represents 
taxes  the  Internal  Revenue  Service 
hasn't  yet  collected  but  which  ac- 
countants claim  the  companies  owe. 
Companies  post  these  huge  liabilities 
because  of  timing  differences  between 
how  they  record  events  such  as  depre- 
ciation on  the  books  they  keep  for 
shareholders  and  how  they  show  the 
ame  events  to  the  taxmen. 

When  firms  keep  growing,  most  of 
these  taxes  are  never  actually  paid, 
bead,  they  roll  over  indefinitely.  In 
cases  they  come  due  only  when 


a  firm  shrinks  drastically  or  liquidates 
(see  Forbes,  Jan.  18,  1982). 

That's  why  many  analysts  and  ac- 
countants think  that  although  the  ac- 
counting standards  board's  heart  may 
be  in  the  right  place,  its  head  is  in  the 
clouds.  In  essence,  the  rulemakers' 
logic  is  that  all  deferred  taxes  are  a 


Chis  B  Sbt-knun 


lien  on  earnings  and  thus  should  he 
reported.  True,  say  opponents,  but  it 
makes  a  difference  whether  those  tax- 
es will  be  payable  next  year  or  in  20 
years.  Mark  Starcher,  an  expert  on 
effective  corporate  tax  rates  at  Tax 
Analysts,  a  Washington-area  tax  pub- 
lisher, wishes  the  board  would  devise 
a  system  that  would  show  when  com- 
panies expect  to  pay  deferred  taxes. 
"Otherwise,"  he  says,  "the  tax  ex- 
pense is  so  significantly  overstated 
that  it  is  grossly  misleading." 

Savings  and  loans,  stock  life  insur- 
ance firms  and  shipping  companies 


are  especially  upset  by  the  proposed 
rules,  which  could  seriously  hurt  re- 
ported earnings  and  balance  sheets. 
Each  has  received  tax  subsidies  from 
Congress  that  become  payable  only 
under  certain  easily  avoidable  cir- 
cumstances. Now  they  may  have  to 
pretend  they'll  pay  them  someday — 
and  run  that  debit  through  earnings. 

At  stock  life  insurance  companies, 
for  instance,  the  subsidy  is  a  so-called 
policyholder  surplus.  This  is  a  fund  of 
untaxed  income  reserved  for  paying 
claims  if  other  company  assets  are 
inadequate.  Congress  repealed  this 
break  in  1984,  but  amounts  accumu- 
lated before  then  most  likely  won't  be 
taxed  unless  the  company  liquidates. 
Yet  the  board's  exposure  draft  would 
make  Aetna,  Travelers,  Cigna  and 
others  provide  deferred  taxes  on  these 
funds.  This  would  reduce  Travelers' 
equity  and  earnings  more  than  $300 
million  before  1991,  Aetna's  by  nearly 
that  much. 

For  savings  and  loans,  similarly,  the 
subsidy  is  a  special  bad-debt  deduc- 
tion, which,  says  Astoria's  Engelke, 
"will  only  be  paid  through  total  stu- 
pidity or  if  the  company  liquidates." 

Even  more  controversial  is  the 
board's  proposal  that  would  add  to 
deferred  taxes — and  subtract  from 
earnings — taxes  on  earnings  from  for- 
eign subsidiaries.  This  is  money  com- 
panies will  never  bring  home,  and  pay 
taxes  on,  unless  World  War  III  breaks 
out.  Yet  the  board  initially  proposed 
to  make  the  companies  account  for 
the  taxes  they  would  pay  if  they  did 
so.  "It's  fantasy  accounting,"  protests 
James  Stepp,  partner  at  Price  Water- 
house.  This  is  the  item  that  would 
cost  IBM  $1  billion.  After  all,  it  would 
have  to  figure  taxes  on  unrepatriated 
foreign  earnings  dating  back  more 
than  60  years. 

Just  a  few  weeks  ago  the  board  vot- 
ed tentatively  to  retract  this  foolish- 
ness on  foreign  income  and  to  review 
its  position  on  S&Ls,  life  insurance 
and  shipping  companies.  But  it  was  a 
close  call — the  vote  was  4  to  3 — and 
firms  can't  rest  easy  until  final  rules 
are  out. 

There's  more.  The  rulemakers  also 
want  to  restrict  deferred  tax  assets. 
These  are  credits  that  pop  up  when  a 
tax  benefit  is  taken  sooner  on  share- 
holder books  than  on  tax  books. 

Look  at  Shell's  annual  report,  for 
example,  and  you  see  exploration 
costs,  some  of  which  will  result  in  tax 
benefits  in  a  few  years.  Since  the 
benefits  will  minimize  the  tax  costs, 
and  so  the  exploration  costs,  in  the 
future,  explains  Assistant  Controller 
William  Inlanfeldt,  Shell  books  a  de- 
ferred tax  asset  now  to  avoid  overstat- 
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Lomas  &  Nettleton  has  paid  quarterly  dividends 
every  year  for  the  last  fifteen  years  by  investing  in 
people  like  Pete  and  Kathy  Quigney. 


i 


During  the  past  10  years,  Ix)mas  & 
Nettleton  has  made  over  $22.4  billion 
in  mortgage  loans  to  over  a  quarter 
million  of  America's  hardest  working 
families. 

This  commitment  to  America's 
most  dedicated  workers  has  paid  rich 


dividends.  During  the  last  10  years, 
our  revenues  have  increased  from  $63 
million  to  $500  million,  our  dividend 
rate  has  increased  an  average  of  more 
than  20%  every  year,  our  mortgage 
servicing  portfolio  has  grown  to  $21.3 
billion ...  and  in  just  the  last  five 


years,  revenues,  net  income  and  divi- 
dends have  doubled. 

And  the  future  looks  even  brighter. 
The  fact  is,  America  will  always  be 
building  its  dreams.  And  Lomas  & 
Nettleton  will  always  be  helping 
Americans  afford  them. 


Lomas  &  Nettleton  Financial  Corporation 

The  nation  s  premier  mortgage  banking  institution. 


2001  Bryan  Tower  Suite  3600  Dallas,  Texas  75201   (214)  746-7111 


ing  liabilities.  Now,  getting  the  credit 
would  require  mounds  of  paperwork 
if  the  board  has  its  way. 

In  the  worst  possible  case,  the  rule 
would  keep  a  firm  with  a  $300  million 
loss  on  a  writedown  from  recognizing 
that  it  will  save  about  $100  million  in 
future  taxes  from  the  same  event. 

Given  human  nature,  the  one  ac- 
counting standards  board  proposal 
that  has  not  raised  objections  is  one 
that  will  help  earnings  by  allowing 
firms  to  adjust  the  deferred  taxes  al- 
ready on  the  books  for  new,  lower  tax 
rates.  This  move  will  give  a  noncash 
boost  to  earnings,  at  least  until  Con- 
gress raises  rates  again. 

Ironically,  given  all  the  changes  be- 
ing made,  the  real  sadness  felt  by  a 
good  many  astute  observers  is  over  an 
issue  the  board  didn't  address.  Many 
analysts,  accountants  and  corporate 
finance  officers  have  long  argued  that 
if  they  have  to  show  far-future  liabil- 
ities on  the  balance  sheet,  they  should 
at  least  discount  them  back  to  present 
value.  After  all,  a  $1  million  tax  bill 
payable  in  20  years  isn't  really  a  $1 
million  liability  today;  it's  more  like 
$260,000,  even  at  a  7%  discount  rate. 

But  this  the  rulemakers  declined  to 
deal  with.  They  want  to  wait  until,  as 
the  board  said,  "it  can  be  addressed 
comprehensively. " 

Don't  hold  your  breath.  ■ 


On  the  Docket 


Now  even  lawyers  have  to  follow  the  law 
when  they  serve  as  bill  collectors. 

Playing 
by  the  rules 


By  Deirdre  Fanning 


EVER  BEEN  BOTHERED  by  a  bill 
collector?  Chances  aie  nowa- 
days that  there's  a  law  degree 
backing  that  dunning  letter.  At  last 
count  there  were  5,000  practicing  at- 
torneys in  this  country  handling  con- 
sumer collection  accounts  on  a  regu- 
lar basis — a  figure  that  is  approxi- 
mately equal  to  the  total  lay  col- 


lection industry. 

But  isn't  one  bill  collector  the  same 
as  another?  For  years  the  answer  was 
no,  since  lawyers  collecting  bills  were 
exempted  from  the  law  monitoring 
collection  practices.  A  little-known 
congressional  amendment  last  sum- 
mer changed  all  that,  however,  and 
now  lawyers  must  play  by  the  same 
law  as  the  rest  of  the  bill-collecting 
industry. 


The  Fair  Debt  Collection  Practices 
Act  was  created  in  1978  to  protect 
consumers  against  abusive  or  unfair 
techniques  used  by  debt  collectors. 
The  act  applies  exclusively  to  con- 
sumer debts — installment  loans,  cred- 
it card  debts,  residential  mortgage 
foreclosures  and  the  like — and  it  lays 
down  specific  guidelines  for  drawing 
up  collection  letters  and  for  telephone 
calls  and  lawsuits.  "It's  brought  more 
professionalism  and  created  a  good 
standard  for  the  industry,"  notes 
Carleton  Fish  of  the  American  Collec- 
tors Association. 

But  the  1978  law  exempted  several 
classes  from  its  coverage,  including 
government  officials,  nonprofit  con- 
sumer credit  counselors  and  attorneys 
acting  on  behalf  of  clients.  And  after 
the  law's  enactment,  debt  collection 
trade  associations  began  receiving 
complaints  from  members  who  felt 
attorneys  were  using  their  exemption 
to  gain  an  unfair  business  advantage. 

Some  law  firms  actually  flaunted 
their  exemption  from  the  act  in  print 
advertisements,  claiming  that  credi- 
tors who  used  lawyers  as  debt  collec- 
tors were  protected  against  counter- 
claims based  on  unfair  collection 
practices. 

Others  simply  exploited  the  powers 
inherent  in  the  title  of  attorney.  "A 
collection  agency  may  not  threaten 


legal  action,  which,  in  fact,  it  is  not 
entitled  to  take.  But  an  attorney,  on 
attorney's  letterhead  with  all  the  au- 
thority and  credibility  which  [that] 
conveys,  may  make  such  a  threat," 
noted  Alan  Fox  of  the  Consumer  Fed- 
eration of  America  at  a  congressional 
hearing  on  proposed  changes  in 
the  law. 

With  the  July  1986  amendment  to 
the  act,  however,  lawyers  who  are 
principally  engaged  in  the  business  of 
collecting  consumer  debts  must  from 
now  on  act  like  regular  folks.  Among 
the  new  restrictions  for  debt-collect- 
ing lawyers: 

•  Lawyers  may  not  bother  debtors 


before  8  o'clock  in  the  morning  or 
after  9  at  night. 

•  Lawyers  must  send  a  written  no- 
tice to  the  debtor  within  five  days  of 
initially  contacting  him  in  which  spe- 
cifics of  the  debt  and  its  repayment 
are  detailed. 

•  Lawyers  may  not  accept  any 
check  as  payment  that  is  postdated  by 
five  days  or  more,  unless  the  debtor  is 
reminded  in  writing  that  the  lawyer 
intends  to  deposit  the  check. 

•  Most  troubling  to  lawyers,  they 
may  sue  delinquent  consumers  only 
in  the  judicial  district  where  the  dis- 
puted contract  was  originally  signed 
or  in  the  district  where  the  debtor  is 


Taxing  Matters 


Edited  by  Laura  Saunders 


now  residing. 

Predictably,  the  new  law  has  attor- 
neys moaning  about  its  unfairness. 
They  say  the  law  as  amended  inhibits 
their  ability  to  take  legal  action,  since 
it  places  restrictions  not  only  on  their 
collecting  techniques  but  also  on 
their  power  to  sue  delinquent  con- 
sumers. "It's  complicated  my  life  con- 
siderably, [and]  I'm  not  convinced 
that  the  consumer  is  going  to  benefit 
all  that  much,"  says  William  Sturm,  a 
Milwaukee  lawyer  specializing  in 
debt  collections. 

Of  course,  it  has  complicated  his 
life — but  why  should  lawyers,  of  all 
people,  be  above  the  law?  ■ 


Is  a  lunch  club  a  lunch  or  a  club?  Also, 
how  to  depreciate  goodwill  from  an  acqui- 
sition and  how  to  strip  a  dividend. 


Paying  the  dues 


and  engineers,  the  new  rules  won't 
affect  meals  eaten  before  Oct.  1. 

Not  so,  said  Internal  Revenue  Chief 
Counsel  William  Nelson  recently.  Be- 
cause partnerships  pass  through  prof- 
its and  losses  directly  to  partners,  and 
are  not  corporate  entities,  the  Service 
believes  the  effective  date  for  the  dis- 
allowance is  the  taxable  year  of  the 
partner.  Hence  the  rules  took  effect 
Jan.  1. 

Nelson  claimed  that  the  IRS  is  be- 
ing generous  in  not  disallowing  20% 
of  partnerships'  travel  and  entertain- 
ment for  the  last  three  months  of 
1986.  Count  your  blessings. — L.S. 


Taxmen  are  busy  "clarifying"  the 
myriad  obscurities  in  the  new  law. 
There  seems  to  be  a  good  chance  they 
will  clarify  a  few  extra  dollars  out  of 
taxpayers'  pocketbooks. 

Take  the  new  20%  exclusion  of 
travel  and  entertainment  deductions. 
Well-placed  rumor  has  it  that  the  In- 
ternal Revenue  Service  will  apply  the 
disallowance  to  dues  at  so-called  lun- 
cheon clubs,  those  bastions  of  privi- 
lege where  the  elite  meet  to  eat  and  do, 
deals.  Dues  at  these  clubs  have  hither- 
to been  100%  deductible. 

Still,  80%  deductibility  would  al- 
low these  clubs  to  retain  their  special 
edge  over  what  the  Service  calls  "so- 
cial" clubs,  such  as  country  clubs. 
Dues  at  social  clubs  are  deductible 
only  in  proportion  to  use  for  business 
purposes,  and  that  use  has  to  be  at 
least  50%  business  to  qualify  for  any 
deduction  at  all.  Now  you'll  lose  20% 
of  the  deduction,  whatever  it  is. 
The  Service  has  more  trouble  in 


store  on  travel  and  entertainment  de- 
ductions. Because  the  law  delays  the 
20%  disallowance  until  the  start  of  a 
corporation's  fiscal  year,  many  profes- 
sionals think  that's  true  of  partner- 
ships as  well.  These  often  have  fiscal 
years  ending  Sept.  30.  Thus,  reason 
many  affected  lawyers,  CPAs,  doctors 


Paper  victory 

Intangible  assets  may  reap  tangible 
rewards  for  taxpayers  because  of 
the  recent  appeals  court  decision  in 

Donrey\  Inc.  v.  United  States.  Eighth  Cir- 
cuit judges  affirmed  the  right  of  Don- 
rey,  a  newspaper  chain  with  57  dai- 
lies, to  depreciate  the  subscriber  list 
of  a  newspaper  it  acquired  in  1972 
(Forbes,  Aug.  26, 1985).  Unless  the  IRS 
persuades  the  Supreme  Court  to  over- 
rule, the  victory  will  bring  Donrey  a 
tax  refund  of  $600,000. 

The  Service  stands  to  lose  millions 
if  the  decision  sticks.  Newspaper 
company  analyst  John  Morton  of 
Lynch,  Jones  &  Ryan  says  at  least  a 
half-dozen  similar  disputes  are  pend- 
ing, some  involving  media  giants  like 
Newhouse. 

With  media  acquisitions,  only  a 
fraction  of  the  purchase  price  typical- 
ly goes  for  hard  assets  like  printing 
plants.  The  rest  is  for  the  company's 
"franchise,"  or  ability  to  do  business. 
Accountants  call  that  "goodwill"  and 
deduct  a  portion  from  earnings  each 
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INTRODUCING 
MCI  800  SERVICE 

One  more  reason 
MCI  flexibility  is  better 
for  your  business. 

The  new  MCI  800  Service  is 
much  more  than  just  an  alternative 
to  AT&T's.  It's  a  revolution  in  service 
and  control-providing  unmatched 
flexibility  and  unsurpassed  quality. 
Our  800  service  gives  you  distance 
sensitive  pricing  and  call  detail- 
allowing  you  to  better  manage  your 
business  and  your  bottom  line. 

Flexibility  is  the  essence  of  our 
approach.  We  become  your  com- 
munications partner-providing 
innovative  solutions  that  meet  the 
specific  demands  of  your  business, 
domestically  and  internationally. 

That  kind  of  commitment 
requires  substantial  resources. 
We've  invested  more  than  $5  billion 
to  build  the  most  modern  voice  and 
data  network  in  the  world.  Thus, 
we  can  offer  your  business  the 
clearest,  cleanest  connections,  with 
the  savings  you've  come  to  expect 
from  MCI. 

For  your  business  to  grow,  you 
need  a  communications  leader 
that  offers  continued  innovation  and 
unsurpassed  reliability.  MCI. 

For  more  information, 
call  1-800-888-0800. 

COMMUNICATIONS 
FOR  THE  NEXT  100  YEARS 

*MCI  and  the  MCI  logo  are  registered  service  marks  of  MCI  Communica 
Corporation  (MCIC).  sm  MCI  800  Service  and  COMMUNICATIONS  FOR 
THE  NEXT  100  YEARS  are  service  marks  of  MCIC.  ©  MCIC:  December 


Watch  the  MCI  Heritage  Cto> 
April         CBS  TV. 


m  mi  ;%mmm  hmmicw  .<♦>  <♦>  <♦>  >a» 


A  Tradition  Of  Service 


m  //^  Amr/  0/  Houston's  financial  and  theatre  district 
with  the  kind  of  personal  service,  warmth  and  charm  that 
only  a  93 -room  hotel  can  provide.  Complimentary  limousine 
downtown,  full  health  club  facilities.  And,  most  of  all,  a  staff 
dedicated  to  your  personal  service.  So  you  can  keep  your  mind 
on  business. 


^LANCASTER 


701  Texas  Avenue.  Houston.  Texas  77002  •  7131228-9500  •  800/231-0336  •  Telex  790-506 
Member:  Small  Luxury  Hotels...  A  Lancaster  Group  Hotel 


GROUNDS  FOR  CHOOSING 

AN  OFFICE  SITE 
IN  ONE  OFTHE  REST-RUN 

COUNTIES  IN  AMERICA. 

Of  some  3200  counties  nationwide,  only 
ten  have  earned  AAA  bond  ratings  from 
both  Moody's  Investors  Service  and  Stan- 
dard &  Poor's.  Henrico  County  Virginia 
has  earned  a  place  in  this  exclusive  neigh- 
borhood, and  for  good  reasons: 

Like  interstate  highways  constructed 
to  meet  transportation  needs  well  into  the  next  cen- 
tury. A  school  system  repeatedly  honored  with  Presidential  recognition. 
And  some  of  the  most  impressive  office  parks  and  industrial  sites  in  the 
country.  All  in  the  thriving  Richmond  metropolitan  area. 

Contact  Frederick  Agostino,  Industrial  Development  Authority,  at 
(804)  747-4212,  or  P.O.  Box  27032U,  Richmond, Virginia  23273.  We'll  give 
you  even  more  grounds  for  moving  here. 

If  EMM  COUNTY,  VIRGINIA 

One  Of  The  Best-Run  Counties  In  America. 


Taxing  Matters 


year  on  the  shareholder  books.  But  an 
ancient  rule  of  tax  law  says  that  good- 
will is  never  deductible.  The  result, 
notes  Peat,  Marwick  tax  expert  Rob- 
ert Willens,  "is  the  worst  of  all  possi- 
ble worlds — a  book  expense  with  no 
corresponding  tax  deduction." 

Taxpayers  are  treading  on  danger- 
ous turf  here.  The  IRS  could  turn/Jo«- 
rey  against  them  by  demanding  the 
capitalizing  (that  is,  postponing)  of  ex- 
penses like  circulation  drives  that 
build  up  goodwill. 

Companies  doing  more  buying  than 
internal  expanding  would  probably  be 
better  off  with  a  victory  for  Donrey. 
The  goal  for  buyers  is  to  identify  in- 
tangible assets  that  have  a  finite  life- 
span. The  court  bought  Donrey's  ar- 
gument that  its  subscriber  list  is  like  a 
machine:  It  is  used  to  generate  adver- 
tising, the  paper's  chief  source  of  reve- 
nue, and  is  therefore  depreciable. 

The  case  is  the  latest  skirmish  in 
the  long-running  battle  between  tax- 
payers and  taxmen  over  intangibles. 
As  the  service  economy  grows,  the 
issues  will  loom  even  larger.  If  news- 
paper subscription  lists  are  deprecia- 
ble, why  not  cable-TV  subscribers  or 
even  bank  deposits? — L.S. 


Dividend  dodge 

The  last  two  tax  acts  took  most  of 
the  fun  out  of  dividend  stripping 
for  corporate  taxpayers,  hut  there  may 
be  one  good  play  left,  notes  Robert 
Gordon,  president  of  New  York's 
Twenty-First  Securities.  It  involves  a 
planned  spinoff  by  Newmont  Mining 
of  its  Magma  copper  subsidiary. 

Before  the  loophole  was  closed, 
treasurers  could  load  up  on  stock  in 
another  company  that  was  about  to 
pay  a  fat  dividend,  then  sell  right  after 
earning  the  dividend.  The  benefit 
played  off  the  tax  treatments  of  inter- 
corporate dividends  and  corporate 
capital  losses. 

Tax  reform  raised  stiff  obstacles, 
one  of  them  eliminating  the  tax  bene- 
fits if  the  dividend  is  worth  more  than 
10%  of  the  share  price.  Gordon,  how- 
ever, expects  the  Magma  distribution 
to  be  worth  only  $4  to  $6,  against  a 
recent  Newmont  price  of  $74.  Some 
of  the  risk  of  holding  Newmont  com- 
mon can  be  hedged  away  via  call  op- 
tions and  gold  futures.  Gordon  ad- 
vises buying  as  soon  as  Newmont 
files  a  Magma  registration  with  the 
SEC,  expected  shortly. — Laura  Jereski 
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WHEN  THE  JAPANESE 

toldus  ir  w\s  customaryto  leave 

OUR  SHOES  ATTHE  DOOR, 
THIS  IS  THE  DOORTHEY  HAD  IN  MIND. 


Keep  your  shoes  to  yourself.  That's  the  clear  message 
the  Japanese  government  has  given  Allen-Edmonds  and 
other  U.S.  shoe  manufacturers.  Tough  licensing 
requirements,  even  tougher  tariffs  and  various  other 
obstacles  are  making  it  nearly  impossible  to  do  business 
in  Japan. 

There  is  a  market  for  our  shoes  there.  The  people  have 
shown  great  interest  in  our  classic  styles  and  the  superior 
quality  we  offer.  But  the  duty  makes  them  terribly 
expensive.  Fact  is,  U.S. -made  shoes  sold  in  Japan  are 
taxed  up  to  60%  higher  than  Japanese  shoes  sold  in  this 
country. 

Don't  misunderstand.  We're  not  looking  for  help  or 
sympathy.  In  fact,  we're  making  headway  in  Japan  with 
some  good  old-fashioned  pushiness.  Just  recently  our 
president  literally  crashed  a  Tokyo  trade  show  we  had 


been  excluded  from  —  and  promptly  sold  over  300  pairs 
of  shoes. 

The  point  is  this.  A  company  -  even  a  small  one  like 
our  own — can't  wait  for  political  solutions  to  unfair  trade 
barriers.  Manufacturers  must  initiate  action  in  a  friendly 
but  firm  manner.  Whether  it's  the  Japanese  market  or  any 
other,  for  now  it's  the  best  way  we  know  to  get  a  foot  in  the 
door. 


ALLEN 
EDMONDS 

The  Handcrafted  World  ol  Allen-Edmonds. 


Allen-Edmonds  Shoe  Corporation 
Port  Washington,  Wisconsin  53074  U.S.A. 
(414)  284-3461    Telex  229715 
FAX  (414)  284-3462 


Last  years  new  issue  market  doubled  the  previous  record,  set  in 
1983.  Once  again  the  best  merchandise  came  from  the  full- 
service  regional  brokerage  houses. 

New  issues: 
Who's  hot,  who's  not 


NNOTICED  in  the  surging 
stock  market,  the  flota- 
tion of  new  equity  issues 


Uhas  become  a  veritable  flood.  Last  year  invest- 
ment bankers  took  955  companies  public  and 
raised  $25.8  billion — doubling  the  old  record  of  $12.6 
billion  that  was  set  in  1983.  Preliminary  fig- 
ures in  Forbes'  4,000-issuc  database  sug- 
gest that  1987  got  off  to  a  slower  start 
than  1986.  Only  60  companies  regis- 
tered to  go  public  in  January,  com- 
pared with  102  last  year.  Howev 
cr,  if  the  stock  market  contin- 
ues to  climb,  1987  may  still 
outpace  1986. 


By  Richard  L.  Stern 
and  Zoran  Lazarevic 


In  investment  performance,  num- 
bers one,  two,  three  and  four  are  New 
York  regional  Keefe  Bruyette,  which 


In  1986,  955  new  issues  raised 
$25.8  billion,  handily  beating  the  1983 
record  (863  issues  and  $12.6  billion 


240 


210 


The  number  one  invest- 
ment banking  firm  in  terms 
of  new  issue  capital  raised 
was  Merrill  Lynch  (see  la 
/>/<:  />    83),   followed  by 
Goldman,     Sachs.  (We 
count  only  the  lead  un- 
derwriter.)  Smallish  La- 
zard  Freres  was  number 
four  by  dint  of  the  $  1 .3  bil- 
lion Henley  Group  offer- 
ing, which  was  the  largest 
new  issue  of  the  year.  Allen 
&  Co.  climbed  to  number 
six,  primarily  because  of  its 
role  as  lead  manager  in  the 
$1.2  billion  Coca-Cola  Enter- 
prises offering. 

Sheer  size  aside,  whose  offerings  '^fl 
did  best  for  investors  last  year?  Us- 
ing  our  exclusive  database,  we  rate  ^ 
the  performance  of  the  investment 
bankers  in  terms  of  how  many  of  their 
issues  outperformed  the  S&P's  500. 


Number  of  IPOs  per  quarter 


specializes  in  bank  offerings,  Minneapolis-based  Piper  Jaf- 
fray,  Atlanta-based  Robinson  Humphrey  (a  subsidiary  of 
Shcarson  Lehman)  and  Dain  Bosworth  of  Minneapolis.  No 
real  surprise.  Forbes  has  pointed  out  before 
that  full-service  regional  firms  tend  to  have 
the  best  new  issue  offerings  in  terms  of 
Record  year  subsequent  appreciation. 

To  avoid  misleading  investors  as 
to  performance,  we  have  removed 
from  our  performance  sweep- 
stakes issues  of  $5  million  or 
less.  Too  many  of  these  are 
either  penny  stock  issues  or 
low-quality  speculative  is- 
sues brought  out  by  pro- 
motional brokerage 
houses  and  susceptible  to 
manipulation  and  worse. 

The  number  one  per- 
forming issue  for  1986 
(see  table,  />  84)  was  Home 
Shopping  Network.  This 
salcs-via-TV  operation,  af- 
ter adjustments  for  splits, 
sold  for  more  than  1 5  times 
its  offering  price,  before  col- 
lapsing 28%  this  year,  in 
part    because    of   a  recent 
Forbes  article  that  questioned 
the  company's  long-term  viabil- 
ity (Feb.  23). 

Number  two  on  the  list,  Sigma 
Designs,   which   makes  computer 
equipment,  came  public  at  $5.75  and 
recently  was  selling  for  $28.50,  with  a 
price/earnings  ratio  of  36 
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Biggest  IPO  underwriters 


Here  are  the  top  investment  bank- 
er money  raisers  (based  on  their 
roles  as  the  lead  underwriters). 


Money 
raised 


Rank 

Underwriter 

($mil) 

Merrill  Lynch 

$2,295 

2 

Goldman,  Sachs 

1,736 

3 

Drexel  Burnham  Lambert 

1,616 

4 

Lazard  Freres 

1,607 

5 

First  Boston 

1,450 

6 

Allen  &  Co 

1,203 

7 

PaineWebber 

1,180 

8 

Morgan  Stanley 

1,095 

9 

Shearson  Lehman 

1,011 

10 

Salomon  Brothers 

835 

The  28th  best  performing  issue  was  Blinder  Internation- 
al Enterprises.  That's  the  holding  company  for  the  broker- 
age house  of  Blinder,  Robinson,  whose  nickname  around 
its  hometown  of  Denver  is  "blind  'em  and  rob  'em." 
Blinder  brought  itself  public  at  $1.50  a  share  last  Novem- 
ber and  recently  was  selling  for  $2.88.  This  despite  the  fact 
that  Chairman  Meyer  Blinder  is  appealing  a 
Securities  &  Exchange  Commission  judg- 
ment that  would  ban  him  for  at  least  two 
years  from  the  securities  industry  be 
cause  of  fraud  and  other  charges. 

Not  surprisingly,  financial  ser- 
vices companies  were  hot.  Elev- 
en  stock   brokerage  houses 
went  public  this  year.  The 
biggest  industry  category  in- 


Fever  meter 

The  percentage  of  new  issues  up 
10%  or  more  in  first-day  trading  is  off 
sharply.  Supply  overcoming  demand? 


of  fraud.  And  once  again  the  new  issue  market  proved 
itself  an  unhealthy  place  for  the  average  investor. 

Among  the  worst-performing  issues — ones  that  dropped 
like  a  stone  shortly  after  going  public— were  three  elec- 
tronic retailers  that  obviously  hoped  the  public  would 
look  upon  them  as  another  Crazy  Eddie,  one  of  the  top 
performers  of  1985.  Moral:  Be  suspicious  of 
stocks  that  salespeople  tell  you  are  another 
anything;  lightning  rarely  strikes  twice. 


63% 


56 


eluded  113  savings  banks 
and  24  commercial  banks 
As  a  group,  the  savings 
banks  outperformed  the 
S&P's  by   11%.  Eighty- 
eight  of  them  were  up 
over  their  offering  price. 
Technology  stocks  were 
not  in  great  favor:  There 
were   only   60  computer 
product  and  software-relat- 
ed  companies.    But  Wall 
Street,  which  follows  the 
dictum   "when   the  ducks 
quack,  feed  'em,"  brought  a 
number  of  sales-via-television 
operations  public  amid  glowing 
accounts    of    Home    Shopping  *V 
Network's  supposed  wave-of-the- 
future  retailing  concept. 

So,  amid  a  good  number  of  solid 
companies,  there  was  a  great  deal  of  specu- 
lative merchandise  and  even  a  fair  amount 


Percentage  of  IPOs*  gaining  10%  or  more  on  first  day 


It 


For  which  prices  wctc 


Of  the  769  companies  that  went 
public  in  1986  at  $1  per  share  or 
more,  299,  or  39%,  outperformed 
the  Standard  &  Poor's  500.  This 
was  hardly  surprising:  1986 
was  a  banner  year  for  the 
whole  stock  market.  How- 
ever, there  are  signs  that 
the  new  issue  market  has 
started  to  overheat,  that  it 
is  becoming  saturated. 

Forbes'   fever  meter, 
which  measures  the  tem- 
perature of  the  new  issue 
market,  is  based  on  the 
number   of   issues  that 
went  up  10%  or  more  in 
their  first  day  of  trading. 
The  meter  shows  a  steady 
decline  from  the  first  to  the 
final  quarter  of  1986.  This 
indicates  that  even  in  a  pow- 
erful bull  market  the  supply  of 
new  issues  is  catching  up  with 
demand. 

There  are  other  worrisome  signs: 
•  About  $4  billion  of  new  issue 
money  that  was  raised  didn't  go  to 
new  public  companies  but  into  26  closed- 
end  mutual  funds.  We  didn't  count  these  in 
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our  performance  calculations  because 
these  closed-ends  are  really  just  an- 
other form  of  mutual  fund  rather  than 
genuine  new  stock  offerings.  Still, 
there  has  not  been  anything  like  this 
since  1929.  In  the  years  between  1929 


The  15  best  performers  of  1986 

Below,  the  15  best-performing  new  issues  of  1986, 
and  the  10  worst,  based  on  actual  performance 
through  Jan.  30.  Omitted  here  are  penny  stocks  and 

issues  of  less  than  $5  million.  Note  Home  Shopping 
Network — at  press  time  it  had  declined  to  30  and 
short-sellers  were  beaming. 

Company/business 

Offer 
price* 

Recent 
price 

Offer 
value 
(thou) 

Offer 
date 

 o/a 

actual 

gain 
relative  to 
S&P's  500 

Underwriters 

Home  Shopping  Network/TV  shopping  programs  $3.00 

$38.00 

$36,000 

5/13/86 

1,167% 

967% 

Merrill  Lynch 

Sigma  Designs/computer  equipment 

5.75 

28.50 

5,750 

5/19/86 

396 

311 

Laidlaw  Adams  &  Peck 

Family  Steak  Houses/restaurants 

3.33 

15.25 

5,000 

4/14/86 

358 

286 

Maxim  Sec 

Microsoft/computer  software 

21.00 

73.13 

58,695 

3/13/86 

248 

188 

Goldman,  Sachs 

A  Ipy  Rrnwn  X:  (nnc 
;  ill  A  D1U  W 11  Ov  j'Mn 

Chips  &  Technologies/semiconductors 

5.00 

16.75 

10,000 

10/8/86 

235 

186 

Shearson  Lehman 
EF  Hutton 

Digitext/digital  keyboards 

4.25 

12.75 

5,100 

2/27/86 

200 

141 

Whale  Sec 

Golden  Valley  Microwave/food  processing 

14.00 

36.00 

22,400 

9/16/86 

157 

115 

Piper  Jaffray  Hopwood 

Adobe  Systems/computer  software 

1 1 .00 

34.00 

5,500 

8/13/86 

151 

122 

Hambrecht  &  Quist 

Smart  Card  Intl/credit  cards 

2.50 

6.25 

5,625 

9/10/86 

150 

122 

L' Argent  Equities 

Lincoln  Savings  Bank,  Carnegie,  PA/savings  &.  loan  10.00 

24.50 

9,200 

4/13/86 

145 

102 

Self 

ATN/advertising 

3.00 

7.25 

6,000 

6/18/86 

142 

112 

FN  Wolf 

Chartwell  Group/home  furnishings 

14.00 

33.25 

21,000 

4/17/86 

138 

105 

Advest 

Pacific  Southwest  Airlines/airline 

7.00 

16.38 

12,600 

7/24/86 

134 

100 

Bear,  Stearns 

Central  Co-Operative  Bank/savings  &  loan 

7.50 

16.50 

9,567 

10/17/86 

120 

90 

Merrill  Lynch 

Roy  E  Weston/consulting 

12.50 

27.50 

12,500 

7/17/86 

120 

86 

Drexel  Burnham 

The  10  worst  performers  of  1986 

Company/business 

Offer 
price* 

Recent 
price 

Offer 
value 
(thou) 

Offer 
date 

 % 

actual 

gain  

relative  to 
S&P's  500 

Underwriters 

Aquasciences  Intl/water  purification  prods 

$3.50 

$0.63 

$5,250 

5/22/86 

-82% 

-85 

MacPeq  Ross 

American  Passage  Mktg/mail  order 

8.50 

2.13 

8,500 

5/8/86 

-75 

-79 

Boettcher  &  Co 
Cable,  Howse  &  Ragen 

Telequest/telephone  mfg 

13.00 

3.25 

13,130 

3/27/86 

-75 

-79 

Salomon  Brothers 
Hambrecht  &  Quist 

First  Family  Group/electronics  retailing 

14.00 

4.25 

17,500 

3/5/86 

-70 

-76 

McDonald  &  Co 

Good  Guys/electronics  retailing 

14.00 

4.75 

17,500 

2/6/86 

-66 

-74 

Montgomery  Sec 
Dean  Witter  Reynolds 

Synercom  Technology /computer  software 

15.00 

5.25 

30,000 

3/7/86 

-65 

-72 

Morgan  Stanley 
Robertson  Colman 

Olivers  Stores/apparel  stores 

6.00 

2.13 

9,300 

2/11/86 

-65  • 

-73 

Ladenburg  Thalmann 

Pay'n  Save/drugstores 

16.00 

5.75 

52,000 

7/10/86 

-64 

-69 

Drexel  Burnham 

Modular  Technology/manufactured  housing 

7.25 

3.00 

11,565 

5/29/86 

-59 

-63 

Blunt  Ellis  &  Loewi 

Trans  Leasing  Intl/medical  equip 

8.38 

3.50 

10,894 

4/4/86 

-58 

-66 

Moseley  Hallgarten 

*Per  common  share:  adjusted  for  splits 


Sources  Forbes;  Institute  for  Econometric  Research;  IDD  Information  Services;  Securities  Data  Co..  Interactive  Data  Corp .  Haas  Securities 


and  1986  few  new  closed-end  funds 
debuted. 

•  The  penny  stock  market  was  boil- 
ing again  in  1986  as  187  companies 
went  public  for  $  1  or  less,  raising  $2 1 2 
million  from  suckers  who  don't  have 


the  memory  capacity  of  the  Forbes 
database,  which  shows  that  the  ma- 
jority of  penny  stocks  die  in  infancy. 
They  don't  just  drop  in  value.  They 
drop  dead. 
•  Penny  stocks  are  not  the  only 
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AMER1+CLASSIC 


6-YEAR 
UNLIMITED  MILEAGE* 

Six-year  unlimited  mileage 
—  best  in  the  industry. 

GEN*SEAL® 
PUNCTURE  SEALANT 

Gen*Seal®  puncture  seal- 
ant adds  confidence  to 
every  mile. 

ALL-SEASON 
RADIAL  DESIGN 

All-season  radial  design 
for  year-round  traction. 
M&S  rated. 

1 


INDUSTRYS       Published  comparisons^ 
HIGHEST  UTQC        of  the  world's  leading 
ADWEAR  QUALITY   brands  confirm" 
can't  buy  a 
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DEALER  FOR  TERMS.  CONDITIONS 
LIGATIONS  UNDER  THE  AMERI*  CLASSIC  LI 
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RE  THE  HANDS,  GO  TO  LONDON 

mm;  :'  ^  '-i  km  fm 


where  a  famous  pianist  would  go  to 
\ishands.  But  you  may  not  know  where 
llion  Americans  in  overl8  thousand 
o  to  protect  their  teeth. They 
a  Dental.  Delta  is  Americas  first, 
rgest  dental  carrier. 


Whether  you're  the  president  of  you 
company  or  just  starting  out,  you  should 
know  90%  of  major,  painful  and  expensive 
dental  problems  can  be  prevented  by 
regular  professional  care.  And  after  that 
when  trouble  comes,  big  or  small,  Delta 


0  PROTECT  THE  TEETH,  COME  TO  DELTA 


i  the  best  friend  your  ^  teeth  can  have. 

You  should  also  know  Delta  offers  you 
i  your  company  the  most  sophisticated 
>t-containment  system  in  the  business. 

To  find  out  why  a  Delta  Dental  Plan 
emembered  long  after  a  small  raise 


is  forgotten,  call  1-800-441-3434. 
Well  send  you  10  solid  reasons. 
Until  then,  stay  in  tune. 


The  Delta  Dental  Plan 

Americas  First,  Leading  and  Largest 


place  where  manipulation  of  the  mar- 
kets appeared  to  be  running  rampant. 
There  now  seems  to  be  almost  as 
much  garbage  in  stocks  selling  at  $1 
to  $5  as  in  those  under  $1.  One  hun- 
dred sixty  of  these  went  public  last 


year,  raising  about  $595  million. 
Some  show  incredible  short-term  per- 
formance unsupported  by  fundamen- 
tal values. 

The  new  issues  market  hasn't  com- 
pletely lost  all  touch  with  reality  yet. 


But  when  investors  are  willing  to  cap- 
italize a  new  and  probably  unsound 
concept  like  the  Home  Shopping  Net- 
work for  $36  million,  common  sense 
suggests  that  the  markets  are  getting 
dangerous.  ■ 


The  best — and  worst — performances  of  the  year 


Investment  bankers  with  at  least 
brought  to  market  in  1986  are  ranked 


five  new  issues 
by  the  percentage 


of  their  IPOs  that  outperformed  the  S&P's  500.  We 
included  only  issues  of  at  least  $5  million. 


Rank 

Underwriter 

Total 
number  of 

issues 

— Average  performance — 
relative  to 
actual             S&P's  500 

— %  of  issues  with  gains — 
relative  to 
actual              S&P's  500 

1 

Keefe,  Bruyette  &  Woods 

6 

42% 

24% 

100% 

83% 

2 

Piper  (affray  Hopwood 

8 

42 

22 

88 

75 

3 

Robinson  Humphrey" 

10 

12 

-3 

70 

70 

4 

Dain  Bosworth 

8 

12 

-4 

63 

63 

5 

Morgan  Keegan 

5 

48 

29 

100 

60 

6 

Kidder,  Peabody 

22 

13 

68 

59 

7 

Goldman,  Sachs 

19 

41 

23 

79 

58 

8 

Tucker,  Anthony  &  RL  Day 

14 

29 

1 1 

71 

9 

Morgan  Stanley 

20 

18 

3 

75 

55 

10 

Robertson  Colman  Stephens 

11 

21 

3 

73 

55 

11 

PaineWebber 

33 

on 

•»  *r 

£7 
0  / 

cc 

JJ 

12 

Alex  Brown  &  Sons 

38 

32 

13 

82 

50 

13 

EF  Hutton 

18 

22 

7 

72 

50 

14 

Salomon  Brothers 

18 

13 

-2 

67 

50 

15 

Hambrecht  &  Quist 

12 

27 

10 

67 

50 

16 

Moseley  Hallgarten 

12 

1  Q 

i 
i 

cn 

DU 

jU 

17 

Merrill  Lynch 

56 

36 

17 

75 

46 

18 

Prescott  Ball  &  Turben 

5 

8 

-6 

80 

40 

19 

Interstate  Securities 

5 

8 

_9 

60 

40 

20 

Lazard  Freres 

5 

24 

9 

60 

40 

21 

Wheat  First  Securities 

5 

3 

-10 

40 

40 

22 

Montgomery  Securities 

8 

_3 

1  o 

JU 

38 

23 

First  Boston 

16 

7 

-8 

63 

31 

24 

LF  Rothschild 

13 

6 

_9 

38 

31 

25 

Advest 

13 

A 
*+ 

—Id 

o  1 

X 1 
o  I 

26 

McDonald  &  Co 

7 

-9 

-22 

57 

29 

27 

Drexel  Burnham  Lambert 

49 

2 

-13 

37 

29 

28 

Shearson  Lehman 

29 

18 

2 

66 

28 

29 

Bear,  Stearns 

22 

7 

-9 

50 

27 

30 

Smith  Barney 

23 

4 

-11 

61 

26 

31 

Ladenburg  Thalman  &  Co 

8 

-8 

-21 

38 

25 

32 

Butcher  &  Singer 

5 

1 

-13 

60 

20 

33 

Boettcher  &  Co 

5 

-10 

-27 

60 

20 

34 

Allen  &  Co 

5 

9 

-8 

60 

20 

35 

Donaldson  Luikin  &  Jenrette 

20 

1 

-13 

50 

20 

36 

William  Blair 

7 

1 

-14 

57 

14 

37 

Dean  Witter  Reynolds 

14 

-7 

-21 

29 

7 

38 

Prudential-Buche 

9 

-15 

-27 

22 

0 

Division  of  Shearson  Lehman. 
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yOUIL  BE  VERy  IMPRESSED 

WITH  THE  WAy  THIS 
NO-HEADACHE  COPIER  RUNS. 

mm  BE  EVEN  MORE  IMPRESSED 
IF  IT  EVER  BREAKS  DOWN. 


Better  copiers  and  the  industry's  most 
impressive  service  plan  virtually  eliminate  all 
of  your  most  common  copier  complaints. 

We  think  you'll  say  that  Pitney  Bowes  copiers  are 
the  best  you've  ever  had. 

We've  made  them  more  dependable,  versatile 
and  simpler  to  operate.  And,  they're  easier  to  fix 
if  anything  ever  does  go  wrong. 

We've  even  created  one  of  the  most  extensive 
computer-dispatched  service  staffs  in  the  business. 
One  phone  call  puts  you  on-line  with  the  Customer 
Service  Support  Center  nearest  your  business.  So  if 
your  copier  needs  help,  you  get  it.  Almost  immediately. 

There's  more.  We  also  offer  flexible  financing  and 
supplies  and  service  contracts.  Which  means  we  can  cure 
headaches  for  people  who  use  copiers.  And  for  those 
who  pay  for  them. 

For  more  information,  call  1-800-MR.  BOWES 
(1-800-672-6937),  ext.  271.  Or  write  us  at  1701  Crosby  St 
Stamford,  CT  06926-0700. 

4§  Pitney  Bowes 


by  does  overall  employment  expand  in 
this  country  while  big  company  payrolls 
shrink?  Thriving  small  businesses  are  one 
reason.  "Flexible  staffing"  is  the  other.  This 
little-noticed  trend  has  provided  60%  of  all 
the  new  jobs  since  1974. 

Hi  ho,  Silver 


By  Susan  Lee 
and  Stuart  Flack 


Everybody  is  mad  at  the  Ameri- 
can business  community.  Rea- 
gan Administration  bureau- 
crats sound  like  corporate  raiders  and 
corporate  raiders  sound  like  left-wing 
populists.  Such  disparate  voices  unite 
in  berating  the  American  corporation 
as  "bloated  and  inefficient,  risk- 
averse  and  unimaginative."  Is  U.S.  in- 
dustry in  trouble?  Well,  then, 
blame  the  unimaginative 
slobs  who  run  it. 

Even  as  the  critics  carp, 
however,  the  much-ma- 
ligned managers  are  engaged 
in  far-reaching  and  often 
painful  efforts  to  restore 
American  industry's  effi- 
ciency. One  of  the  most  en- 
couraging— and  largely  un- 
noticed— changes  involves 
the  way  American  business 
looks  at  labor. 

Meet  Matthew  Goldworm, 
31.  It's  Thursday  night  and 
he's  leaving  Piscataway,  N.J. 
in  his  Mazda  RX-7  to  catch  a 
plane  for  Boston,  and  then  a 
limousine  to  his  home  in 
Nashua,  N.H.,  where  he  will 
spend  a  four-day  weekend 
with  his  family.  What's  spe- 
cial about  Matt  Goldworm? 
He  has  three-day  weekends 
every  single  week.  And  how 
does  one  get  a  spiffy  job  like 
this?  By  working  as  a  free- 
lancer rather  than  as  a  full- 
time  employee. 

Goldworm  has  been  a 
computer  consultant  for  the 
past  14  years,  owing  alle- 
giance to  no  one  boss  but 
serving  many.  During  that 
.  e  he  has  had  14  jobs  in 


eight  cities.  Goldworm  works  12 
months  of  the  year,  but  his  work 
schedule  is  pretty  much  whatever  he 
chooses  it  to  be.  Along  with  prizing 
his  freedom  and  the  low  boredom 
quotient,  he  says,  "I  really  enjoy  not 
having  to  be  at  work  at  a  set  hour  and 
not  having  to  do  the  work  in  a  set 
way."  His  employers  like  the  deal, 
too.  They  will  pay  only  for  as  much  of 
Goldworm's  time  as  they  use  and 
have  no  obligation  to  him  if  their 


Lone  R 
J  get 


'anger  Matthew  Goldworm 
called  in  when  things  are  on  fire. 


business  slacks  off.  What  makes  for  a 
pleasant  lifestyle  for  the  Goldworm 
family  makes  for  cost-cutting  effi- 
ciency for  those  who  hire  his  services. 

The  increased  use  of  freelancers, 
combined  with  a  growing  use  of  out- 
side contractors,  is  a  major  and  prom- 
ising trend  in  raising  U.S.  productivi- 
ty. How  big  a  trend?  Very  big.  A  de- 
cade or  so  ago,  contingent  workers — 
Lone  Rangers  like  Goldworm — ac- 
counted for  a  little  more  than  10%  of 
the  labor  force;  today,  according  to 
Audrey  Freedman  at  the  Conference 
Board,  they  are  a  full  quarter  of  the 
labor  force.  Of  the  23  million  net  new 
jobs  generated  in  the  U.S.  since  1974, 
60%  were  for  Lone  Rangers. 

Significantly,  the  fastest  growth  in 
the  contingent  work  force  has  come 
since  the  recession  of  the  early  1980s: 
Having  painfully  cut  full-time  work 
forces  during  the  recession,  business- 
es preferred  to  do  new  hiring  with 
contingent  workers — flexible  staffing. 

Alan  Ewalt,  senior  vice  president  of 
human  resources  at  National  Medical 
Enterprises,  where  10%  of  the  labor 
force  is  contingent,  says:  "Labor  costs 
would  be  25%  higher  without  flexible 
staffing."  Other  firms  report  that 
Lone  Rangers  cost  as  little  as  50%  of  a 
regular  employee. 

Cutting  salary  and  wage 
costs  also  carries  a  bonus  in 
diminished  benefits  costs. 
And  that  ain't  pennies,  ei- 
ther. Martin  Gannon  of  the 
University  of  Maryland  says 
that  fringe  benefits  in  manu- 
facturing and  nonmanufac- 
turing  firms  are  growing  al- 
most twice  as  fast  as  wages 
and  are  a  third  of  payroll 
costs.  Indeed,  at  many  firms, 
benefits  weigh  in  at  over 
40%  of  salary. 

So  even  in  those  cases 
where  Lone  Rangers  are  not 
paid  less  than  full-timers  in 
salary,  there  is  still  a  sub- 
stantial saving  in  benefits 
costs.  Or  even  if  benefits  are 
included  in  Lone  Ranger  sal- 
aries, the  full  tariff  is  paid 
only  for  the  period  the  work- 
er is  actually  working. 

Consider,  too,  another  way 
the  switch  to  Lone  Rangers 
ends  up  on  the  bottom  line. 
By  changing  over  a  number 
of  positions  from  permanent 
full  time  to  Lone  Ranger  sta- 
tus, companies  lower  their 
fixed  costs.  (The  Rangers  be- 
come variable  costs.)  Alistar 
Hanna  of  McKinsey  &  Co. 
says,  "When  you  have  an  in- 
dustry with  three  or  four 
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July  1.  1985.  <  SUBARU  OF  AMERICA.  INC  1<'87 


1:  i 


AN  OFF  ROAD  VEHICLE 


Subaru  4  Wheel  Drive  is  designed  to 
keep  you  on  the  road  regardless  of  the  con 
ditions.  In  fact,  we  feel  so  strongly  about 
the  traction  it  gives,  we  offer  4  wheeldriye 
on  virtually  every  car  we  build.  So  there's 
no  reason  to  think  of  it  as  something  founc 
only  on  trucks. 

And  over  the  years,  we've  offered  every- 
thing from  the  "On  Demand""'  4  wheel 
drive  system  to  a  new  state-of-the-art  Full 
Time  4  Wheel  Drive  system. 

What's  more,  a  Subaru  with  4  wheel 
drive  is  reasonable  to  buy,  maintain 
and  operate.  Not  to  mention,  Subaru  is 
the  number  one  4  wheel  drive  car  in 
America*  Subaru,  the  car  that  keeps 
hazardous  road  conditions  from  turning 
into  hazardous  driving  conditions. 


PNNJ 


£7.v 


SUBARU 

Inexpensive.  And  built  to  stay  that  way. 
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Manage: 

•  To  lead.  To  guide.  To  capitalize 
on  the  present  while  providing 
for  the  future. 


Rockwell  International  manages  a 
high-technology  global  enterprise  of  carefully 
diversified  core  businesses.  And  is  strengthening 
its  leadership  position  in  each  of  these  businesses. 

Rockwell's  management  philosophy  encourages  individ- 
ual initiativ  e  at  its  business  units  and  supports  that  initiative 
with  financial  and  technical  resources. 

The  payoff  for  this  management  approach? 

Record  sales  of  $12  billion.  Eleven  consecutive  years  of  increased 
earnings.  And  three  consecutive  years  in  which  the  company 
exceeded  a  20  percent  return  on  average  stockholders'  equity. 

Management  like  this  gives  us  confidence  that  the  com- 
pany's prospects  for  sustained  growth  over  the  long 

rm  are  excellent. 

rn  more  about  how  management  shapes 
re  of  our  company  write: 
Rockwell  International,  Department  815R-129, 
P.O.  Box  17510,  Pittsburgh,  PA  15235. 


• 


Rockwell 
International 


...where  science  gets  down  to  business 

Aerospace  /  Electronics  /  Automotive 
General  Industries  /  A-B  Industrial  Automati 


players  with  a  high  fixed  cost 
structure,  and  demand  de- 
clines, they  all  try  to  produce 
at  a  level  that  covers  their 
fixed  costs.  Of  course,  prices 
go  through  the  floor,  every- 
body loses  money,  and  it's  a 
bloody  mess.  There's  a  tre- 
mendous advantage  to  a  vari- 
able cost  structure  because 
costs  will  go  up  and  down 
with  volume." 

No  question  that  Lone 
Rangers  cut  costs,  but  do 
they  increase  productivity? 
You  bet.  Especially  in  terms 
of  output  per  hour  worked. 
Even  if  the  cost  per  job  is 
higher,  the  cost  per  job  done 
is  smaller. 

Flexible  staffing  is  thus 
one  of  the  more  important 
ways  U.S.  industry  is  reor- 
dering its  methods  in  re- 
sponse to  demands  for  great- 
er efficiency  and  lower  costs. 
Some  of  this  rearranging  is 
painful,  throwing  people  out 

of  work.  But  the  benefit  is   

clear:  It  will  help  industry  regain 
some  of  its  competitiveness. 

Flexible  staffing  is  not  restricted  to 
office  temporaries,  brought  in  to  meet 
peak  loads  or  to  fill  in  during  illnesses 
and  vacations.  In  rethinking  how  to 
use  people's  talents  and  energies, 
businesses  are  coming  to  realize  that 
keeping  a  person  in  full-time  thrall  to 
a  single  company  is  not  necessarily 
the  most  productive  use  of  that  per- 
son's time.  As  a  result,  many  smart 
managers  are  buying  on  the  outside 
services  that  they  formerly  provided 
from  within  the  organization.  They 
buy  these  services  much  as  they  pur- 
chase outside  raw  materials. 

Until  a  few  years  ago,  for  example, 
General  Electric  employed  250  work- 
ers nationwide  to  process  in- 
surance claims.  Today  GE 
largely  lets  the  insurance 
companies  fiddle  with  the 
paper,  thereby  saving  over  a 
million  dollars  a  year. 

Another  example:  AT&T 
used  to  employ  thousands  of 
full-time  staff  in  its  comput- 
er system  for  data  entry. 
Now  the  task  is  handled  ex- 
clusively by  Lone  Rangers. 

No  wonder  the  employ- 
ment rosters  of  The  Forbes 
500  companies  have  been 
shrinking  even  while  reve- 
nues have  been  increasing. 
From  1981  to  1986  Bankers 
Trust  cut  its  employees  by 
14%  while  sales  went  up 
27%.  At  Chubb  over  the 


Economist  Andre)'  Freeclman 

Contingent  workers  are  now  25%  of  the  work  force 


same  period  the  number  of  employees 
also  fell  14%  while  revenues  climbed 
by  85%. 

The  temporaries  and  outside  ser- 
vice suppliers  are  not  just  office  work- 
ers, either.  They  are  Matt  Gold- 
worms:  lab  technicians,  avionics  en- 
gineers, computer  programmers, 
advertising  executives,  writers,  edi- 
tors, camera  people,  actors. 

It's  no  surprise  that  the  change  to  a 
flexible,  Lone  Ranger  type  of  labor 
force  is  most  advanced  in  deregulated 
and  restructuring  industries  where 
cutting  costs  is  not  just  a  matter  of 
improving  profitability  but  of  sheer 
survival.  Take  the  airlines,  which  are 
heavy  users  of  Lone  Rangers.  William 
Haberkorn,  vice  president  of  employ- 


Humana 's  Kathryn  Mershon 
Tailoring  nursing  to  seasonal  needs. 


ee  relations  at  USAir,  esti- 
mates that  his  company's 
use  of  contingent  employees 
has  grown  from  8%  to  10% 
five  years  ago  to  almost  22% 
today.  He  says,  "Deregula- 
tion has  spawned  a  new  era 
in  terms  of  methods  to  in- 
crease productivity  and  keep 
operating  expenses  down. 
Flexible  staffing  is  a  product 
of  that." 

Flexible  staffing  is  com- 
bined with  increased  use  of 
outside  contractors  to  sharp- 
ly reduce  fixed  labor  costs. 
Trans  World  Airlines,  for  in- 
stance, closed  its  own  food 
service  in  Kansas  City  last 
year;  it  now  pays  a  food  ser- 
vice firm  $40,000  to  do  what 
had  cost  over  $200,000  a 
year. 

At  Sun  Co.'s  refineries 
plants  are  shut  down  to  do 
maintenance  work  for  two  to 
three  weeks  at  a  stretch,  six 
times  a  year.  The  mainte- 
nance work  used  to  be  han- 
dled in-house,  but  now  it's  entirely 
contracted  out.  The  job  gets  done,  but 
this  time  around  it  gets  done  with 
more  efficient  use  of  labor. 

Besides  sheer  cost-saving,  another 
factor  behind  the  switch  to  Lone 
Rangers,  one  less  quantifiable  than 
either  cost  or  productivity,  is  the  need 
for  flexibility  to  respond  to  what  has 
become  an  increasingly  volatile 
world.  Beginning  in  1973,  many 
things  that  once  seemed  predictable 
became  decidedly  unpredictable,  like 
the  price  of  oil,  the  level  of  interest 
rates  and  exchange  rates.  Once-stable 
markets  suddenly  became  unstable 
and  uncontrollable.  The  net  is  that 
organizations  must  be  able  to  respond 
quickly  as  market  conditions  change. 

Consider  a  classic  see-saw 
market  situation:  the  de- 
mand for  hospital  services  in 
a  state  like  Florida,  where 
the  patient  load  doubles  in 
the  wintertime  and  then 
drops  like  a  stone  in  the  sum- 
mer. Hospitals  have  to  make 
the  transition  between  50% 
occupancy  and  98%,  but 
keeping  a  full-time  nursing 
staff  is  not  cost  effective.  The 
answer?  According  to  Kath- 
ryn Mershon,  vice  president 
of  nursing  at  Humana  Inc., 
it's  the  mobile  nurse  pro- 
gram, in  which  nurses  are 
flown  into  Florida  for  13- 
week  stints  during  the  peak 
period.  The  nurses  get  to  en- 
joy the  Florida  winters  while 
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Special  Introductory  Trial  Offer 

Value  Line  for  the  next 
10  weeks  for  only  $55 


Reasons  for  this  offer: 

1  lore's  an  opportunity  to  receive  the 
complete  Value  Line  Service  for  the 
next  10  w  eeks  at  about  half  the  regu- 
lar rate.  This  offer  is  limited  to  one 
individual  in  a  household  that  has 
not  already  had  a  subscription  to  The 
Value  Line  Investment  Survey  during 
the  past  two  years.  Why  do  we  offer 
this  price  reduction  to  new  trial  sub- 
scribers only?  Because  we  have 
found  that  a  high  percentage  of 
those  who  once  try  Value  Line  for  a 
number  of  weeks  stay  with  it  on  a 
long-term  basis.  The  resulting  in- 
crease in  circulation  enables  us  to 
provide  the  service  to  our  long-term 
subscribers  for  a  lower  annual  rate 
than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey 
continually  reviews  more  than  1700 
stocks.  Key  data  and  ratings  of  each 
stock  are  updated  every  week  in  our 
Summary  &  Index.  In  addition,  each 
stock  is  the  subject  of  a  new  full-page 
report  every  13  weeks,  in  regular  ro- 
tation. About  130  new  full-page  re- 
ports are  issued  each  week.  You  also 
receive  our  weekly  "Selection  & 
Opinion"  section  bringing  you  Value 
Line's  forecast  of  the  economy  and 
the  stock  market,  advice  on  invest- 
ment policy,  in-depth  analyses  of  es- 
pecially recommended  stocks,  Value 
Line  market  averages,  and  other 
features. 

Introductory  Offer: 

You  can  receive  the  complete  Value 
Line  Investment  Survey  for  the  next 
10  weeks  for  only  $v>  — about  HALF 


A  Subscriber's  Guide 

by 

Arnold  Bernhard 
Research  Chairman 


the  regular  rate — if  no  one  in  your 
household  has  .subscribed  in  the  past 
two  years.  And  you  get  this  bonus: 

A  Subscriber's 
Guide,  by  Arnold 
Bernhard,  Value 
Line's  founder  and 
research  chief,  re- 
vealing methods  of 
evaluation  that 
took  decades  to  develop.  You  KEEP 
this  book  even  if  you  return  the 
other  material  for  your  money  back. 

Special  Bonus  Offer: 

Subscribe  to  The  Value  Line  Invest- 
ment Survey  and  receive  as  an  ad- 
ditional bonus  Value  Line's  complete 
2000-page  Investors  Reference  Serv- 
ice, with  our  full-page  reports  on  all 
stocks  under  review — fully  indexed 
for  your  immediate  reference. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Serv- 
ice is  not  all  that  you  expect  it  to  be, 
you  may  return  the  material  we  send 
you  within  30  days  for  a  full  refund 
of  your  fee. 

See  for  yourself  how  Value  Line's  in- 
dependent investment  advisory  serv- 
ice might  help  you  maximize  your 
investment  profit  possibilities  and 
reduce  your  investment  risk. 

&  Call  toll-free 

(24  hrs.  a  day  7  days  a  week)  Ext.  281 

1-800-633-2252 

Master  Card,  American  Express  or  Visa 


 The  Value  Line  Investment  Survey  

Value  Line,  Inc.,  71 1  Third  Ave.,  New  York,  N  Y  10017 

Department  816L09 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $55  to  The 
Value  Line  Investment  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two  bon- 
uses listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  fiegin  my  l-Year  (52  issues)  subscription  for  $425 
and  send  me  the  two  bonuses  listed  above.  There  are  no 

•  unctions  with  this  annual  subscription. 


SPECIAL  EXTRA  BONUS 
A  packet-size  Credit  Card  LCD 
CALCULATOR  given  to  you  when 
The  Value  Line  lnvest- 

iSRt  Sui  ve  y  for  one  year — and  send 


Allow  4  weeks  for  delivery. 

□  My  payment  is  enclosed  □  Please  charge  to: 

□  American  Exp  □  MasterCard  □  Visa 
Expiration  Date  

Account  #  


This  subsenption  is  nonassignable 
(N  Y  residents  add  sales  tax.) 


Signature 
Name   


Address 
City   


-  State 


-Zip. 


Humana  tailors  its  staffing  to  fit  the 
seasonal  demand  for  its  services. 

Or  take  the  aerospace  industry, 
which  lives  off  special  projects  that 
require  unique  but  limited  terms  of 
employment.  Most  companies  are 
like  Litton,  the  big  defense  contrac- 
tor, which  calls  up  "body  shops"  for 
personnel.  Says  Larry  Colson,  vice 
president  of  human  resources  at  Lit- 
ton, "We  have  a  constant  need  for 
engineers,  but  it  can't  be  filled  by  tak- 
ing on  permanent  workers  because 
our  needs  are  very  specific — for  in- 
stance, a  specific  skill  in  software  that 
is  not  generic  to  an  engineer." 

What  about  the  freelancers  them- 
selves? Do  they  feel  neglected,  ex- 
ploited, left  out?  Are  they  simply  a 
new  variation  of  Marx'  army  of  unem- 
ployed labor,  created  by  the  capitalist 
bosses  to  keep  wages  down?  Some 

Smart  managers  are 
buying  services  on  the 
outside  that  once  were 
routinely  provided  within 
the  organization.  They 
buy  these  services  much 
as  they  purchase  raw 
materials. 

may  yearn  for  the  security  of  a  big 
company  payroll,  but  most  do  not.  An 
increasing  number — like  computer 
consultant  Matt  Goldworm — prefer 
the  flexibility  and  freedom  of  the  free- 
lance life.  It  makes  them  feel  like  the 
Lone  Ranger,  rather  than  just  a  cog  in 
a  machine  (see  box,  p.  98). 

According  to  Martin  Gannon,  sev- 
eral reasons  motivate  these  Lone 
Rangers:  They  like  the  freedom  in 
scheduling  when  they  work,  the  vari- 
ety it  gives  them  in  assignments,  the 
opportunity  it  offers  to  test  their 
skills  and  the  chance  to  try  out  infor- 
mally for  a  full-time  job. 

Many  workers  now  talk  about  new- 
fashioned  self-directed  goals  instead 
of  old-fashioned  employee  loyalty. 
They  are  appalled  by  what  happened 
to  parents  and  older  relatives  who  de- 
voted their  lives  to  a  single  employer 
in  exchange  for  a  security  that  turned 
out  to  be  illusory.  They  are  turned  off 
by  the  notion  of  owing  it  all  to  a  boss, 
paternal  or  otherwise. 

Thus  many  employers  have  to  turn 
to  flexible  staffing  not  as  a  means  of 
cutting  costs  but  as  a  means  of  getting 
people  to  work  for  them.  Take  a  very 
labor-intensive  company  like  Marri- 
ott, a  big  employer  of  Lone  Rangers. 
"We  are  able  to  make  employment 
more  attractive  by  providing  flexibili- 
ty," says  Marriott's  Clifford  Ehrlich, 
senior  vice  president  of  human  re- 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  these  securities.  The  offer  is  made  only  by  the  Prospectus. 

February  13,  1987 


12,500,000  Shares 


0jh  HIMONT  incorporated 


Common  Stock 

($1.00  par  value) 


Price  $28  Per  Share 


Wertheim  Schroder  &  Co. 

Incorporated 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  only  from  such  of  the 
several  Underwriters  as  may  lawfully  offer  these  securities  in  such  State. 


10,250,000  Shares 

This  portion  of  the  offering  is  being  offered  in  the 
United  States  and  Canada  by  the  undersigned. 


The  First  Boston  Corporation 


Goldman,  Sachs  &  Co. 


Bear,  Stearns  &  Co.  Inc.  Alex.  Brown  &  Sons  Dillon,  Read  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette 

Incorporated  Securitm  Corporation 

Drexel  Burnham  Lambert  Hambrecht  &  Quist  E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co. 

Incorporated  Incorporated  Incorporated 

Lazard  Freres  &  Co.  Merrill  Lynch  Capital  Markets  Montgomery  Securities  Morgan  Stanley  &  Co. 

Incorporated 

Prudential-Bache  Capital  Funding  Robertson,  Colman  &  Stephens  L.  F.  Rothschild,  Unterberg,  Towbin,  Inc. 

Salomon  Brothers  Inc  Shearson  Lehman  Brothers  Inc.  Dean  Witter  Reynolds  Inc.  Eberstadt  Fleming  Inc. 
Allen  &  Company  William  Blair  &  Company  A.  G.  Edwards  &  Sons,  Inc.  Moseley  Securities  Corporation 

Incorporated 

Oppenheimer  &  Co.,  Inc.  The  Robinson-Humphrey  Company,  Inc.  Thomson  McKinnon  Securities  Inc. 

Advest,  Inc.  Arnhold  and  S.  Bleichroeder,  Inc.  Robert  W.  Baird  &  Co.  Bateman  Eichler,  Hill  Richards 

Incorporated  Incorporated 

Sanford  C.  Bernstein  &  Co.,  Inc.  J.C.  Bradford  &  Co.  Butcher  &  Singer  Inc.  Cowen  &  Co. 

Incorporated 

Dain  Bosworth  Eppler,  Guerjn  &  Turner,  Inc.  Fahnestock  &  Co.  Inc.  Furman  Selz  Mager  Dietz  &  Birney 

Incorporated  Incorporated 

Janney  Montgomery  Scott  Inc.        Ladenburg,  Thalmann  &  Co.  Inc.       Cyrus  1.  Lawrence        Legg  Mason  Wood  Walker 

Incorporated  Incorporated 

McDonald  &  Company  Neuberger  &  Berman  The  Ohio  Company  Prescott,  Ball  &  Turben,  Inc 

Rotan  Mosle  Inc.  Stephens  Inc.  Tucker,  Anthony  &  R.  L.  Day,  Inc. 

Wheat,  First  Securities,  Inc.  Adams,  Harkness  &  Hill,  Inc.  Brean  Murray,  Foster  Securities  Inc. 

The  Buckingham  Research  Group        Carolina  Securities  Corporation        The  Chicago  Corporation        Doft  &  Co.,  Inc. 

Incorporated 

First  Albany  Corporation  First  Manhattan  Co.  First  Southwest  Company  Gruntal  &  Co.,  Incorporated 

Hanifen,  Imhoff  Inc.  Interstate  Securities  Corporation  Investment  Corporation  of  Virginia 

Johnson,  Lane,  Space,  Smith  &  Co.,  Inc.  Johnston,  Lemon  &  Co.  Mabon,  Nugent  &  Co. 

Incorporated 

Needham  &  Company,  Inc.  Parker/Hunter  Anantha  Raman  &  Company,  Inc. 

Incorporated 

R.  Rowland  &  Co.  Seidler  Amdec  Securities  Inc.  Swergold,  Chefitz  &  Sinsabaugh,  Inc. 


2,250,000  Shares 

This  portion  of  the  offering  is  being  offered  outside  the 
United  States  and  Canada  by  the  undersigned. 

Wertheim  Schroder  International  Limited 

Credit  Suisse  First  Boston  Limited 

Goldman  Sachs  International  Corp. 

Banque  Nationale  de  Paris  Cazenove  &  Co. 

Deutsche  Bank  Capital  Markets  Limited  EBC  Amro  Bank  Limited  Istituto  Bancario  San  Paolo  di  Torino 

Swiss  Bank  Corporation  International  Limited  Union  Bank  of  Switzerland  (Securities)  Limited 


Exploited? 


Day  1986  seemed 
as  appropriate  a  time 
as  any  foi  Kurt  Van  Vlan- 
dren  to  leave  his  job  as 
head  of  public  relations 
for  Pennsylvania-based 
Sun  Co.  "I'd  gotten  as  far 
in  a  corporation  as  I  ever 
wanted  to  go — further,  in 
fact,"  says  Van  Vlandren. 
"The  corporate  environ- 
ment had  begun  to  grate 
on  me." 

But  oil  prices  tanked 
and,  ironically,  gave  Van 
Vlandren  a  way  out.  His 
bosses  at  Sun  were  look- 
ing for  costs  to  cut.  Van 
Vlandren  volunteered. 

He  had  been  earning 
around  $140,000— 
$100,000  in  salary  and 
$40,000  in  benefits.  He  of- 
fered to  do  the  essential 
aspects  of  his  old  job — in- 
vestor relations  and  some 
writing  for  in-house  publications — for  around  $50,000  a 
year.  Sun  saved  $90,000  a  year  and  Van  Vlandren  was  in 
business  for  himself. 

In  just  three  months  Van  Vlandren  has  picked  up 
three  additional  clients — a  management  consulting 
firm,  an  investment  company  and  a  cogeneration  plant. 
He  now  earns  roughly  what  he  did  as  a  wage  slave  at 
Sun.  Health  insurance  will  cost  him  ten  times  more, 
but  the  tax  benefits  of  writing  off  the  cost  of  his  house, 
computer  and  so  forth  should  put  him  even. 

Home  and  office  is  a  27-acre  wooded  farm  in  Chester 
County,  Pa.  Instead  of  a  commute  into  Radnor,  a  suburb 


Kurt  Van  Vlandren  atop  h 
A  closet  full  of  unused 


of  Philadelphia,  Van  Vlan- 
dren begins  his  day  by 
walking  to  the  end  of  his 
driveway  to  pick  up  his 
newspapers.  On  a  big  trav- 
el day  he  drives  the  mile 
and  a  half  to  the  Valley 
Forge  post  office  to  pick 
up  his  mail.  His  personal 
computer  hooks  him  up 
to  whatever  part  of  the 
world  he  needs. 

And  he  says  he  works 
more  efficiently  now,  get- 
ting more  done  in  less 
time.  "At  Sun  there  was 
always  a  meeting  to  go  to 
if  you  didn't  know  how  to 
fill  up  your  day,"  he  says. 
"Now  I  don't  spend  nearly 
as  many  hours  working, 
but  the  hours  I  do  spend 
are  far  more  productive. 
I'm  always  just  a  few  steps 
away  from  my  computer." 
Any  downside?  Sure. 
He  has  found  it's  up  to  him  to  get  going,  to  create,  to 
initiate.  And  that  not  hanging  around  the  office  means 
missing  a  lot  of  the  information  flow.  "You  don't  pick 
up  stuff  in  hallways  and  by  osmosis  just  from  being  in 
the  office,"  he  says.  "Stuff  doesn't  come  to  you."  He 
pauses.  "And  I  don't  hear  as  many  jokes." 

Van  Vlandren  admits  he  must  pay  more  attention  to 
his  personal  finances.  Where  does  he  go  for  advice?  His 
accountant  is  a  former  Sun  employee  who,  like  Van 
Vlandren,  slipped  the  corporate  noose. 

"Yesterday,  I  was  asked  to  go  back  to  full-time 
work,"  Van  Vlandren  says.  "I  said  no." — S.L.  and  S.F. 


is  woodpile 
suits  and  ties. 


sources.  "We  have  to  offer  work  on  a 
basis  that  fits  with  when  people  want 
to  work.  And  there  are  plenty  of  peo- 
ple who  don't  want  to  work  a  regular 
workweek."  For  example,  at  the  new 
Marriott  Marquis  in  New 
York  City,  many  of  the  bar- 
tenders are  actors — they  pre- 
fer to  work  at  night  to  keep 
their  days  free  for  auditions. 

Ditto  for  banks  that  sched- 
ule hours  for  tellers  to  corre- 
spond to  the  schoolday  and 
the  workday,  thereby  accom- 
modating parents — who 
might  otherwise  be  unable  to 
work — and  customers  who 
must  do  business  during 
lunch  hour. 

The  trend  toward  a  basic 
work  force  supplemented  by 
Lone  Rangers,  then,  is  the 
product  of  powerful  business 
and  social  forces  that  have 
intensified  competition, 
speeded  up  change  and  trans- 


formed attitudes  toward  work.  Mi- 
chael Piore,  professor  of  economics  at 
MIT,  sums  it  up:  "We  have  inherited  a 
rigid  institutional  structure  that  be- 
longs to  another  age.  The  tightly  inte- 

Ki  Ho  Paifc/Epstein,  Guizwi! 


Michael  Ruffner,  Sun  Co.  refiner)'  manager 
Using  contractors  to  shave  peak  work  loads. 


grated,  hierarchical  corporation  was  a 
response  to  a  stable  environment  in 
which  the  corporation  could  control 
its  market."  No  longer  able  to  control 
its  markets,  business  must  now  be 
flexible  in  its  market  re- 
sponses. Flexible  staffing, 
combined  with  more  loosely 
integrated  businesses,  is  thus 
the  wave  of  the  future.  The 
corporate  giants  of  the  1950s 
and  1960s  will  become  the 
dis-integrated  lean-and- 
mean  machines  of  the  1980s. 

Simply  put,  U.S.  business 
is  getting  away  from  main- 
taining large  standing  armies 
and  replacing  them  with 
smaller  professional  cadres, 
supplemented  with  reserves 
that  can  be  called  up  when 
needed  and  sent  home  when 
not.  If  raising  productivity  is 
a  powerful  national  need, 
flexible  staffing  is  a  promis- 
ing means  of  achieving  it.  ■ 
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DUAL  COLOR  COPYMG 

It's  what  every  business  needs  to  make  important  documents  stand  out. 
And  only  Canon  offers  a  full  line  of  Dual  Color  Copiers  that  let  you  copy  in  black 
with  red,  blue,  brown  or  green.  At  a  touch.  Now  all  your  copies  can  have  a  colorful  impact. 
Because  in  business,  nothing  important  is  ever  just  black  and  white. 
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Harvesting  grapes  in  the  Paarl,  Cape  Province 

South  Africa's  export-oriented  fruit  farmers  will  suffer  from 

sanctions,  hut  their  workers  may  starve. 
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However  emotionally  satisfying  economic 
sanctions  may  be  to  opponents  of  racism, 
they  are  counterproductive  to  the  aim  of 
achieving  democracy  in  South  Africa. 

Why  South  Africa 
shrugs 
at  sanctions 


By  Peter  Brimelow 


"Comment  is  free,  but  facts  are  sacred. " 
This  was  the  creed  of the  great  Manchester 
Guardian  Editor  CP.  Scott,  a  liberal  jour- 
nalist renowned  for  his  courageous  ap- 
peals for  reason  at  a  time  when  jingoistic 
emotions  ran  high  in  Britain  during  the 
Anglo-Boer  War  (1899-1902).  Through- 
out the  Free  World  today  emotions  again 
run  powerfully  against  the  Boers'  descen- 
dants, who  run  a  racist  regime  in  South 
Africa.  With  Congress'  enactment  of  the 
Comprehensit  <e  Antiapartheid  Act  of 1986, 
the  U.S.  is  firmly  committed  to  waging 
economic  war  against  Afrikaner  rule  in 
South  Africa.  How  effect  ii  >e  is  this  economic 
warfare?  Wishful  thinking  aside,  what  are 
the  facts — the  sacred  facts?  In  thus  report 
from  South  Africa,  Forbes  cuts  through  the 
comment  and  rhetoric  and  gets  at  the  facts. 


T|  o  the  casual  American  ob- 
server, South  Africa  today 
looks  unnervingly  normal.  The 
main  cities  of  Johannesburg  and  Cape 
Town  are  modern,  clean  and  multira- 
cially  bustling;  the  grosser  forms  of 
segregation  apparently  vanished  as 
part  of  State  President  P.W.  Botha's 
much  derided  reforms.  By  American 
standards,  in  fact,  relations  between 
the  races  seem  oddly  gentle.  The  sun 
shines,  prices  are  gratifyingly  low  in 
dollar  terms — South  Africa  is  one  of 
the  remaining  tourist  bargains — and 
the  dinner  talk  is  of  the  May  6  elec- 
tion, in  which  Botha's  National  Party 
is  expected  to  run  not  against  the 
fierce  challenges  mounted  by  his  po- 
litical opponents  on  the  left  and — 
especially — on  the  right,  but  against 
American  interference.  It  seems  like- 
ly to  be  an  easy  victory  for  Botha,  one 


of  the  first  tangible  results  of  the  U.S. 
economic  sanctions. 

These,  of  course,  are  superficial  im- 
pressions. But  the  black  townships 
are  quiet,  patrolled  by  the  army,  and 
the  school  boycott  has  ended.  Two 
years  after  the  African  National  Con- 
gress' Oliver  Tambo  made  his  New 
Year's  message  a  call  to  "render  South 
Africa  ungovernable,"  it  isn't.  And  no 
one  thinks  it  will  be  anytime  soon. 

Such  a  sense  of  relief  is  spreading 
among  South  Africa's  4.6  million 
whites  that  the  antigovernment  Jo- 
hannesburg Star  has  felt  obliged  to 
headline  a  cautionary  story  beware 
sanctions  "euphoria."  But  the  man- 
agers of  many  foreign-owned  South 
African  companies  have  a  very  good 
reason  to  feel  euphoric:  Sanctions 
have  made  them  rich.  This  has  hap- 
pened because  foreign  corporations 
couldn't  simply  pick  up  their  fac- 
tories and  go  home,  as  advocates  of 
divestment  seemed  to  think  they 
would.  They  have  had  to  sell  them, 
frequently  to  the  incumbent  manag- 
ers in  the  form  of  leveraged  buyouts, 
often  for  a  fraction  of  market  value, 
because  everyone  knew  they  were 
desperate.  Some  companies  that  have 
recently  decided  to  pull  out:  IBM, 
Coca-Cola,  Procter  &  Gamble.  Some 
deals  have  been  so  attractive  that 
American  managers  have  chosen  to 
join  in,  as  in  the  case  of  the  South 
African  subsidiary  of  General  Motors. 

Alternatively,  foreign  firms  have 
been  selling  out  to  other  interests. 
Some  are  exotic:  South  Africa's  most 
famous  spy,  Craig  Williamson,  who 
worked  undercover  inside  the  African 
National  Congress  for  several  years, 
recently  became  head  of  a  unit  em- 
powered to  purchase  foreign  assets  on 
behalf  of  GMR,  an  Italian  group.  (He 
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is  also  a  National  Party  candidate  in 
the  upcoming  election.)  More  typical: 
In  November  Anglo-American  Corp., 
one  of  the  five  capital  pools  that  dom- 
inate the  South  African  economy,  ac- 
quired South  Africa's  biggest  bank, 
Barclays  National,  from  its  British 
parent,  Barclays  Bank  Pic,  long  a  tar- 
get for  antiapartheid  protestors.  Sig- 
nificantly, Anglo  paid  $8.06  for  stock 
trading  at  $10.30.  Barclays  will  get 
only  about  half  that  because  of  the 
machinations  of  South  Africa's  inge- 
nious two-tier  foreign  exchange  sys- 
tem. And  South  Africa  will  save  some 
30  million  rand  ($14  million)  in  for- 
eign dividend  payments  annually. 

Over  the  years,  disinvestment  has 
been  a  tremendous  boon  to  a  vital 
component  of  the  South  African  gov- 
ernment-industrial complex:  the  $650 
million  Allied  Elec- 
tronics Corp.  Ltd.  (Al- 
tron),  with  operations 
in  the  electronics,  tele- 
communications and 
electrical  power  fields. 
Altron's  chairman  is 
William  Venter,  52, 
one  of  many  Afrikaners 
now  prominent  in 
what  had  once  been  the 
exclusively  English- 
speaking  preserve  of 
business.  Venter  has 
said  that  his  "big 
break"  came  in  1976, 
when  he  was  able  to 
persuade  ITT  to  begin 
selling  its  South  Afri- 
can subsidiary  to  him. 
This  became  the  nucle- 
us of  the  first  major 
South  African-con- 
trolled electronics 
company.  "If  I  had  to 
thank  anybody,"  says 
Venter,  "I  think  I 
would  thank  the  American  church 
groups  who  had  played  such  a  major 
role  in  making  people  like  ITT  feel 
uncomfortable." 

Subsequently  Altron  acquired  a 
string  of  other  foreign  subsidiaries 
from  the  U.S.,  Britain,  France  and 
Holland,  including  Motorola  and, 
most  recently,  Asea. 

Today  the  integrated  equal-pay 
work  force  at  Altron's  headquarters  at 
Boksburg,  near  Johannesburg,  pores 
over  its  circuit  boards  placidly 
enough.  But  their  employer  is  widely 
regarded  as  one  of  Pretoria's  chosen 
instruments,  a  preferred  supplier  in 
telecommunications  and  in  defense 
electronics. 

The  ability  to  b'd  on  government 
contracts  is  one  of  the  advantages  lo- 
cal managements  gain  when  freed 


from  foreign  ownership.  They  can 
also  cut  out  the  costly  social-respon- 
sibility programs  often  implemented 
to  conform  with  the  "Sullivan  Princi- 
ples," the  code  of  corporate  conduct 
for  U.S.  subsidiaries  developed  by 
Leon  Sullivan,  the  Philadelphia  cler- 
gyman and  CM  director.  Sullivan  re- 
cently added  the  further  principle  that 
U.S.  corporations  should  actually  en- 
gage in  efforts  to  challenge  South  Afri- 
can law,  and  has  said  that  he  will  call 
for  complete  withdrawal  if  "apart- 
heid" is  not  ended  by  May  31.  (Many 
Americans  use  "apartheid"  to  mean 
"white  rule"  in  general.  But  to  South 
Africans  it  has  a  specific  meaning: 
"petty  apartheid,"  or  segregation,  and 
"grand  apartheid,"  or  ultimate  territo- 
rial partition,  policies  developed  by 
former  National  Party  leader  Hendrik 


Altroti  's  factory  at  lioksburg 
Moral  revulsion  elsewhere  has  been  good 
for  Altron's  business. 


Verwoerd  and  now  publicly  dis- 
avowed by  Botha.) 

Now,  one  South  African  merchant 
bank  is  using  the  list  of  Sullivan  sig- 
natories as  a  marketing  tool  to  locate 
potential  buyouts.  From  this  point  of 
view,  disinvestment  has  been  a  cheap 
form  of  corporate  restructuring,  quite 
possibly  enhancing  the  efficiency  of 
the  South  African  economy. 

Which  is  not  to  say  that  economic 
sanctions  will  have  no  effect  on  South 
Africa — in  the  long  run.  With  fewer 
foreign  firms  and  no  capital  imports, 
the  South  African  economy  will  grow 
more  slowly  than  otherwise.  The  best 
guess  is  it  will  average  up  to  3%  a 
year,  instead  of  the  5%  to  6%  of  the 
1960s.  But  it  will  grow.  And  it  will  be 
that  much  less  vulnerable. 

Much  of  what  sanctions  arc  doing 


to  South  Africa,  in  fact,  is  just  the 
mirror  image  of  what  many  countries 
have  done  to  themselves:  insistence 
on  Soviet-style  self-sufficiency,  pro- 
tectionism, restrictions  on  foreign 
ownership.  Thus  arc  foreign  propo- 
nents of  disinvestment  achieving  for 
South  Africa  almost  precisely  what 
Canadian  nationalists  have  advocated 
with  only  partial  success  against  U.S. 
ownership  north  of  the  border. 

The  difference  is  that  the  South  Af- 
rican economy,  with  its  sophisticated 
industrial  base  and  its  resources,  is 
better  fitted  than  most  for  autarky, 
even  if  externally  imposed.  A  remark- 
able 60%  of  its  export  earnings  are 
from  low-volume,  high-value,  diffi- 
cult-to-sanction  items  like  precious 
metals,  diamonds  and  strategic  min- 
erals. According  to  most  estimates,  it 
can  generate  almost  all 
of  its  annual  capital 
needs  internally;  it  ac- 
tually sustained  a  net 
outflow  of  long-term 
capital  after  1976  until 
the  South  African  au- 
thorities imposed  a 
debt  moratorium  in 
mid-1985. 

To  the  extent  that 
sanctions  are  effective, 
the  South  African 
economy  will  reorient 
itself  away  from  ex- 
ports and  toward  im- 
port substitution, 
much  of  which  would 
previously  have  been 
uneconomic.  At  a 
price,  the  South  Afri- 
cans have  the  technical 
capacity  to  build  prac- 
tically anything.  They 
have  already  demon- 
strated this  by  respond- 
ing to  the  oil  and  arms 
embargoes  in  the  1960s  and  1970s 
with  stepped-up  production  at  the  Sa- 
sol  oil-from-coal  plants,  which  now 
supply  70%  of  their  liquid  fuel  needs, 
and  at  the  government-backed  Arma- 
ments Corp.  of  South  Africa  Ltd. 
(Armscor).  The  firm  now  exports 
arms  to  23  countries.  Armscor's  G-5 
self-propelled  howitzer,  which  has  a 
tactical  nuclear  capability  and  is  sup- 
posedly the  finest  of  its  type  in  the 
world,  has  been  seen  recently  in  ac- 
tion in  Iraq. 

However,  South  African  business- 
men are  surprisingly  confident  about 
their  ability  to  export  even  easily 
sanctionable  goods.  Sanctions-bust- 
ing has  already  been  developed  to' a 
high  art.  Revealing  its  secrets  is  a  seri- 
ous crime  in  South  Africa,  although 
this  has  not  prevented  the  Engh 
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language  press  from  exposing  false  la- 
beling of  canned  fruit  and  alleged 
schemes  to  launder  goods  through  a 
free  port  in  Britain's  Isle  of  Man.  But 
South  Africa  has  already  had  consid- 
erable success  evading  formal  trade 
bans — over  half  the  country's  exports 
are  already  categorized  as  "all  other," 
which  is  viewed  as  a  partial  euphe- 
mism. And  it  can  draw  on  Rhodesian 
experience:  The  coordinator  of  the 
Department  of  Finance's  antisanc- 
tions  effort  was  governor  of  the  Rho- 
desia Reserve  Bank, 
Desmond  Krogh. 

Far  Eastern  markets 
are  expected  to  remain 
accessible — and  adapt- 
able. South  African 
coal  exports  in  1986 
and  1987  are  likely  to 
remain  at  the  40-mil- 
lion-ton  mark,  despite 
the  loss  of  10  million 
tons  to  the  French  and 
Danish  embargoes,  be- 
cause fierce  price-cut- 
ting by  the  South  Afri- 
cans in  the  Far  East  is 
displacing  the  Austra- 
lian coal  exporters. 
And  an  official  at  the 
Committee  on  Pipe 
and  Tube  Imports  al- 
leges that  Thailand, 
not  previously  a  pipe- 
maker,  has  under- 
mined U.S.  steel  sanc- 
tions by  producing 
pipes  using  South  Afri- 
can steel.  Where  there 
is  a  will  to  make  a  dol- 
lar, or  a  mark  or  a  franc 
or  a  lira,  there  is  usual- 
ly a  way. 

Or  a  ruble,  for  that 
matter.  South  African 
businessmen  are  confi- 
dent they  will  be  able 
to  deal  through  the  So- 
viet bloc.  It's  tempting 
to  dismiss  such  claims 
as  bravado.  But  the  So- 
viets did  become  one  of 
Rhodesia's  major  illicit 
trade  partners  during  its  unilateral  in- 
dependence, notably  in  re-exporting 
Rhodesian  chrome  to  the  U.S.,  and 
South  Africans  have  long  had  inti- 
mate, secret  relations  with  them 
through  their  participation  in  the  De 
Beers-managed  diamond  cartel.  Some 
evidence  of  the  South  Africans'  sin- 
cerity: the  real  pain  in  their  eyes  when 
discussing  the  commissions  Marxist 
middlemen  charge.  Soviet  duplicity  is 
dependable,  but  it  is  expensive. 

"Commissions"  work  in  black  Afri- 
ca, too.  "We  can  sell  anything  we 


says  one  Afrikaner 


want  to  Africa 
businessman. 

"But  they  can't  pay,"  points  out  his 
colleague. 

"The  Americans  will  give  them 
alms." 

No  doubt  the  Americans  will  give 
increased  economic  aid  to  black  Afri- 
can countries  whose  trade  with  South 
Africa  is  being  reduced  by  sanctions; 
Senator  Edward  Kennedy  has  pro- 
posed $700  million  over  five  years. 
And  undoubtedly  a  good  part  of  U.S. 


Pears  packed  for  export  on  a  Cape  farm 

Labor-intensive  hand-packing  is  threatened  by  sanctions' 
pressure  on  industry  margins. 


aid  will  find  its  way  to  South  Africa 
through  purchases  of  South  African 
goods  and  services. 

Still,  sanctions  will  have  some  im- 
mediate impact.  Some  exporters,  like 
South  Africa's  fruit  growers,  are  high- 
ly alarmed.  Marketing  officials  say 
North  American  and  Scandinavian 
sanctions  may  cost  12.5%  to  15%  of 
fresh  fruit  sales,  and  they  see  little 
possibility  of  evasion.  The  industry 
employs  220,000  nonwhites. 

Here,  amid  the  carefully  tended  ap- 
ple orchards  of  the  western  Cape,  the 


cutting  edge  of  sanctions  is  visible  at 
last.  Every  year  farm  manager  Bernard 
Napier  buses  over  200  Xhosas  from 
the  autonomous  Transkei  "National 
State"  to  augment  the  "Colored" 
(mixed-race)  work  force  on  the  Gray- 
mead  farm.  As  always  in  Africa,  their 
earnings  support  several  people  at 
home.  When  the  new  workers  arrive 
from  their  homelands,  they  are  so  un- 
dernourished Napier  has  to  feed  them 
up  to  strength  before  they  can  work.  If 
alternative  markets  cannot  be  found, 
the    apple    trees  on 
which     Napier  has 
spent  more  than  40 
years  of  his  life  could 
be  plowed  under.  Back 
in  the  Transkei,  the 
blacks  will  starve. 

This,  in  a  nutshell,  is 
the  real  trouble  with 
sanctions  as  a  political 
weapon:  They  hurt  the 
blacks  more  than  the 
whites.  South  Africa  is 
not   a   nation   but  a 
small  empire  of  23  mil- 
lion people,  a  sociolo- 
gists' paradise  of  differ- 
ent ethnic  groups  inter- 
dependent    in  fan- 
tastically complicated 
ways.  In  its  peculiar 
political  economy,  the 
dominant  caste  of  2.7 
million  Afrikaners  are 
by  far  the  best  insulat- 
ed. Some  40%  of  them 
are  the  employees  of 
the  South  African  state 
and  its  dependents:  in 
the  civil  service,  de- 
fense force,  police.  The 
S&afe     1.8    million  English- 
speaking  whites,  who 
tend  to  be  on  the  liber- 
al side  of  white  politics 
but  are  outvoted,  are  in 
business  and  therefore 
more     exposed,  al- 
though much  less  so 
than    the  best-placed 
nonwhites,  the 
800,000  Indians  and  2.8 
million  Coloreds,  who  have  just  been 
given  the  right  to  vote  for  their  own 
assemblies.  The  15.2  million  blacks, 
unskilled  labor  with  no  vote  in  a 
country  without  any  social  security 
net,  are  intensely  vulnerable.  And  the 
situation  of  the  estimated  1.9  million 
blacks  from  the  neighboring  "Front 
Line"  states  to  the  north,  where  they 
support  probably  10  million  people,  is 
the  most  desperate  of  all. 

In  theory,  the  whites  could  pass 
most  of  the  costs  of  sanctions  through 
to  the  blacks  in  general  and  to  the 
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Front  Line  states  in  particular.  In 
practice,  they  have  been  less  ruth- 
less— up  to  now.  Despite  emitting 
threatening  noises,  Pretoria,  unlike 
Nigeria,  has  not  yet  expelled  its  for- 
eign workers.  Nor  has  it  acted  deci- 
sively to  end  inflation,  currently  18% 
a  year,  apparently  because,  like  Wash- 
ington in  the  1970s,  it  is  under  the 
delusion  that  it  can  and  must  put  jobs 
first  by  maintaining  high  levels  of  de- 
mand. Interacting  with  South  Africa's 
steeply  progressive  tax  code,  this  has 
resulted  in  unlegislated  tax  increases 
so  severe  that  many  believe  them  to 
be  the  most  important  cause  of  white 
emigration.  Inflation,  not  insurrec- 
tion, may  be  the  real  threat  to  white 
rule  in  South  Africa. 

During  Oliver  Tambo's  recent  visit 
to  Washington,  he  told  Georgetown 
University  students 
that  white  wealth 
must  be  redistributed 
to  "raise  the  impover- 
ished standard  of  living 
for  millions  of  our  peo- 
ple." This  is  because  he 
obviously  views  the 
South  African  econo- 
my as  a  static  pile  of 
wealth,  unfairly  mo- 
nopolized by  whites. 
But  the  fact  is  that,  de- 
spite its  highly  visible 
modem  sector,  South 
Africa  is  actually  a 
poor  country.  Its  total 
gross  national  product 
is  only  $51  billion,  one- 
third  of  Australia's  and 
1%  of  the  U.S.',  a  mere 
$2,232  per  capita. 
That's  not  enough  to 
go  around.  The  whites, 
19.3%  of  the  popula- 
tion and  possessors  of 
all  the  vital  technical 
skills,  already  contribute  93%  of  in- 
come tax  revenue  and  pay  European 
levels  of  tax.  South  Africa  is  a  micro- 
cosm of  the  world — except  that  its 
First  World  is  taxed  to  subsidize  its 
Third  World. 

Most  of  Africa  has  always  lived  in 
primeval  poverty.  Even  in  South  Afri- 
ca, I  million  blacks  are  still  subsis- 
tence farmers.  But  in  South  Africa 
economic  activity  organized  by 
whites  has  gradually  drawn  the  blacks 
out  of  their  tribal  lands,  into  the  cash 
economy  and  into  the  cities — to  the 
great  consternation  of  the  architects 
of  apartheid.  Driving  the  whites  out 
or  depriving  them  of  incentives  would 
reverse  this  dynamic  process  and 
eventually  cause  economic  collapse. 

The  South  African  economy  may  be 
small  by  world  standards,  but  it 


nevertheless  composes  over  one-third 
of  sub-Saharan  Africa's  total  gross  do- 
mestic product.  It  is  the  locomotive 
that  has  been  pulling  the  subconti- 
nent out  of  subsistence  farming  and 
out  of  looming  Malthusian  tragedy. 
The  last  20  years  have  been  an  eco- 
nomic disaster  for  black  Africa,  with 
per  capita  GNPs  falling  16%  in  the 
first  half  of  the  1980s  alone.  Remit- 
tances from  foreign  workers  in  South 
Africa  provide  badly  needed  foreign 
exchange  for  other  African  countries; 
it  is  their  natural  trading  partner  and 
also  the  most  reliable  transport  route 
for  their  exports. 

South  Africa's  economy  may  prove 
more  adaptable  than  anyone  expects. 
For  example,  if  Afrikaners  can  eschew 
their  deep  respect  for  legal  forms,  the 
country  could  exploit  the  advantages 


South  African  Defense  Force  on  parade 
Since  the  arms  embargo.  South  Africa  makes  its 
own  weapons  and.  sells  them  abroad. 


of  being  an  outlaw  by  ignoring  inter- 
national patents  and  copyrights,  as 
Taiwan  has  done — one  reason  legis- 
lating against  license  agreements,  as 
some  sanctioneers  urge,  could  prove 
self-defeating.  A  favorite  plan:  to  du- 
plicate the  Canadian  Maple  Leaf  gold 
coin,  since  the  South  African  authori- 
ties obligingly  hosted  the  Canadians 
when  they  were  planning  their  own 
coin,  only  to  find  Canada  a  leader  in 
the  sanctions  campaign. 

South  Africa  could  also  find  a 
source  of  growth  in  deregulation.  At 
least  3  million  blacks  work  in  the 
"shadow  economy,"  in  contravention 
of  laws  many  of  which  were  part  of 
apartheid's  very  substantial  apparatus 
of  economic  control.  Even  opening  a 
store,  for  example,  required  multiple 
permissions.  Legalizing  these  activi- 


ties could  have  profound  economic 
and  social  consequences. 

A  very  visible  case  study:  the  prolif- 
eration of  black-owned  minibuses, 
called  "combis,"  on  South  Africa's 
roads.  Partly  as  a  result  of  the  murder- 
ous riots  in  Soweto  and  the  accompa- 
nying boycott  of  the  state-subsidized 
bus  company  Putco,  the  police  have 
largely  ceded  the  transport  of  blacks 
to  these  usually  illegal  private  opera- 
tors, and  no  longer  attempt  to  main- 
tain Putco's  monopoly  or  enforce 
safety  standards.  There  are  now  an 
estimated  40,000  such  black  cabs  in 
South  Africa — an  industry  that  is 
booming  regardless  of  sanctions. 

South  Africans  call  these  fairly  la- 
bor-intensive, low-technology  activi- 
ties "inward  industrialization."  They 
hope  to  do  the  same  thing  with  black 
housing.  They  think  it 
may  enable  the  econo- 
my to  keep  growing 
and  providing  work 
when  import-substitu- 
tion opportunities  are 
exhausted. 

A  further  unspoken 
advantage  of  outlaw 
status:  It  could  allow 
South  Africa  to  reverse 
its  drift,  impelled  by  its 
newly  legal,  highly  po- 
liticized black  labor 
unions  and  by  well-in- 
tentioned internation- 
al opinion,  toward  be- 
coming a  high-wage 
economy  for  the  em- 
ployed few.  In  a  text- 
book demonstration  of 
the  unintended  conse- 
quences of  minimum 
wage  laws,  this  drift 
has  resulted  in  mecha- 
nization, the  substitu- 
tion of  capital  for  labor, 
and  no  wages  at  all  for  the  unlucky 
black  majority. 

Many  South  African  white  liberals 
blame  U.S.  sanctions  for  undercutting 
Botha's  reforms.  After  the  election, 
however,  he  may  resume  the  reforms. 
They  won't  be  what  the  African  Na- 
tional Congress  wants  nor  will  they 
satisfy  foreign  critics.  But  they  are 
part  of  Afrikaner  history,  which,  con- 
trary to  myth,  did  not  consist  of  land- 
ing at  the  Cape  in  1652  and  blasting 
everyone  flat  but,  instead,  involved  a 
complex  process  of  coercion,  coop- 
tion,  cooperation  and  diplomacy. 

Sanctions  were  important  as  a 
threat;  as  a  reality,  they  are  like  push- 
ing on  a  string.  Having  imposed  them, 
the  U.S.  no  longer  has  much  influence 
in  South  Africa.  Unless,  of  course,  we 
want  to  send  in  the  Marines.  ■ 
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Bell&  Howell  document  control 
systems  squeeze  money  out  of  time. 


You  know  the  feeling.  You  deliver  your  product  or  service,  and  then 
you  wait... 

...for  Accounting  to  bill... 
...for  your  customer  to  pay... 
. . .  for  Accounting  to  process . . . 
...for  your  bank  to  record. 

And  time  passes.  Invaluable  time.  When  your  money  is  not  working 
for  you. 

@#@#@#@#!  Those  are  earnings  that  are  slipping  away.  And 
they  add  up. 

To  what?  A  penny  a  share  per  year?  Very  possibly. 

So  what  do  you  do?  How  do  you  pick  up  those  pennies? 

You  call  1-800-CASH  FLW.  And  we  send  two  specialists  to  analyze 
your  cash  flow  situation  -  on  us. 

They'll  spend  a  day  with  your  people,  and  they'll  recommend  steps  you 
can  take  to  speed  up  your  cash  flow. 

And  how  many  pennies  you  can  expect  to  save. 

In  the  process,  they'll  probably  convince  you  to  install  one  of  our  high- 
speed document  control  systems. 

At  least  we  hope  so. 

RS.  If  you  live  in  Illinois,  call  (312)  676-7900  collect. 

Call  1-800-CASH  FLW 


1 

1 

1 

J 

"We  want  people  who  mess  with  us  to  feel 
like  they  put  their  hand  in  the  porcupines 
nest, "  says  Midway  Airlines  boss.  It  looks 
like  he  has  the  right  stuff  to  make  it  stick. 

A  profitable 
survivor 


By  Steven  B.  Weiner 

T|  hese  should  be  dicey  days  for 
little  air  carriers  like  Chicago's 
Midway  Airlines.  The  biggest 
gorillas  in  the  airline  jungle,  the  na- 
tional carriers,  are  cutting  fares  and 
gobbling  up  competitors  in  frenzied 
grabs  for  routes,  passengers  and  equip- 
ment. Since  1978  nearly  170  airlines 
have  gone  to  that  last  great  landing  in 
the  deregulated  sky. 

Pint-size  Midway  (1986  revenue, 
$261.4  million)  should  be  especially 
anxious.  Two  of  the  roughest  outfits 
in  the  air,  United  and  Continental, 
have  invaded  its  unique  turf,  small 
Midway  Airport  on  Chicago's  south 
side,  for  what  looks  to  be  a  long  siege. 

Taps  for  Midway?  Far  from  it,  says 
Midway  Chairman  and  Chief  Execu- 
tive David  R.  Hinson.  A  slugfest  by 
major  carriers,  he  says,  will  bring 
more  traffic,  attention  and  prestige  to 
Midway  Airport.  Small  though  the 
field  is,  Midway  is  the  dominant  carri- 
er there.  "We  have  a  defensible  hub,  a 
strong  identity  in  our  market,  low 
costs,  a  strong  balance  sheet  and  a 
plan  for  modest  growth,"  says  Hin- 
son, a  former  fighter  pilot  who,  as  a 
director,  took  over  a  badly  stumbling 
Midway  early  in  1985.  "We  under- 
stand our  game,  and  it  would  be  very 
difficult  for  anyone  to  attack  us." 

Others  agree.  "No  one  can  come  in 
and  blow  them  out  of  the  water  in 
their  market,"  says  David  G.  Sylves- 
ter, airline  analyst  with  Montgomery 
Securities  in  San  Francisco.  "As  long 
as  they  watch  their  Ps  and  Qs,  they 
could  be  one  of  the  few  independents 
five  years  from  now." 

No  mean  trick,  that.  The  Air  Trans- 
port Association  figures  the  nine  larg- 
est companies  captured  more  than 
90%  of  airline  traffic  last  year.  Texas 
Ail  Corp.,  parent  of  Continental  and 


Eastern,  held  nearly  20%,  United 
16%,  American  14%.  Lacking  trans- 
continental routes  or  much  of  a  pro- 
file, Midway  on  its  flights  to  22  cities 
held  less  than  1%  of  U.S.  traffic. 

But  it's  now  a  lucrative  smidgen. 
On  a  44%  surge  in  revenue  last  year, 
Midway  earned  $9  million,  or  87 
cents  a  share,  reversing  three  years  of 
losses  that  totaled  nearly  $41  million 
through  1985.  Long-term  debt,  pared 
to  $29.8  million,  is  now  a  conserva- 
tive 35%  of  capitalization.  Mean- 
while, the  company's  common  stock, 
which  traded  near  $6  a  share  early  in 
1986,  has  responded  to  the  sharp  turn- 
around by  rising  above  $14  recently. 

How  does  Midway  do  it?  Its  strong- 
est asset  is  user-friendly  Midway  Air- 
port, just  1 1  miles  from  the  Loop. 
Once  the  nation's  busiest,  the  field 
became  little  more  than  a  way  station 
after  O'Hare  International,  9  miles 
farther  out,  opened  in  1955  and  went 
on  to  capture  most  commercial  traffic 
by  the  early  1960s.  Established  in 
1979  as  a  discount  carrier,  Midway 
revived  its  namesake  field  in  much 
the  same  way  that  Southwest  Airlines 
resurrected  decrepit  Hobby  Field  in 
Houston  early  in  the  1970s.  Today 
Midway  carries  an  estimated  80%  of 
the  field's  traffic,  which  rose  30%  to 
about  3.9  million  passengers  last  year. 

Another  factor  is  Hinson's  tight 
grip  on  costs.  When  he  adds  DC-9 
airplanes,  he  buys  them  used  at  less 
than  one-third  the  $25  million  price 
of  new  jets.  Midway  figures  it  flies  its 
Boeing  737  jets  more  than  12  hours  a 
day,  33%  more  than  the  average, 
sharply  reducing  fixed  costs  per  oper- 
ating hour.  Midway's  pilots  fly  about 
85  hours  a  month,  perhaps  30%  more 
than  pilots  for  low-efficiency  carriers. 

Midway  bought  defunct  Air  Florida 
in  1985  and  late  last  year  upgraded  its 
Miami  maintenance  hangar,  permit- 


ting it  to  do  more  contract  work  for 
other  airlines  while  saving  $3  million 
a  year  in  repairs  it  used  to  buy  from 
Eastern. 

Results,  too,  should  get  a  lift  as  a 
result  of  Hinson's  decision  to  elimi- 
nate what  remains  of  business-class 
sections  on  his  flights.  True,  busi- 
ness-class passengers  paid  more  for 
their  wider  seats,  but  fewer  seats  were 
sold.  Going  to  one-class  seating  later 
this  year,  Hinson  says,  gives  him 
more  lower-priced  seats,  potentially 
boosting  passenger  counts  and  adding 
$5  million  to  $7  million  in  revenue  at 
no  additional  expense. 

Midway  expects  to  add  a  half-dozen 
new  destinations  by  the  end  of  the 
year,  and  Hinson  is  also  contemplat- 
ing "sideways  expansion"  into  broad- 
er repair  or  supply  services.  As  a  con- 
sequence of  all  this,  Hinson  says,  prof- 
its should  rise  at  least  30%  this  year, 
even  if  fuel  costs  rise.  "It  had  better 
damn  well  be  better  than  that,"  he 
adds,  confidently. 

A  head-to-head  fight  with  United 
and  Continental  can  only  drive  Mid- 
way's fares  down  and  costs  up,  of 
course,  and  Hinson  isn't  spoiling  for 
such  a  scrap.  But  he  won't  shrink 
from  one,  either.  Traffic  to  Kansas 
City  rose  50%,  he  says,  after  South- 
west challenged  Midway  on  that 
route.  Midway  makes  good  money  on 
its  nine  daily  flights  to  Minneapolis  in 
the  teeth  of  competing  service  from 
Northwest  Airlines.  And  Northwest 
dropped  service  from  Midway  to  De- 
troit last  year  after  failing  to  shake 
Hinson's  eight-flights-daily  grip  on 
that  market. 

Won't  such  good  results  attract  a 
suitor?  Maybe,  but  Hinson  thinks 
Midway  may  fall  between  the  cracks. 
It's  too  small  to  be  an  irritant  for 
major  carriers;  O'Hare,  after  all,  is  the 
hottest  game  in  town  with  more  than 
14  times  the  passengers.  And  Mid- 
way, with  control  of  16  of  26  gates  at 
its  home  field,  is  too  costly  a  nut  to 
crack  by  direct  competition.  "It's  just 
not  worth  it,"  Hinson  says. 

There's  also  what  you  might  call 
the  "right  stuff"  factor.  Back  in  1985, 
on  his  53rd  birthday,  Hinson  flew  an 
F-4  Phantom  jet  in  war-games  sorties 
against  an  Oregon  Air  National  Guard 
ace.  Although  more  than  20  years 
rusty,  Hinson  won  twice. 

"We  want  people  who  mess  with  us 
to  feel  like  they  put  their  hand  in  the 
porcupine's  nest,"  he  says.  On  the 
other  hand,  he  notes,  "we  want  the 
reputation  of  being  the  fine  little 
watch."  Other  small  airlines  will  dis- 
appear, but  with  a  one-two  punch  like 
that,  figure  on  Midway  to  be  a  profit- 
able survivor.  ■ 
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We 
don't  mix 
apples  and 
oranges. 


To  Atlantic  the  idea 
of  forcing  unrelated  indus- 
tries, like  computers  and 
food  processing,  to  share 
the  same  insurance  policy 
is  preposterous. 

Risk  types  and 
risk  potentials 
vary  dramati- 
cally from 
industry  to 
industry  So 
do  losses.  And 
so  should 
premiums. 

That's  why  at 
Atlantic  the  electronics 
people  go  into  one  group. 
The  food  processors  into  another.  The 
printers  here.  The  metalworkers  there. 
And  so  on. 

But  there's  a  lot  more  to  an 
Atlantic  insurance  policy  than  that. 
Because  we  analyze  the  individual 
companies  that  comprise  each  group 
The  result?  A  custom  designed  policy 
based  on  each  industry's  needs. 


A  gargantuan  task?  No.  Not  with 
the  technology  that  has  sparked  an 

envious  gleam  in  the  eye  of 
a  number  of  our  competi- 
tors. They  know  the  sheer 
depth  and  breadth  of  our 
information  system  gives  us 
an  uncommon  understand- 
ing of  what  makes  a  client's 
business  tick. 

There's  another 
advantage  to  being 
insured  by  Atlantic. 
We're  a  mutual 
company.  And 
that  means  the 
potential  for  divi- 
dends. We've 
issued  dividends 
to  various  groups  every 
year  since  1855. 

Talk  to  your  agent  or 
broker  about  Atlantic  Mutual  and 
our  custom  designed  policies. 
We'll  help  you  make  the  most  of 
your  differences. 


Only  insurance. 
That's  your  assurance. 

&  {?■  lQQfc  Tho  A  1 1  i  r  *  1 1  /    Kill      i  ol  rnmnanioe 
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BUICK  PRESENTS 

The  amount  yoi 
the  new  6/BO  we 


AIR  CONDITIONING 


I 

'  AUJMINUM  WHEELS 

DESIGNERS' 
ACCFtff  PAINT 


ETTER  TIME  TO  BUY: 

ave  is  optional, 
anty  is  standard. 


jht  now,  you 
i  save  up  to 
!□□  on  optional 
jipment,  on 
new  Buick 
idels.  Save 
=n  more  on 
icks  equipped 
h  Value  Option 
Dkacjes, 


3uick  is  making  it  very  easy  for 
)  improve  your  options. 
:or  a  limited  time,  Buick  is 
lg  substantial  discounts  on 
lal  equipment.  So  this  is  a  rare 
rtunity  to  drive  a  fully 
iped  automobile,  and  save 
y  at  the  same  time. 
Buicks  come  with  a  long  list  of 
ard  features  to  begin  with,  but 
your  chance  to  have  a  few  of 
convenient,  luxurious  extras 
e  always  wanted.  Like  a 
itte  deck  as  well  as  a  radio.  Or 
tomatic  Climate  Control, 
id  of  a  regular  air  conditioner. 
5-way  power  driver's  seat.  Or 
3  Control.  Or  whatever.  The 
available  equipment  you  buy, 
ore  you  save. 


Optional  Equipment 

Manufacturer's  Suggested 

Retail  Prices 

You  Save 

$  500  —  $  999 

$  200 

$1 ,000  —  $1 ,499 

$  400 

$1,500  — $1,999 

$  600 

$2,000  —  $2,999 

$  800 

$3,000  + 

$1 ,200 

And  you  can  use  your  savings 
however  you  wish.  You  can  get  a 
cash  rebate,  apply  your  discount 
toward  the  down  payment  or  even 
toward  your  lease  payments. 

This  very  special  offer  is 
available  on  a  wide  variety  of  new 
Buicks:  LeSabre,  Century,  Regal, 
Skylark  and  Somerset  —  plus  the 
Electra  and  LeSabre  Estate 
Wagons. 

How  much  can  you  save  on  a 
new  Buick?  It's  your  option. 

For  details,  buckle  up  and  visit 
your  participating  Buick  dealer. 

For  more  information,  a 
brochure  or  a  test  drive,  call: 
1-800-87-BUICK 
(1-800-872-8425). 


6/60  Warranty. 

Better  really  does  matter  at 
Buick.  To  offer  tangible  evidence,  all 
new  1987  Buicks  now  come  with  a 
6-year/60, 000-mile  warranty  on  the 
powertrain  and  a  6-year/100,000- 
mile  warranty  on  outer-body  rust- 
through.  See  your  dealer  for  the 
terms  and  conditions  of  this  new 
limited  warranty. 

*  You  must  take  actual  retail  delivery  by  April 
30, 1987.  Dealer  financial  participation  may 
affect  consumer  cost.  See  your  participating 
dealer  for  details.  Value  Option  Package 
savings  based  on  Manufacturer's  Suggested 
Retail  Price  of  Option  Package  vs.  options 
purchased  separately. 


QUALITY  COMMITMENT  PLAN 


Where  better  really  matters. 


3        U        I        C  K 


This  could  finally  be  a  good  year  for  Mar- 
vin Griffin  Jr.  and  Coca-Cola  Bottling  Co. 
Consolidated.  But  Griffin  doesn't  want  to 
talk  about  it  yet,  and  with  good  reason. 


Are  we  there  yet? 


Kttv  Hughes 


Marvin  Griffin  Jr.  of  Coke  Consolidated 
ad  luck  leaked  to  the  bottom  line. 


By  Edward  F.  Cone 

Don't  count  your  profits  before 
they  are  hatched,  because  at  the  very 
least  you  may  get  a  lot  of  security 
analysts  awfully  mad  at  you.  Just  ask 
Marvin  Griffin  Jr.,  48.  After  hiring  on 
in  1983  as  chief  executive  of  Coca- 
Cola  Bottling  Co.  Consolidated  (esti- 
mated 1986  sales,  $390  million)  of 
Charlotte,  N.C.,  Griffin  began  telling 
analysts  tall  tales  about  the  bottling 
company's  future.  Sales  rose,  all  right, 
but  Consolidated's  earnings  from  con- 
tinuing operations  fell  from  $1.96  a 
share  in  1984  to  $1.51  in  1985.  One 
analyst  estimates  the  company  netted 
50  cents  a  share  last  year. 

"They  kept  making  promises  on 
earnings,"  recalls  Lee  Wilder,  an  ana- 
lyst with  Atlanta's  Robinson  Hum- 
phrey, "and  they  kept  disappointing 
everyone."  From  a  high  of  58  in 
March  1986,  the  bottler's  stock 
plunged  to  a  recent  price  of  35. 

Griffin  had  been  brought  in  from 
Coca-Cola  USA  by  J.  Frank  Harrison 
Jr.,  the  reclusive  multimillionaire 
from  Chattanooga,  Tenn.  who  has 
near  total  voting  control  of  Coke  Con- 
solidated's common  stock.  Coke  Con- 
solidated had  been  part  of  a  large  net- 
work of  independent  Coca-Cola  bot- 
tlers that  operated  with  autonomy. 
Coke  Consolidated  was  making  good 
money — it's  hard  for  a  Coke  bottler 
not  to,  especially  in  the  thirsty  South- 
east— but  Coca-Cola  wanted  more 
growth  out  of  its  bottlers  and  was 
beginning  to  buy  up  many  of  them. 
Harrison  figured  he'd  better  start 
making  more  money  out  of  Coke 
Consolidated  if  he  wanted  to  remain 
independent.  He  hired  Griffin. 

Griffin  immediately  began  making 
acquisitions.  The  biggest:  the  $300 
million  buyout  of  Wometco  Coca- 
Cola  Bottling  in  February  1985.  The 
Wometco  deal  gave  Coke  Consolidat- 
ed bottling  plants  in  Nashville  and  in 
Vancouver,  B.C.  But  it  also  brought 
heavy  debt  and  a  troubled  bottling 
franchise  in  Roanoke,  Va.  To  finance 
the  purchase,  Girffin  sold  off  a  food 
service  operation  and  then  sold  1.5 
million  new  shares  at  $38.50  each. 

In  April  1985  Coca-Cola  introduced 
New  Coke.  If  Coca-Cola  shot  itself  in 
the  foot  with  New  Coke,  it  was  the 
bottlers  who  did  much  of  the  bleed- 
ing. As  Coke  Consolidated's  case 
shipments  plunged  in  the  summer  of 
1985,  Griffin  responded  as  bottlers  al- 
most always  must:  He  pushed  his  dis- 
counts even  deeper  so  he  could  move 
more  cases. 

Then,  in  August  1985,  another 
blow  from  Atlanta:  Clothes  made  by 
Murjani  under  the  Coke  label  started 
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uur  professional  calculators 
have  been  at  it  | 
since  this  baby's  father  was  a  baby. 


Since  1964,  one  name  has  been  hard  at  work  in 
offices  all  across  the  country,  providing  the  answers  busi- 
ness needs:  Canon.  Our  professional  calculators  have, 
from  the  very  beginning,  incorporated  the  most  ad- 
vanced features:  Weighted,  contoured  keys  increase 
accuracy,  decrease  fatigue.  Durability  is  uncompromised, 
and  performance  is  an  industry  benchmark. 

With  our  new  line  of  CP  Series  calculators,  the  tradi- 
tion continues,  with  features  like  a  double-function , 
Equals/Clear  key,  Quick  Load  paper  feed,  a  Pair  Mode 
—      for  simultaneous  addition  calculations,  and  much 
B|  more.  They're  loaded  with  features  that  make 
doing  business  a  lot  less  like  work. 
I***-   Call  1-800-323-1000,  ext.  303  to  find  out 
more  about  Canon  Professional  Calcula- 
tors. The  calculators  you'll  never  have 
to  baby. 


CP1211D 


Enjoy  easy  extendeo  payments  with, the  Canon  Credit  Cart! 
Ask  tor  deta ils  a!  participating  Canon  dealers  ana  retailers 
Avai'ab'e only  mUS 


Where  quality  is  the  constant  factor. 

Canon 

ELECTRONIC  CALCULATORS 

CANON  U.S.A.,  INC.,  One  Canon  Plaza.  Late  Success.  NY  11042 


m— IBM 


Most  Civilized  Hotel  In  The  Tropics 


Mayfair  House.  The  savoir-faire  and  service  of  Europe,  made  enticingly 
more  exciting  by  the  free-spirited,  uninhibited  flavor  of  Miami's  Coconut 
Grove.  A  small,  personal  hotel  where  every  suite  comes  complete  with  its 
own  Japanese  hot  tub  on  a  secluded  tropical  patio.  Surrounded  by  the 
elegance  and  elan  ot  Mayfair,  the  stylish  shopping  enclave  of  the  Americas. 
Non-smoking  suites  and  complimentary  limousine  service  available. 

hotel  grand  luxe 
3IXX)  Florida  Avenue,  Coconut  Grove,  Miami  FL  33 133 

For  information  and  reservations, 
(305)  44UXXX),  (800)  433-4 55 5/Flonda  (800)  341-0809 
Or  call  your  travel  agent. 
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Consider  the  credentials 


The  Pierpont  Tax  Exempt  Money  Mar- 
ket Fund  is  sponsored  by  Morgan  Stanley. 
Its  investment  adviser  is  Morgan  Guaranty. 

The  Fund  is  designed  for  individuals 
and  institutions  who  want  to  maintain  a 
position  in  high-quality,  highly  liquid  tax 
exempt  instruments.  It  seeks  to  maxi- 
mize current  tax  exempt  in- 

ritial  investment  of  MQRGAN  STANLEY 

1251  Avenue  of  the  Americas.  New  York.  N.Y 


$25,000  is  required,  and  a  balance  of 
$10,000  must  be  maintained. 

More  complete  information,  including 
charges  and  expenses,  is  contained  in  the 
prospectus,  which  you  should  read  care- 
fully before  you  invest.  For  a  copy,  please 
write  or  call  Matthew  Healey,  Morgan 
Stanley  &  Co.  Incorporated  at 
(212)398-2900. 


appearing  in  stores.  That  the  gar- 
ments were  manufactured  abroad  was 
horrible  public  relations  for  Coke 
Consolidated,  whose  customers  in- 
clude a  lot  of  folks  in  the  depressed 
textile  communities  of  the  Carolinas. 
Coca-Cola  quickly  offered  the  Crafted 
With  Pride  campaign  run  by  the  tex- 
tile and  garment  industries  a  $5  mil- 
lion donation.  But  textile  workers 
who  were  unemployed  were  still  mad 
at  Coke. 

All  this  bad  luck  started  to  leak  out  to 
the  profit-and-loss  statement.  Wilder 
estimates  that  Coke  Consolidated  lost 
$5  million  in  Roanoke  for  1986. 

Adding  to  Griffin's  woes,  Coke 
Consolidated  spent  an  estimated  $5 
million  last  June  to  settle  a  lawsuit 
brought  by  a  local  bottler.  If  the 
amount  sounds  small,  remember  that 
Coke  Consolidated  has  only  6.5  mil- 
lion shares  outstanding. 


Coca-Cola  shot  itself  in  the 
foot  with  New  Coke,  but  it 
was  the  bottlers  who  were 
doing  much  of  the  bleeding. 


Finally,  late  last  year  Coca-Cola 
sold  half  its  interest  in  company- 
owned  bottlers  in  the  form  of  Coca- 
Cola  Enterprises.  That  further  re- 
duced investor  interest  in  Coke  Con- 
solidated, which  had  been  the  only 
publicly  traded  pure  bottling  play. 

Like  rain,  corporate  bad  news  even- 
tually stops.  It  now  appears  to  be  stop- 
ping for  Criffin. 

Some  time  this  quarter  Griffin  in- 
tends to  sell  the  company's  profitable 
Vancouver  bottling  operations.  The 
proceeds  would  be  used  to  pay  down 
debt  and  consolidate  in  the  Southeast. 
The  troubled  Roanoke  plant  has 
turned  to  contract  bottling — selling 
excess  capacity  to  smaller  operators — 
to  run  at  higher  rates.  In  addition, 
Griffin  has  hired  a  well-respected 
chief  operating  officer,  Lamar  Russell, 
and  installed  a  new  computer  system 
to  control  discounting. 

Coke  Consolidated's  fourth-quarter 
numbers,  due  out  soon,  should  reflect 
the  last  of  the  company's  recent  prob- 
lems. Robinson  Humphrey's  Wilder 
belieyes  the  company  will  earn  over 
$1.80  a  share  this  year,  more  than 
triple  last  year's.  If  Griffin  can  keep 
this  up  for  a  few  more  years,  the  com- 
pany will  be  a  natural  merger  target 
for  Coke  Enterprises. 

What  says  Marvin  Griffin  to  all 
this?  He  isn't  saying  anything  to 
Forbes.  Apparently,  he  has  sensibly 
chosen  to  produce  results  and  then 
talk  about  them,  rather  than  the  other 
way  around.  ■ 
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The  production  of  uniquely  strong  titanium  forgings  in  a  variety 

of  thin-shelled,  "deep-dish"  configurations  challenges  the 
highest  level  of  metals  forging  technology.  But  at  our  California 
Drop  Forge  facility,  challenges  like  this  are  being  met  daily  to 
comply  with  strict  tolerance  and  quality  requirements  of  the 
space  and  aircraft  industries. 

California  Drop  Forge  is  constantly  expanding  the  application 
of  its  exceptional  forging  capabilities  to  the  production  of 
components  for  aerospace  and  other  high  technology  industries. 
One  reason  it  will  pay  you  to  learn  more  about  us. 

[Panstecl 

An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 


i  bitched  its  star  to  AT&T's  wagon. 
The  ride  has  left  much  to  be  desired. 


More  rabbits,  please, 
Signor  De  Benedetti 


By  Steven  Solomon 


T|he  talk  among  European  in- 
dustrialists in  the  winter  of 
1984  centered  on  Carlo  De  Bene- 
detti's  deal  with  AT&T.  And  with 
good  reason.  De  Benedetti,  the  unusu- 
ally entrepreneurial  chairman  of  Ing. 
C.  Olivetti  &  C.  SpA,  Italy's  $5  billion 
(estimated  1986  revenues)  office  auto- 
mation/data processing  giant,  had  just 
sold  25%  of  Olivetti  to  AT&T  for 
$260  million.  As  part  of  the  deal, 
AT&T  would  sell  Olivetti's  IBM- 
compatible  personal  computers  in  the 
U.S.  under  the  AT&T  nameplate.  And 
Olivetti  would  market  AT&T  prod- 
ucts in  Europe.  American  computer 
and  telecommunications  knowhow, 
combined  with  Olivetti's  strong  Euro- 
pean marketing  creden- 
tials— what  better  alterna- 
tive to  IBM,  in  theory,  in  the 
world  office  automation 
market? 

Initially,  the  alliance  with 
AT&T  brought  not  only  cap- 
ital but  a  surge  of  orders  to 
Olivetti's  factories.  Profits 
gushed,  making  Olivetti  a 
hot  item  on  the  Milan  stock 
exchange  and  Carlo  De  Bene- 
detti into  a  very  wealthy 
man.  His  original  $17  mil- 
lion investment  in  the  com- 
pany in  1978,  when  Olivetti 
was  teetering,  was  worth 
roughlv  $600  million  recent- 
ly. There  was  talk  of  more 
alliances  and  of  listing  Oli 
vetti  shares  in  New  York, 
Loudon  and  Tokyo. 

Talk  about  the  grand  alli- 
ance these  days,  however, 
tends  to  make  people  ask 
why  Olivetti's  stock  has  fak- 
en.  Last  fall  De  Benedetti 
warned  that  1986  was  prov- 


ing to  be  a  tough  year.  Analysts  scur- 
ried to  revise  their  earnings  forecasts 
downward.  Some  now  predict  a  nearly 
flat  year  in  1987.  On  the  Milan 
bourse,  Olivetti  has  drooped  from  an 
alltime  high  of  20,600  lire  a  share  last 
year  to  a  recent  10,900  lire  ($8.40).  De 
Benedetti's  original  deal  allowed 
AT&T  to  increase  its  position  in  Oli- 
vetti to  40%  sometime  after  1988.  But 
last  November  that  date  was  post- 
poned to  1990. 

What  happened?  "Olivetti  is  very 
linked  to  AT&T.  If  AT&T  doesn't  do 
well,  neither  will  Olivetti,"  explains 
one  company  insider,  adding  bluntly: 
"So  far  AT&T  has  not  done  well." 

The  challenge  for  microcomputer 
makers  like  Olivetti  is  to  move  from 
selling  stand-alone  or  two-  or  three- 


Carlo  De  Benedetti  of  Olivetti 
Far  AT&T,  a  hope.  For  Olivetti,  everything. 


person  computer  workstations  to  sell- 
ing systems  that  can  integrate  16 
workstations  or  more.  To  sell  all 
those  boxes,  a  vendor  needs  to  be  part 
of  a  larger  system.  Hence  one  impor- 
tant reason  for  the  alliance  with 
AT&T.  De  Benedetti  gambled  that 
AT&T's  proprietary  Unix  operating 
system  would  develop  into  the  main 
global  alternative  to  IBM's  systems.  If 
so,  AT&T  and  Olivetti  could  sharply 
improve  their  position  in  the  global 
office  automation  market. 

Good  idea,  wrong  horse — so  far. 
There  is  a  challenge  to  IBM  in  Europe, 
but  not  from  AT&T's  Unix  comput- 
ers. It's  from  Digital  Equipment 
Corp.,  which  is  increasing  its  share  of 
Europe's  minicomputer  market. 

Nor  did  Olivetti's  PCs  sell  as  well 
as  hoped  in  the  U.S.,  where  AT&T 
microcomputer  sales  have  been  disap- 
pointing. (Olivetti  is  now  shipping  be- 
tween 150,000  and  200,000  units  a 
year  to  AT&T,  about  3%  of  the  IBM- 
compatible  market  in  the  U.S.) 

Culturally,  the  alliance  has  left 
much  to  be  desired.  Olivetti's  execu- 
tives, more  marketing-oriented  and 
freewheeling,  express  concern  over 
AT&T's  lackluster  marketing.  The 
telephone  company's  hubris  didn't 
help.  Says  Elserino  Piol,  general  man- 
ager of  Olivetti  strategy  development: 
"In  the  past,  AT&T  believed  that  if 
they  simply  came  out  with  the  best 
technological  solution,  they  would 
impose  it  on  the  market." 

There  are,  to  be  sure,  problems  be- 
yond either  partner's  control.  Cheap 
Korean-made  IBM  PC  clones  are  start- 
ing to  squeeze  margins  in  Eu- 
rope as  they  have  in  the  U.S. 
The  strength  of  the  lira  (up 
about  25%  against  the  dollar 
in  18  months)  has  made  it 
less  profitable  to  export  from 
Italy.  To  make  matters 
worse,  Xerox  recently  sus- 
pended a  deal  to  buy  30,000 
to  40,000  Olivetti  PCs. 

But  don't  think  admiring 
investors  have  written  off  De 
Benedetti's    magic,  despite 
Olivetti's  current  troubles. 
Says  Edi  Cetin,  an  Olivetti 
watcher  at  Sige  SpA,  an  in- 
vestment bank  in  Milan,  "De 
Benedetti  is  so  energetic,  so 
inventive,  that  he  could  take 
a  plane  to  Moscow  tomorrow 
and  sell  200,000  PCs  to  Gor- 
\     bachev.  Each  year  he  is  able 
■     to  pull  two  or  three  rabbits 
1     out  of  his  hat." 
r.         Last  September  the  mae- 
stro produced  what  may  turn 
out  to  be  more  of  an  albatross 
than  a  rabbit.  Olivetti  agreed 
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The  Home 
Of  The  Brave 


The  Board  Room. 

An  extremely  sensitive 
pot  these  days. 

Several  corporations  have 
een  their  outside  directors  resign 
n  masse. 

Many  other  companies  are 
uffering  an  exodus  of  directors 
/ho  no  longer  will  risk  serving 
>n  outside  boards. 

And  the  list  of  organiza- 
ons  having  difficulty  attracting 
3p  board  talent  is  mounting  daily. 

The  situation  is  growing 
ritical  for  corporations  grappling 
/ith  tough  issues  such  as  asset 
^deployment,  restructuring,  and 
ikeovers.  At  a  moment  when 
ley  urgently  need  experienced 
rainpower,  they  are  losing  it. 

What  is  worrying  the 


executives  who  steer  America's 
corporations? 

The  very  same  thing  that's 
unnerving  their  insurers:  lawsuits. 

Available  data  suggest  that 
the  number  of  companies  experi- 
encing claims  against  directors 
has  doubled  in  the  last  decade. 

Not  unexpectedly,  insur- 
ance for  directors  and  officers, 
once  a  common  commodity,  has 
become  very  scarce  and  very 
expensive.  Many  corporations 
have  been  forced  to  "go  bare." 

The  directors'  insurance 
dilemma  echoes  the  medical 
malpractice  insurance  crisis, 
where  a  barrage  of  lawsuits  and 
rocketing  premiums  are  sending 
shock  waves  through  the  entire 
medical  profession. 


Now  "management  mal- 
practice" suits  are  multiplying, 
spurred  by  a  legal  environment 
in  which  the  definition  of  liability 
constantly  expands  and  jury 
awards  more  closely  resemble 
rewards. 

Tort  reform  clearly  is  in 
order.  The  litigation  epidemic  in 
America  must  be  brought  under 
control. 

Encouraging  legislators 
to  act  now  might  be  the  wisest 
decision  a  corporation  could 
make  in  its  own  behalf. 


JOHNSON 
u&j_[IGGINS 


ISK  AND  INSURANCE  MANAGEMENT  SERVICES,  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


Coasulting  on  a  lot  more  than  insurance. 
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ALLTEL  STANDARD  &  POOR'S  DOW  JONES 
Common  Stock  500  Index  30  Industrials 


"Excellence  is  no 
accident.  It  is  the  result 
of  a  relentless  search  j 
for  better  ways  to  serve 
customers  in  a  rapidly 
changing  business'.' 

ALLTEL  has  out- 
distanced the  Dow,  an 
outpaced  Standard  & 
Poofs.  The  Company's 
total  return  to  com- 
mon shareholders  has 
averaged  28%  per  yeai 
over  the  past  five  years. 
1986's  return  was  41%. 
The  management  strategies  that 
moved  ALLTEL  up  top,  and  make  the 
Company  so  optimistic  about  tomorrow, 
are  spelled  out  verbatim  in  our  latest 
annual  report. 

Write  ALLTEL  Corporation, 
Investor  Relations,  100  Executive  Parkway, 
Dept.  D,  Hudson,  OH  44236. 

CORPORATION 

Excellence  in  Telecommunications 


Weldon  W  Ca 
Chairman 


to  acquire  Triumph-Adler,  West  Ger- 
many's troubled  office  products  mak- 
er. That  will  give  Olivetti  40%  of  the 
European  market  for  electronic  type- 
writers; these  will  now  account  for 
one-sixth  of  Olivetti's  sales. 

But  low-price  Japanese  typewriters 
have  been  pouring  into  Europe  and 
hurting  Triumph-Adler's  margins. 
Vittorio  Levi,  Olivetti's  general  man- 
ager for  operations,  says  Olivetti 
needed  it  to  widen  distribution  and 
outflank  protectionism  in  the  all-im- 
portant German  market.  Says  Levi  of 
the  Triumph-Adler  deal:  "If  you  find  a 
girl  with  a  small  fault,  and  you  still 
want  to  make  love,  then  you  have  to 
accommodate  yourself." 

Then,  in  January,  De  Benedetti  pro- 
duced a  more  appealing  rabbit,  this 
one  in  the  form  of  an  agreement  with 
Japan's  Canon  Inc.  Under  this  joint 

De  Benedetti  has 
assembled  an  agile 
management  team  capable 
of  running  the  company  in 
his  absence. 

venture,  the  partners  will  develop  and 
manufacture  laser  printers,  facsimile 
receivers  and  transmitters,  and  copi- 
ers in  Italy.  Olivetti  is  contributing  its 
copier  research  and  manufacturing  ac- 
tivities. Canon  will  provide  its  laser- 
printing  technology  and  about  $5  mil- 
lion to  the  deal.  The  hope  is  to  reach 
$300  million  in  annual  copier  sales 
within  two  years  and  provide  a  long- 
sought  Japanese  strategic  partner. 

In  early  February,  Olivetti  signed 
yet  another  joint  venture,  this  one 
with  General  Motors'  Electronic  Data 
Systems  subsidiary,  to  try  to  gain  a 
stake  in  the  growing  European  market 
for  computer-integrated  manufactur- 
ing systems.  If  the  joint  venture  suc- 
ceeds, it  will  also  help  Olivetti  over- 
come its  current  weakness  in  soft- 
ware. The  EDS  venture  is  the  kind 
Olivetti  likes  to  make.  By  juggling 
several  such  low-risk,  high-potential 
deals,  Olivetti  figures  to  lose  little  by 
a  few  failures,  and  gain  much  with  a 
single  big  success. 

The  moves  make  sense  for  both 
Canon  and  EDS,  given  the  way  Euro- 
peans control  access  to  their  markets. 
"There  are  limits  to  what  you  can  do 
in  Germany  if  you  are  a  foreign 
exporter,"  says  Levi.  "The  same  is 
true  throughout  Europe,  except  each 
country  must  be  played  differently." 

There  has  been  talk  lately  that  De 
Benedetti's  mushrooming  personal 
investments  in  food,  auto  compo- 
nents, machinery  and  financial  ser- 
vices may  not  leave  enough  time  for 
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News/Retrieval 
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DataTimes . . . 
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America's  Best  Information  Line-up. 


Dow  Jones  News/Retrieval*  is  coming 
online  to  DataTimes  with  the  best 
information  line-up  in  business: 
The  Wall  Street  Journal,  Barron's, 
Forbes,  Inc.,  Financial  World,  PRNewswire, 
Dow  Jones  News*,  and  more. 

You  know  DataTimes.  We  help  America 
tackle  its  business  information  needs 
with  online  newspaper  database  access 
from  the  country's  leading  newspapers 
and  newswires  including  The  Washington 
Post,  The  Dallas  Morning  News,  AP 
Newswire,  the  San  Francisco  Chronicle, 
and  many  more. 

You  know  Dow  Jones.  The  leading 
business  information  source.  Period. 

Together,  we're  the  greatest  offense 
in  the  game  of  business.  When  you  need 
data  on  any  person,  company  or  subject 
for  business  or  other  kinds  of  news, 
it's  online  with  DataTimes.  Easy  research 
with  easy  access  from  any  computer 
terminal,  anywhere! 

Now,  you  can  gain  impressive  yardage 
against  the  competition  without  manually 
searching  through  a  stadium-full  of 
old  newspapers,  magazines,  files, 
and  microfiche. 

Call  DataTimes  today  and  get  over 
40  business  and  financial  databases  from 


Dow  Jones  News/Retrieval*  plus  28  of 
the  country's  leading  newspaper  and 
newswire  services. 

DataTimes  and  Dow  Jones  News/ 
Retrieval*.  The  winning  information 
strategy.  And  your  best  offense  in  the 
game  of  business. 
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Gracious  hospitality 
is  a  carefully  crafted  art. 


The  utmost  care  that 
has  preserved  our  delicate 
lacquer  serving  bowls  for 
over  300  years  is  extended 
to  our  guests  every  day.  Per- 
sonal delivery  of  messages. 
Immediately.  Four-hour 
dry  cleaning.  Immaculately. 
Or  24-hour  room  service, 
prompt  and  gracious.  No 
wonder  American  business 
travelers  feel  perfectly  at 
home  at  The  Westin  Akasa- 
ka  Prince  Hotel  in  Tokyo. 

Come  to  where  East 
meets  Westin.  Come  to  The 
Westin  Akasaka  Prince.  For 
guaranteed  reservations, 
call  your  travel  agent,  com- 
pany travel  department  or 
800-228-3000.  The  people 
and  places  of  Westin.  Car- 
ing. Comfortable.  Civilized; 


Westin 


Akasaka  PR/WCE  HOTEL 

TOKYO 


natioi 


Source:  Don  Bowdren  Associates.  1985 


him  to  produce  miracles  for  Olivetti. 
True,  up  to  a  point.  But  it  is  also  true 
that  De  Benedetti  has  assembled  a 
tough,  agile  management  team  capa- 
ble of  running  the  company  in  his 
absence.  Olivetti  is  secure  financially, 
too,  with  a  strong  balance  sheet. 

Olivetti's  strategy,  says  Levi,  is  "to 
drive  toward  specialized  niches.  We 
don't  consider  ourselves  able  to  im- 
pose anything  on  the  market- — only 
IBM,  and  now  DEC,  can  do  that.  Our 
attitude  is  to  be  reactive  to  the  mar- 
ket, and  opportunistic." 

One  potentially  major  niche  is  in 
Europe's  automated  banking  sector. 
Olivetti  already  has  a  leading  position 
in  Europe  selling  automated  teller 
machines.  In  1986  banking  produced 
about  20%  of  Olivetti's  revenues  and 
30%  of  profits.  The  plan  is  to  use  its 
strength  in  outer-office  products  to 

"For  us,  75%  of  revenues 
and  90%  of  profits  depend 
on  computer-related 
systems.  We  cannot  chance 
not  doing  the  right  thing." 

fight  DEC  and  IBM  for  more  back- 
office  systems.  Such  hopes,  however, 
depend  on  minicomputers. 

At  the  moment,  Digital  Equipment 
Corp.'s  Vax  mini  is  gaining  share  from 
everyone  in  Europe.  But  the  market  is 
still  fragmented.  In  case  the  Unix  sys- 
tem fails  to  catch  on,  Olivetti  is  also 
spreading  its  bets  over  two  other 
minicomputers:  a  new  version  of  its 
own  mini,  and  an  IBM-compatible 
mini  for  which  it  has  recently  made  a 
deal  to  begin  marketing  in  Europe. 
Says  Levi  of  the  diversification:  "For 
AT&T,  computer  activity  is  still  mar- 
ginal. But  for  us,  75%  of  our  revenues 
and  90%  of  our  profits  depend  on 
computer-related  systems.  So  we  can- 
not take  any  chance  of  not  doing  the 
right  thing.  We  will  not  survive." 

But  Unix,  too,  is  still  very  much  in 
the  running.  "It  is  clear  that  we  are 
betting  a  lot  on  the  success  of  the 
Unix  as  the  standard  for  the  future," 
says  Piol. 

Where  does  this  leave  Olivetti?  Just 
where  it  was  in  1984,  still  hoping  its 
alliance  with  AT&T  will  catapult  it 
into  IBM's — and  now  DEC's — class  in 
the  world  office  systems  market. 

There  is  still  more  than  hope  in 
Piol's  voice  when  he  says:  "I  do  be- 
lieve that  AT&T  is  changing  for  the 
better,  and  that  it  realizes  that  tech- 
nological superiority  must  be 
matched  with  a  plan  to  cope  with  the 
reality  of  the  market." 

Welcome  news,  that,  for  AT&T's 
shareholders  as  well  as  Olivetti's.  ■ 
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The  new  name  for 
swaps  and  Eurobond  leadership 

Prudential-Bache  Capital  Funding 

When  Chrysler  Financial  wanted  to  lower  its  floating  rate 
financing  cost,  it  picked  the  firm  that's  already  done  over 
$20  billion  in  swaps  and  Eurobonds  in  the  past  year. 

In  today's  global  marketplace,  more  companies  are  issuing  securities 
linked  with  interest  rate  and  currency  swaps  to  raise  money  at  the  most 
advantageous  rates. 

Through  our  offices  in  London,  Tokyo,  Toronto  and  New 
York,  more  companies  are  turning  to  Prudential-Bache  Capital 
Funding  for  the  most  cost-effective  methods  of  raising  funds. 

The  new  name  for  "AAA"  rated  swaps.  As  one 
of  the  few  "AAA"  market  makers,  Prudential-Bache 
Capital  Funding  acts  as  the  ultimate  principal 
counterparty  to  every  swap  it  executes. 

This  warehousing  capability  gives  us 
maximum  flexibility  in  structuring  any 
deal,  eliminates  the  need  to  find  the  match- 
ing side  of  a  swap,  speeds  transactions 
and  lowers  cost. 

Because  we  are  one  of  the  few  market 
makers  in  both  spot  and  forward  swaps,  our 
clients  can  lock  in  future  borrowing  costs  and 
?re- finance  debt  at  today's  low  rates. 


Swap  Index         Basis  Pts 

US$  Libor 

less 

86 

Sterling  Libor 

less 

38 

DM  at  Bond  rates 

+ 

12 

C$  at  Governments 

+ 

10 

US$  fixed  rate 

at  Treasuries 

+  8 

Prudential-Bache 
Capital  Funding 
swaps  have  helped 
Chrysler  Financial  and 
300  other  companies, 
governments,  government 
agencies  and  financial  insti- 
tutions with  rates  like  these. 


The  new  name  for  global  investment  and  merchant 
banking.  As  the  investment  banking  arm  of  Prudential-Bache 
Securities,  Prudential-Bache  Capital  Funding  is  a  rock-solid 
investment  and  merchant  banking  firm  backed  by  The  Prudential 
and  its  $120  billion  asset  base. 

In  LBO's,  mergers  and  acquisitions,  private  placements  and 
high-yield  securities,  we're  already  a  major  factor. 

In  merchant  banking,  we  have  the  capital  to  take  a  principal 
position  and  the  sales  and  trading  network  to  market  any  size  deal. 

Strength  in  swaps  and  Eurobonds.  Global  resources  and  capability. 
Insight,  creativity  and  drive.  All  reasons  why  Prudential-Bache  Capital 
Funding  is  the  new  name  in  global  investment  and  merchant  banking. 

Prudential-Bache  Capital  Funding 

For  more  information  regarding  interest  rate  and  currency  swaps,  in  New  York  call  212-  214-3270, 
in  London  01-283-9166,  in  Tokyo  813-213-5205,  in  Toronto  416-860-3270. 


The  Up  &  Comers 


Stars 


Making  fabrics  for  parachutes  and  other 
survival  gear  used  to  support  a  handful  of 
family  companies  pretty  well.  Now  it  sup- 
ports one  company  very  well. 


"This  was 
a  business 
of  old  men" 


By  Burr  Leonard 


Y  COMPETITORS  SAID,  'You're 

crazy,' "  recalls  Michael 
Weinstein.  "They  laughed  at 
me.  They  said,  'Fine,  he'll  blow  his 
money.'  They  sat  back  and  thought 
they  would  live  forever." 

Weinstein's  competitors  aren't 
laughing  now,  especially  the  ones  the 
voluble  entrepreneur  has  bought  or 
driven  out  of  business.  Weinstein,  46, 
is  a  chubby  chain-smoker  from  Brook- 
lyn. He  started  his  first  business,  a 
chain  of  local  discount  drugstores, 
with  a  $1,000  loan  from  his  family 
when  he  was  19.  He  sold  out  at  a 
profit  of  several  million  dollars  in 
1972,  when  he  was  31. 

He  had  dreamed  of  free  time  in 
which  to  fly  his  airplane,  race  pow- 
erboats and  raise  his  family.  But  in 
less  than  three  months,  Wein- 
stein's fling  with  retirement  was 
over.  "When  I  tried  golf,  I  took  the 
clubs  and  just  broke  them  up  be- 
cause I  couldn't  beat  it,"  he  re- 
members. "That's  my  nature.  Like 
in  my  flying,  I  have  to  be  profi- 
cient. It's  a  mental  problem  with 
me.  Anyway,  my  peers  were  just 
getting  started  making  a  living, 
and  here  I  was  retiring." 

One  of  those  peers,  a  childhood 
friend  named  Dick  Bober,  invited 
Weinstein  to  check  out  opportuni- 
ties in  Bober's  line  of  work:  high 
grade  coated  textiles,  from  which 
are  made  industrial  and  govern- 
ment products  ranging  from  con- 
veyor belts  to  bulletproof  vests. 
Veinstein  looked,   and  never 


looked  back.  Started  in  1974,  Wein- 
stein's company,  Coated  Sales,  Inc.  of 
Laurence  Harbor,  N.J.,  is  now  the 
world's  largest  manufacturer  of  high- 
performance  textiles.  It  will  probably 
net  $7.5  million  this  year,  on  sales  of 
$95  million.  Return  on  equity  has  av- 
eraged 44%  since  1984,  when  Wein- 
stein sold  22%  of  Coated  Sales  to  the 
public  at  $1.50  a  share.  Recently  the 
stock  was  8%,  and  Weinstein's  shares 
are  worth  $25  million. 
For  two  years  after  his  buddy  sug- 


Coated  Sales  Michael  Weinstein 
"I  have  to  be  proficient.  It's  a  mental 
problem  with  me." 


gested  he  look  around,  Weinstein 
lunched  with  converters  and  their  cli- 
ents. He  studied  his  future  competi- 
tors' financials,  obtained  through 
credit  agencies.  He  visited  textile 
mills  and  sought  out  the  advice  of 
engineers  and  scientists. 

The  more  he  learned,  the  more  he 
wanted  in.  In  essence,  the  coated  fab- 
rics business  hadn't  changed  since 
World  War  II,  when  coated  fabrics 
were  in  high  demand  as  cloth  for  para- 
chutes, helmet  liners,  camouflage 
suits  and  other  equipment  that  need- 
ed to  be  tearproofed,  stainproofed, 
fungus-proofed,  waterproofed  and 
dyed  in  preparation  for  battle.  These 
special  coatings  added  from  10%  to 
50%  to  the  value  of  the  raw  fabric, 
depending  on  how  many  protective 
qualities  were  needed. 

After  the  war  the  Asians  stayed  out 
of  the  business  because  the  military 
buys  only  from  U.S.  suppliers.  Du 
Pont  didn't  want  antitrust  hassles.  Big 
weavers  like  Burlington  Industries 
and  J. P.  Stevens  didn't  want  the  both- 
er of  breaking  down  a  million  yards  of 
greige  goods  (raw  textiles)  into  hun- 
dreds of  highly  specialized  fabrics. 

Result:  The  converters  grew  compla- 
cent. When  Weinstein  began  snooping 
around,  most  of  the  converting  busi- 
ness belonged  to  some  20  small,  family 
companies  centered  in  and  around 
New  York  City's  garment  district. 
The  owners  met  for  breakfast  most 
mornings  at  a  coffee  shop  on  38th 
Street,  where  they  haggled  over  how 
low  to  bid  for  contracts  to  convert 
greige  goods  into  high-grade  indus- 
trial fabrics. 

"This  was  an  industry  of  old 
men  who  had  one  way  of  doing 
things,"  says  Weinstein.  "There 
were  four  guys  in  one  small  room 
selling  a  standard  fabric  with  stan- 
dard colors.  They  never  saw  their 
customers.  They  were  strictly  a 
telephone  business — a  quarter  of  a 
cent  more,  a  quarter  of  a  cent  less.  I 
mean,  nothing  moved.  If  a  custom- 
er called  and  said,  'Do  you  have 
this  fabric?'  the  answer  was,  'No, 
we  don't  deal  in  that  fabric'  " 

It  didn't  take  long,  Weinstein 
continues,  to  ask  himself  the  next 
questions:  "Why  couldn't  I  become 
a  true  service  business?  Why  not  go 
out  on  the  street  and  find  out  what 
the  customer's  needs  are,  then  de- 
velop the  new  products?" 
By   putting   this   approach  to 
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Fine  Quality 
Solid.  And  Swiss. 


We're  American.  In  everyway.  Contemporary. 
Innovative.  Productive. 

But  our  Swiss  heritage  makes  us  sticklers  for 
quality.  Sticklers  for  doing  things  right. 

State-of-the-art  ideas  tempered  by  old  world 
standards. 

Good  reasons  why  you  should  have  an 
American  organization  of  Swiss  descent  protecting 
yourvalued  business. 


Good  reasons  to  choose  Zurich-American 
Insurance  Companies. 

We  create  world  class  insurance  that's  in  a  class 
by  itself. 

Come  to  Zurich-American  for  sound  business 
insurance  advice.  Vast  technical  expertise.  And  the 
financial  strength  to  protect  your  enterprise. 

You'll  find  we  speak  plain  English.  But  if  you  listen 
closely,  you'll  hear  our  Swiss  accent  on  quality. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company  •  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg.  IL  60196 


THE  CHOICE  IS  RDRIDA. 


Eight  states  were  in  the  running  for  their  new  regional  facility. 
They  chose  Florida. 

In  large  part  because  of  our  people.  Florida's  work  force  has  earned 
a  reputation  for  being  highly  skilled  and  reliable.  Along  with  having 
strong  company  loyalty. 

They  chose  Florida  because  of  our  business  climate.  Our  state 
and  local  governments  want  and  welcome  new  businesses.  And  our 
corporate  taxes  allow  businesses  to  be  competitive.  There  is  no  unitary 
tax.  And  no  personal  income  tax. 

And  they  looked  at  the  most  current  data  and  found  Florida  to 
be  the  trend-setting  state  in  the  nation.  So,  when  you're  looking  at 
Florida  today,  you're  seeing  the  state  of  the  future. 

The  bottom  line.  Florida  is  considered  to  be  the  premiere  business 
opportunity  state  in  the  country. 

So,  when  they  set  out  to  open  their  new  facility,  it  was  clear  why 
they  chose  Florida. 

For  more  information,  write  to  Jeb  Bush,  Secretary  of  Commerce, 
Florida  Dept.  of  Commerce,  501  Collins  Building,  Suite  FB, 
Tallahassee,  FL  32301.  Or  call  (904)  488-5507. 


C  1987  -  Stale  of  Florida,  Division  of  Economic  Development      Based  o 


iriginal  phototoncepi  hy  A.  Zann. Black  Star. 


work,  Weinstcin  and  the  technical 
staff  he  has  assembled  have  come  up 
with  hundreds  of  improvements  on 
and  new  uses  for  coated  fabric.  For 
instance,  there  are  the  rubberized  life 
vests  found  on  most  commercial  air- 
planes. 

"They  were  heavy  and  expensive  to 
make,"  says  Weinstein  of  the  vests. 
"I'm  a  pilot,  and  they  had  always 
bugged  me."  So  Coated  Sales  devel- 
oped a  coated  nylon  that  has  since 
made  safety  vests  60%  lighter  than 
before  and  70%  cheaper  to  produce. 
Today  virtually  all  the  airline  vests 
under  the  seats  of  Western  commer- 
cial jetliners  are  made  of  Weinstein's 
material. 

In  the  same  way,  the  company 
worked  with  Du  Pont  on  a  fireproof 
denim  fabric  for  potential  use  by 
workers  on  oil  rigs  and  other  hazard- 


"They  were  strictly  a 
telephone  business — 
a  quarter  of  a  cent  more, 
a  quarter  of  a  cent  less. 
I  mean,  nothing  moved." 

ous  locations.  The  fabric  is  being 
picked  up  by  makers  of  clothing  for 
firemen  and  others  who  are  coming 
under  ever  more  rigid  safety  standards 
from  insurers  and  the  government. 
Among  the  other  items  made  of  fabric 
improved  or  developed  by  Coated 
Sales:  aircraft  emergency  exit  slides, 
automotive  radiator  hose  lines,  tele- 
phone earpiece  diaphragms  (once 
metal),  sewage  filtration  fabric,  ma- 
rine dive  suits,  backpacks  and  some  of 
the  sailcloth  on  Dennis  Conner's 
America's  Cup-winning  Stars  &  Stripes. 
All  told,  Coated  Sales  dominates 
most  of  the  50-odd  niches  that  it  has 
gone  after. 

Determined  not  to  let  competitors 
sneak  up  on  him,  Weinstein  is  trying 
to  raise  the  costs  of  entry  into  coated 
textiles.  A  year  ago  he  became  the 
first  converter  to  own  a  major  finish- 
ing plant.  On  the  books  at  over  $27 
million,  the  plant,  said  by  industry 
insiders  to  be  the  best  finishing  facili- 
ty in  the  country,  helps  Coated  Sales 
to  decrease  the  time  it  takes  to  fill  an 
order  from  21  weeks  to  12  and  tight- 
ens quality  control. 

What  of  those  competitors  who 
laughed  at  Weinstein?  Eleven  of  the 
20  have  since  disappeared;  the  survi- 
vors are  more  likely  to  cower  than 
laugh   when    they   see  Weinstein. 

"We've  bought  a  couple  of  compa- 
nies, which  has  allowed  us  to  get  rid 
of  competition,"  chuckles  Weinstein. 
Getting  serious,  he  adds:  "One  of  my 
goals  is  to  see  us  be  almost  alone."  ■ 
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TradeUpTb 
Fidelity  Brokerage  And 
Trade  Down  In  Price. 


Why  Pay  This  Much... 


When  You  Can  Pay  This  Little? 


Full-Cost  Broker  Commission 


Fidelity  Commission— Save  Up  To  76% 


Trade  with  Fidelity  Brokerage 
and  you'll  not  only  enjoy  savings 
of  up  to  76%*  on  your  stock,  bond 
and  options  trades,  but  you'll  get 
the  kind  of  service  the  name 
Fidelity  implies. 

A  Discount  Brokerage  With 
A  Wealth  Of  Services. 
•  Prompt  confirmation  of  your 

orders  and  accurate  account 

statements. 


Investors  Express.™ 
Free  subscription  to  Fidelity's 
new  magazine,  Investment 
Vision. 

A  Discount  Brokerage  With 
A  Wealth  Of  Opportunity. 


offers  you  a  rare  opportunity  to 
lower  the  cost  of  investing  while 
raising  the  quality  of  the  services 
you  receive. 

So  seize  upon  that  opportunity 
right  now— by  calling  Fidelity 
today  toll-free,  at  1-800-544- 


At  Fidelity,  you  get  the  full 

resources  and  expertise  of  one  of  666o  (in  Massachusetts,  call 

America's  largest  independent  collect  617-523-1919),  returning 

investment  firms— one  whose  the  coupon,  or  visiting  the 

intelligence,  aggressiveness  and  Fidelity  Investor  Center  located 

•  24-hour  toll-free  access  to  stock  individuality  investors  have  not  nearest  you. 

quotes.  only  recognized,  but  entrusted        We  accept  orders  24  hours 

•  Trade  directly  on  your             with  over  62  billion  dollars.  a  day  and  there's  never  a  charge 
computer  through  Fidelity's          Fidelity  Brokerage,  in  short,  for  opening  your  account. 


Call  now  and  you'll  receive  a  copy  of 
Fidelity's  informative  new  magazine, 
Investment  Vision. 
1-800-544-6666. 


Fidelity  Investor  Centers  are  located  in 
over  35  cities  nationwide.  Call  for  the 
address  nearest  you. 

"Compared  to  Jan.  1987  survey  of  full-cost  brokers.  Minimum  commission  $33 
Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC. 
©  1987  Fidelity  Investments. 


Fidelity 


investments 


□  Please  send  me  a  free  fact  kit  about  Fidelity  Brokerage  Services. 

□  Please  send  me  my  free  copy  of  Investment  Vision  (VIS) . 
Mail  coupon  to:  Fidelity  Brokerage  Priority  Mail  Center 
400  E.  Las  Colinas  Blvd..  PO.  Box  660603,  Dallas.TX  75266 
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Or  call  toll-free  24  hours: 

1-800-544-6666 


In  Massachusetts  call  collect:  617-523-1919 
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The  Up  &  Comers 


Competitors 


Johnson  Products  had  bad  luck.  A  chief 
competitor  had  bad  luck,  too,  but  turned 
its  setbacks  into  an  opportunity. 


A  healthy 
paranoia 


By  Jan  Parr 


In  business,  the  old  saying  goes,  when 
you're  riding  high,  you're  riding  for  a 
fall.  Here's  a  real-life  demonstration: 
Chicago's  George  Johnson,  now  59, 


is  a  sharecropper's  grandson  and  a 
high  school  dropout.  He  was  a  chem- 
ist and  salesman  for  Fuller  Products 
Co.,  a  cosmetics  firm,  before  starting 
Johnson  Products  Co.  in  1954.  Ven- 
ture funding:  a  $250  "vacation  loan" 


secured  from  a  local  bank  (he  was) 
turned  down  for  a  business  loan),  plus 
$250  from  Fuller's  head  chemist.  Than 
$500  was  a  major  force  in  expanding 
the  market  for  hair  care  products  fori 
American  blacks  into  a  business  nowt 
worth  more  than  $1  billion  a  year  at 
retail. 

Chicago's  Edward  Gardner,  62,  is 
one  of  Johnson's  archcompetitors. 
Gardner  was  a  high  school  teacher 
moonlighting  as  a  beauty  supply  com^ 
pany  salesman  in  the  Fifties  when  he 
saw  Johnson's  Ultra  Sheen  hair 
straightener  become  a  bestseller 
among  fashion-conscious  young 
blacks.  "Greatly  inspired"  by  John- 
son's example,  he  recalls,  Gardner 
and  his  wife,  Bettiann,  started  their 
own  hair  care  products  company,  Soft 
Sheen  Products  Inc.,  in  1957.  They 
ran  it  part  time  out  of  their  home  for 
several  years. 

Soft  Sheen  squeaked  by,  barely.  Butl 
Johnson's  success  was  phenomenal., 
By  1976  Johnson  Products  Co.  had! 
80%  of  the  hair  rclaxcr  market.  Itl 


Johnson  Products'  George  Johnson 

s  early  success  inspired  a  competitor  who  has  since  raced  ahead. 


Mitlud  L  Abr. 
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Which  young  professionals  to  sell? 


To  reach  and  sell  Baby  Boomers  with  Buying  Power, 

Discover  the  ABA  JOURNAL. 
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I  want  to  reach  Baby  Boomers  with  Buying  Power. 

D  Send  me  information  on  the  "Lawyers  Under  40"  issue. 
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On  May  1 5,  the  ABA  JOURNAL  will  publish  a  special 
issue  entirely  dedicated  to  baby  boom  lawyers.  The 
average  age  of  the  JOURNAL  subscriber  is  38  and 
these  young  professionals  are  fast  becoming  today's 
most  elite,  highly  sought  market  segment. 

•  Exceptional  market  coverage  at  low  CPM  of  $24.07. 

•  Plus  bonus  circulation  of  50,000  additional  attorneys. 

•  Reach  680,000  total  readers  for  less  than  1 1/2c  each. 

Complete  and  return  the  coupon.  Lawyers  Under  40— 
don't  let  them  get  away.  Closing  Date:  April  1 ,  1987. 
For  more  immediate  information,  call  312/988-5993. 
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THE  LAWYER'S  MAGAZINE 
750  N.  Lake  Shore  Drive,  Chicago,  IL  60611  •  (312)988-5993 


Soft  Sheet!  's  Edward  Gardner 
Reaping  the  harvest. 


earned  $8.1  million  that  year  on  sales 
of  $39.4  million.  Johnson  took  the 
company  public  in  1971.  By  1974  his 
family's  61%  stake  was  worth  $80 
million.  When  Afro  hairdos  became 
popular,  Johnson  was  right  there: 
Johnson  Products'  Afro  Sheen  became 
a  bestseller. 

Fat  margins,  however,  breed  com- 
petition. By  the  mid-1970s  a  half-doz- 
en other  black  businessmen  had  start- 
ed their  own  hair  products  compa- 
nies. Revlon  and  Alberto-Culver,  too, 
elbowed  their  black-oriented  products 
onto  the  shelves. 

Johnson  Products  was  not  prepared 
for  the  competitive  onslaught.  In 
1980  it  lost  $2.4  million  and  went  on 
to  lose  $2  million  more  by  the  end  of 
1986.  Sales  dropped  to  $30  million 
last  year.  The  Johnson  family's  hold- 
ing is  now  worth  $6  million. 

"This  company  built  the  ethnic 
market,"  says  George  Johnson  bitter- 
ly, "and  now  the  others  are  reaping 
the  rewards." 

Edward  Gardner?  He's  a  principal 
reaper.  In  1976  Soft  Sheen  grossed 
$200,000.  Last  year  the  company 
grossed  $85  million.  The  company  is 
still  private.  But  President  Gary  Gard- 
ner, Edward's  32-year-old  son,  says 
Soft  Sheen  has  been  solidly  profitable 


since  1981.  It  probably  earned  some- 
thing around  $8  million  last  year. 

Johnson  puts  some  of  the  blame  on 
racial  discrimination.  He  says  white- 
owned  distributors  give  the  breaks  to 
white-owned  labels.  But  most  of  his 
troubles  trace  to  the  Federal  Trade 
Commission.  In  1976  the  regulators 
ordered  Johnson  to  put  warning  labels 
on  his  bestselling  hair  straightener, 
which  contained  lye.  The  order, 
grouses  Johnson,  tainted  all  his  prod- 
ucts. The  FTC  didn't  immediately  ap- 
ply the  order  to  Revlon,  which  had 
just  introduced  a  straightener,  on  the 
grounds  that  Revlon's  straightener 
sales  were  too  insignificant  to  bother 
with.  That  delay  enabled  Revlon  to 
eat  into  Johnson's  market  share.  John- 
son's sales  sank  from  $40.1  million  in 
1976  to  $33.3  million  in  1977. 

"Our  foundation  was  broken,"  says 
Johnson.  "We've  never  recovered 
from  that." 

Notice  that  the  government  decree 
hit  Soft  Sheen,  too.  But  rather  than 
allow  the  warning  label  to  destroy  his 
company's  image,  Gardner  quickly 
pulled  his  hair  straightener  off  the 
shelves.  "All  the  true  entrepreneur 
knows,"  he  says,  "is  how  to  solve 
problems." 

Gardner   took   his   problem  and 


turned  it  into  an  opportunity.  Having 
pulled  his  old  product,  Gardner  need- 
ed a  new  one.  In  1979  Soft  Sheenl 
introduced  a  soft-curl  process  chemi- 
cally designed  for  black  hair.  "We 
knew  the  direction  the  market  was| 
going,"  recalls  Gary  Gardner,  "and  we: 
acted  fast."  Soft  Sheen's  sales  rode  the 
soft-curl  trend  skyward:  From  $2  mil- 
lion in  1979,  they  climbed  to  $55  mil- 
lion in  1983. 

Johnson  simply  put  the  warning  la- 
bel on  his  older  product  and  virtually 
ignored  the  new  market. 

Johnson  made  other  mistakes.  In) 
1975  he  tried  to  enter  the  general  mar- 
ket with  Black  Tie,  an  expensive 
men's  cologne.  He  promoted  it  heavi- 
ly, but  the  product  never  caught  on.  Ini 
1980  the  government  of  Nigeria, 
where  Johnson  was  booking  about 
10%  of  its  sales,  forced  the  company 
to  open  a  $5  million  manufacturing, 
plant  in  Lagos.  But  startup  problems 
and  smuggling  (the  products  werei 
much  cheaper  in  the  U.S.)  doomed  the 
plant.  Some  $1.3  million  is  still  tied 
up  there. 

Johnson  is  not  giving  up.  Deter- 
mined to  cut  costs,  he  recently  fired, 
20%  of  his  work  force  and  cut  the  pay 
of  his  remaining  workers  by  10%  tol 
20%.  That  will  save  about  $3.5  mil- 
lion a  year.  To  increase  plant  usage  he 
has  begun  producing  private-label, 
nonethnic  hair  care  products;  these 
brought  in  nearly  $1  million  last  year, 
a  couple  million  less  than  Johnson 
had  hoped  for.  The  company  secured  a 
$10  million  loan  in  November  and 
sold  1 1  acres  near  its  headquarters  for 
a  profit  of  $1  million.  Johnson  could 
raise  additional  cash  by  selling  off  a 
modestly  profitable  subsidiary,  Deb- 
bie's School  of  Beauty  Culture,  Inc.,  a 
13-school  chain  for  beauticians  with 
annual  sales  of  around  $4.5  million. 

So  far,  so  good:  Johnson  Products 
earned  $256,000  in  the  first  quarter  of 
fiscal  1987,  ended  Nov.  30.  Small,  but 
better  than  the  $228,000  loss  the  com- 
pany had  in  the  year-earlier  quarter. 
He  also  slashed  losses  for  1986  by 
56%  over  1985.  "We've  got  to  keep 
fighting,"  says  Johnson.  "We  can't 
lose  every  battle." 

Now  he  faces  the  toughest  competi- 
tion of  his  career,  not  only  from  the 
big  cosmetics  companies  greedy  for  a 
piece  of  this  market,  but  from  a  profit- 
able and  strong  Gardner  company  as 
well.  Says  Gary  Gardner,  who  earned 
an  M.B.A.  from  Northwestern  Uni- 
versity in  1977  and  is  busily  bringing 
top  black  M.B.A. s  with  business  expe- 
rience into  the  company:  "We  operate 
with  a  healthy  paranoia.  In  our  busi- 
ness, you're  only  as  strong  as  your  last 
success."  ■ 
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/  f)  y  ith  Norfolk  Southern,  the  search  for  new 
VJC/  industrial  sites  is  far  less  harrowing.  The 
Thoroughbred  of  Transportation  has  thorough 
knowledge  of  potential  sites  in  its  region.  Its 
industrial  development  experts  know  how  to 
match  available  resources  with  your  needs — from 
access  to  highway  systems  or  navigable  waterways 
to  special  utility  services.  They'll  find  areas  where 
the  work  force  is  right.  They'll  do  it  efficiently. 
In  confidence. 

PATHFINDER. 


Once  your  site  is  selected,  you'll  have  access 
to  Norfolk  Southern's  far-reaching  rail  system 
and  all  the  benefits  of  Thoroughbred  Service: 
excellent  equipment  and  quick  responses  to 
your  needs. 

For  more  information,  and  a  copy  of  our 
Capabilities  brochure,  call  John  Anderson, 
Norfolk  Southern's  Assistant  Vice  President, 
Industrial  Development,  at  (404)529-1591.  With 
the  pathfinder,  exploring  new  terrain  is  easy. 


The  Up  &  Comers 


Strategy 


Dunkin  Donuts  shops  are  booking  half 
their  business  in  one-sixth  of  their  operat- 
ing hours.  That's  a  serious  problem. 

Two  doughnuts 
and  a  martini, 
please 


By  Kerry  Hannon 


Okay,  B-SCHOOLERS.  Suppose 
you  own  a  retail  business.  For 
whatever  reason,  it  has  to  be 
open  24  hours  a  day.  But  it  rings  up 
most  of  its  sales  in  4  of  those  hours. 
You  ean't  change  the  operating  hours. 
What  should  you  do? 
The  problem  is  a  real  one  for  Tony 


Andrade  and  1,180  other  Dunkin'  Do- 
nuts franchisees  around  the  country. 
Andrade,  43,  owns  six  Dunkin'  Do- 
nuts shops  in  Boston.  It's  a  terrific 
business  between  6  o'clock  and  10 
o'clock  in  the  morning,  when  An- 
drade says  50%  of  his  staples — coffee 
and  doughnuts — arc  sold. 

After  that?  Dullsville,  and  worse. 
Andrade's    shops,    like    nearly  all 


1  6  ?  HAM 
1 4  9  BACON 


COOKIES  i  lb' 
VUNCHKIN  |  BOX  OF  20  1  *  9 

BOX  OF  45  25  9l  BOX  OF  60  2  9  9 


BROWNIES '6  0!  JUMBO  COOKIES  S  6    PRICES  DO  NOT  INCLUDE  TAXES 


•  1UTNKIX'  DECAF 


/  hmkin  I  kmuts  Chief  Executive  Robert  Rosenberg 
if  an  image  can  be  created,  can  it  also  be  transformed? 


Dunkin'  Donuts  shops,  are  open  at 
least  20  hours  a  day.  But  even  at  4:00 
in  the  afternoon,  the  counter  of  An- 
drade's shop  in  Braintree,  Mass.  is  de- 
serted. Yet  back  in  the  kitchen,  anoth- 
er batch  of  yeast  doughnuts  is  tossed 
into  the  fryer:  Unsold  doughnuts 
must  be  replaced  with  fresh  dough- 
nuts every  five  hours.  "Company  pol- 
icy," shrugs  Andrade,  dropping  six 
morning  doughnuts  into  the  garbage. 
"Sometimes  I  feel  I  am  removing 
them  faster  than  I'm  selling  them." 

Andrade  is  neither  starving  nor  liv- 
ing on  leftover  doughnuts.  Each  of  his 
six  shops  averaged  sales  of  $650,000 
last  year,  leaving  Andrade  with 
around  $65,000  net  income  per  shop. 
But  no  entrepreneur  can  be  happy 
with  so  much  unused  capacity  and 
waste — a  situation  in  which  more 
than  10%  of  the  200  to  250  dozen 
doughnuts  each  shop  churns  out  daily 
end  up  in  the  trash  can,  and  in  which 
he  does  over  half  his  business  in  one- 
sixth  of  the  time  his  stores  are  open. 

Solution?  There  does  not  seem  to 
be  one. 

No  one  has  given  the  dead-time 
problem  more  thought  than  Dunkin' 
Donuts  Chief  Executive  Robert  Ro- 
senberg, whose  father,  William,  start- 
ed the  company  in  1950  and  remains 
active  as  a  director. 

Until  recently,  the  chain's  1,539 
shops  made  so  much  money  during 
the  breakfast  rush  that  they  could  eas- 
ily afford  the  dead  time.  Even  now, 
Randolph,  Mass. -based  Dunkin'  Do- 
nuts Inc.  is  growing  at  12%  a  year  and 
earning  18%  on  equity.  Last  year  it 
earned  $12.1  million  on  systemwide 
sales  of  $648  million.  Recently  $30, 
the  stock  sells  at  18  times  earnings, 
putting  the  value  of  the  Rosenbergs' 
10%  stake  at  $21.7  million. 

The  dead-time  problem  may  throw 
a  wrench  into  that  growth.  Competi- 
tion for  the  fast-food  breakfast  busi- 
ness is  vicious.  Burger  King,  McDon- 
ald's, Wendy's,  Baskin-Robbins  andl 
Hardee's  all  offer  quick  breakfasts. 
Many  supermarkets  have  added  in- 
house  bakeries;  the  aroma  of  fresh- 
baked  doughnuts  helps  influence 
shoppers  to  buy  their  doughnuts 
where  they  buy  their  groceries. 

Rosenberg's  response:  Expand 
Dunkin'  Donuts'  menu,  in  hopes  of 
luring  the  lunch  and  dinner  crowds. 
No,  not  martinis  exactly.  But  starting 
last  year,  Dunkin'  menus  began  offer- 
ing croissant  sandwiches,  muffins, 
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This  is  a  Motorola 
secure  voice/data 
telephone. 


Motorola's  STU-III  SecTel™  assures  the  highest  level  of 
voice/data  security  available.  It  is  also  the  most  compact, 
full-featured  secure  terminal  desk  set  on  the  market. 

C  1987  Motorola.  Inc  Motorola  and  Pi  are  registered  trademarks  of  Motorola  Inr 

It  can't  be 
tapped, 
it  cant  be 
monitored,  and 
it  tells  you  when 
it's  safe  to  talk. 
That's  security. 
And  if  you  do 
defense  business, 
that's  required. 


M)  MOTOROLA 


Advanced  Electronics  for 
a  More  Productive  World. 


CENTER  COURT  QUALITY 


inais  rouna 
Mutual 
Fund. 


When  you  invest  in  Founders  no-load  Mutual  Fund  you're  investing 
in  a  diversified  portfolio  of  quality  blue-chip  stocks  chosen  for  their  records  of 
profitability  and  dividend  payments.  So  it's  hardly  surprising  that  for  nearly  hal 
a  century  tne  Fund  has  attracted  serious  investors  seeking  long-term  growth 
of  capital  and  income.  What's  more,  Founders  has  •  no  commissions  •  no 
deferred  sales  charges  •  no  fees  for  asset  switching  among  any  of  our  funds 
You  can  even  open  your  account  — including  an  IRA  — by  phone.  You  and 
Founders  Mutual  Fund.  It  could  be  the  perfect  match. 


1-800-525-2440 

(In  Colorado:  1-800-874-6301 ) 


Founders 

810  Cherry  Creek  Nat  l  Bank  Bldg 
3033  East  First  Avenue 
Denver,  Colorado  80206 


Ca,:  for  a  prospectus  contamng  more  complete  information  about  management  fees  and  expenses  Read  i 

carefully  before  you  invest 


biscuits,  brownies,  cookies  and  soft 
drinks  along  with  soup,  which  was 
introduced  years  ago. 

But  so  heavily  has  the  company 
spent  to  create  a  coffee-and-dough- 
nuts  image  that  few  customers  will 
try  the  croissants,  biscuits  and  soups. 
Doughnuts  and  coffee  still  account 
for  nearly  80%  of  sales.  The  company 
has  what  many  outfits  seek — a  fo- 
cused image.  Only  in  this  case  too 
focused.  Sighs  Rosenberg:  "Custom- 
ers have  trouble  seeing  us  as  anything 
but  a  quick-doughnut  shop." 

Why  not  increase  gross  margins  by 
shortening  the  operating  hours?  Ro- 
senberg is  experimenting  with  that, 
opening  a  few  shops  from  6  to  1 1  in 
the  morning.  "But,"  he  says,  "this  is 
not  the  solution  for  all  the  shops."  An 
important  part  of  the  chain's  appeal 
probably  derives  from  the  thought  of 

"Our  customers  have 
trouble  seeing  us  as 
anything  but  a  quick- 
doughnut  shop,"  says 
Chief  Executive  Robert 
Rosenberg. 

coffee  and  doughnuts  ready  whenever 
you  want  them. 

But  Rosenberg  isn't  giving  up.  If  an 
image  can  be  created,  perhaps  it  can 
also  be  transformed.  Thus  Rosenberg 
is  remodeling  the  shops,  putting  in 
booths  and  tables  rather  than  counter- 
top  service,  to  make  them  look  more 
like  McDonald's  or  Burger  King.  And 
the  chain's  advertising  budget  has 
been  upped  43%,  to  $30  million,  to 
convince  the  public  to  think  not  only 
Dunkin'  Donuts  but  also  Dunkin' 
Soup  and  Dunkin'  Croissant. 

As  he  spends  to  expand  the  menu, 
Rosenberg  is  also  spending  to  hedge 
his  bet.  He  is  experimenting  with  dif- 
ferent kinds  of  doughnut  outlets:  gas 
station  convenience  stores;  kiosks  in 
areas  heavily  traveled  by  pedestrians; 
Circle  K  stores  in  Phoenix  and  Orlan- 
do; Marriott  Corp.  restaurants  on 
turnpikes  in  Ohio  and  Indiana. 

A  more  fundamental  hedge:  Rosen- 
berg quietly  signed  a  licensing  agree- 
ment with  Chili's,  the  Tex-Mex  chain 
(Forces,  May  5,  1986),  under  which 
Dunkin'  Donuts  will  develop  Chili's 
restaurants  in  the  Northeast.  Rosen- 
berg opened  his  first  Chili's  in  War- 
wick, R.I.  in  February.  Restaurants  in 
Hartford,  Conn.,  Providence,  R.I.  and 
Boston  will  be  opened  soon. 

The  problem,  of  course,  is  that  in 
striving  for  a  broader  image,  Dunkin' 
Donuts  may  blur  the  profitable  im- 
age. Rosenberg  is  aware  of  the  dog- 
with-bone  legend.  It  haunts  him.  ■ 
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To  you,  it's  the  world's  largest  business 
and  financial  center. 
To  us,  it's  creating  a  more  efficient  working 
environment  for  7,000  tenants. 


The  tenants  of  1  Financial  Place  in  Chicago  enjoy 
one  of  the  most  efficient  working  environments  yet  designed, 
an  environment  created  and  maintained  by  Johnson  Controls. 
The  systems  that  heat  and  cool  them,  light  their  workspace, 
help  them  communicate,  and  keep  them  secure  are  all 
integrated  into  one  computerized,  energy- 
efficient  operation.  To  make  them  more 
comfortable,  and  thus  more  efficient.  And 
to  make  the  building  more  cost  efficient,  too, 

Designing  and  installing  auto- 
mated systems  for  buildings  is  our 
business.  Maintaining  and  servicing 
building  systems  through  our  Alliance 
orograms  is  our  business,  too. 


-ontrIls  ' 

\or  busines 


©Johnson  Controls,  Inc.  1986  8602 


Over  100,000  building  owners  have  chosen  Johnson  Controls 
for  facilities  management.  These  projects  range  in  size 
from  giants  like  1  Financial  Place  to  small  offices 
in  local  communities. 

For  information  on  a  working 
environment  that  can  work  to  save  you 
money,  take  advantage  of  our  new 
Executive  Contact  Program.  Give 
us  a  call  now  at  1  -800-972-8040. 
In  Wisconsin,  call  1-800-472-6533. 
A  Johnson  Controls  executive  will 
get  back  to  you  within  48  hours. 


JSgHNSON 
CONTROLS 

Creating  a  better  climate 
for  business. 


If  eience  &  Technology 


I  dited  by  Gail  Bronson 

Here's  one  American  company  that  tried  to 
break  into  the  Japanese  market  as  a  go-it- 
alone  manufacturer  and . . .  succeeded. 

Just  in  time- 
American-style 


HnHBHBMH|  Wisdom 
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foot  in  the  Japanese  door  is  through  a 
joint  venture  deal  of  some  sort.  Yet  to 
every  rule  there  are  exceptions,  and 
Garrett  Automotive  Products  Co.,  the 
automotive  parts  maker,  fs  one  such. 
Garrett  Automotive,  a  wholly  owned 
subsidiary  of  Allied-Signal  Inc.,  en- 
tered Japan  originally  as  a  U.S. -owned 
sales  and  warehouse  operation.  The 
firm  expanded  its  customer  base 
slowly,  increasing  business  to  the 


point  where,  in  1985,  it  was  able  to 
make  a  move  all  too  rare  among 
American  companies — the  construc- 
tion of  a  wholly  owned  plant  in  Japan 
to  serve  the  Japanese  market. 

Garrett  now  makes  25%  of  the 
500,000  turbochargers  built  annually 
in  Japan.  In  1986  that  added  up  to  $20 
million  to  $25  million  worth  of  turbo- 
chargers  for  Japan's  makers  of  truck 
and  auto  engines.  Not  much,  you  say, 
given  the  vast  imbalance  in  U.S. -Japa- 
nese trade:  In  1986  the  U.S.  sold  only 
$240  million  in  auto  parts  to  Japan, 


versus  Japanese  auto  parts  sales  to  the 
U.S.  of  about  $6  billion.  But  that  is 
precisely  the  point.  Garrett  managed 
to  do  what  few  others  have  done — 
break  through  by  providing  the  Japa- 
nese with  technology  they  coveted 
but  couldn't  easily  obtain  themselves. 

Turbochargers,  which  increase  en- 
gine power  and  efficiency  (see  diagram 
below),  axe  one  answer  in  Japan  to  a 
clear  economic  need.  To  encourage 
fuel  efficiency,  the  Japanese  govern- 
ment levies  a  heavy  tax  on  cars  with 
engines  displacing  more  than  2  liters. 
(American-built  car  engines  typically 
displace  2  to  3  liters.)  Turbochargers 
help  small  engines  to  deliver  big-en- 
gine pickup  and,  while  they  are  at  it, 
consume  less  gasoline  (around  $3  a 
gallon  in  Tokyo). 

The  competition  is  stiff.  No  fewer 
than  nine  Japanese  enginemakcrs 
compete  against  Garrett  for  automo- 
tive business.  Garrett  got  its  foot  in 
the  door  by  way  of  its  success  selling 
aerospace  components.  Japanese  en- 
ginemakcrs, including  Nissan, 
Toyota  and  Komatsu,  approached 
Garrett  in  the  early  1970s  to  extend 
its  aerospace  turbocharger  technology 
to  trucks  and  cars.  Garrett  responded 
.  .  .  and  took  on  a  market,  and  a  set  of 
problems,  far  different  from  those  it 
had  known  in  the  U.S. 

The  keenly  competitive  Japanese 
engine  manufacturers,  for  example, 
would  have  preferred  doing  business 
with  Garrett  in  the  U.S.  to  safeguard 
the  confidentiality  of  their  product 
development.  "They  were  afraid  of 
leaks,"  says  Jim  Clyde,  Garrett  Auto- 
motive's  manager  of  business  devel- 


The  bigger  bang  from  hotter,  denser  air 


Simply  put,  a  turbocharger  is  a  turbine-driven 
air  compressor  that  increases  the  density  and 
flow  of  air  into  an  internal  combustion  en- 
gine. The  energy  required  to  drive  the  turbine 
comes  from  the  exhaust  gas  of  the  engine 
itself.  Forced  into  the  engine's  combustion 
chamber,  extremely  hot,  compressed,  denser 
air  mixes  with  fuel,  ignites  and  creates  a 
stronger  thrust  than  does  fuel  mixed  with  air 
at  normal  atmospheric  pressures. 


Compressor  wheel 


Compressed  air 
to  engine  ^ 


Exhaust  gas 
horn  engine 
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Canon 
FaxPhone 


The  first  facsimile  that  belongs  on  your  desk. 


You  wouldn't  want  to  do  business 
without  your  own  phone.  So  why  give  up 
the  speed— and  privacy— of  a  phone  call 
A/hen  you  want  to  put  your  talk  into  action? 

Canon's  revolutionary  FaxPhone  10 
ets  you  hold  a  conversation  and  send 
Dr  receive  documents  right  at  your  desk 
-all  in  the  same  phone  call.  Because 
:axPhone  is  a  multifunction  deskphone 
^nd  it's  also  an  advanced  business 
facsimile  that  communicates  with 
nost  other  facsimiles  as  fast  as 
17  seconds  a  page*  over  ordinary 
Dhone  lines.  In  addition,  a  liquid-crystal 
display  that  tracks  FaxPhone  operations 
5tep-by-step,  autodialing,  and  an  auto 
document  feeder  make  the  facsimile 


En|oy  easy  extended  payments  with  the  Canon  Credit  Card 
Ask  for  details  at  participating  Canon  dealers  and  retailers 
Available  only  in  U  S 


functions  as  easy  to  use  as  the  phone. 
And,  of  course,  FaxPhone  can  receive 
documents,  even  when  you're  not  there. 1 
Canon  FaxPhone:  A  beautiful  way 
to  put  your  words  into  action,  right  at 


your  desk.  Because  now  your  phone 
calls  can  be  more  than  just  talk. 


•Based  on  CCITT  No.  1  Test  Chart 


Cation 

FAXPHONE  10 

More  than  just  talk. 

For  more  information  about  the  FaxPhone  10, 
call  toll  free  1-800-OK  CANON.  Or  write 
Canon,  U.S.A.,  Inc.,  PO.  Box  5210,  Clifton,  NJ  07015. 


4KFORO3097 

)  1986  Canon  US  A,  Inc 
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Hugo  Vayk,  Garrett  Automotive  president  and  Jitn  Clyde  at  the  heat 
American  parts,  Japanese  mind-set. 


Science  & 
Technology 


opment.  "You  don't  see  information 
on  advanced  vehicle  development  in 
the  Japanese  press  like  you  do  here." 
And  building  a  work  force  proved  to 
be  a  major  hurdle.  Rare  is  the  Japanese 
factory  worker  who  switches  from 
one  company  to  another  or  is  eager  to 
work  for  a  foreign  company  that  may 
not  be  around  at  his  retirement. 

The  solution  to  such  problems  was 
finding  the  right  Japanese  national  to 
head  the  operation.  It  turned  out  to  be 
Hideo  Matsuoka,  a  seasoned  manager 
of  design  engineering  who  joined  Gar- 
rett in  1974  after  a  38-year  career  at 
Mitsubishi  Heavy  Industries. 

Matsuoka  was  on  a  first-name  basis 
with  many  of  the  industrial- 
ists running  large  companies. 
He  was  also  well  connected 
as  a  professor  of  engine  de- 
sign at  two  of  Japan's  most 
prestigious  universities,  To- 
kyo and  Keio.  As  president  of 
Garrett's  Japanese  subsid- 
iary, Matsuoka  was  instru- 
mental in  recruiting  some 
100  managers  and  an  assem- 
bly work  force  for  the  leased 
facility  Garrett  set  up  north 
of  Tokyo. 

Says  Garrett's  Jim  Clyde: 
"Word  of  mouth  and  old 
school  ties  count  for  a  lot  in 
recruiting."  Matsuoka,  now 
chairman  emeritus  of  the 


Japanese  operation,  recalls:  "We  had 
to  convince  people  that  Garrett  was  a 
permanent  organization  in  Japan  and 
would  take  the  proper  steps  to  provide 
similar  benefits — personal  well-be- 
ing, challenges  and  growth — as  a  Japa- 
nese company  would." 

The  effort  imposed  changes  and  ex- 
pense at  Garrett's  Torrance,  Calif, 
headquarters  as  well.  A  wholly  sepa- 
rate operating  group  was  created 
there,  for  example,  to  solve  customer 
problems  as  expeditiously  as  a  Japa- 
nese supplier  might. 

"Relationships  are  a  lot  closer  be- 
tween a  supplier  and  a  customer  in 
Japan  than  in  the  U.S.,"  notes  Hugo 
Vayk,  president  of  Garrett  Automo- 
tive. "We've  flown  parts  6,000  miles 
to  Japan  in  1 1  hours  to  meet  their 
demands.  They  expect  us  to  react  just 
as  quickly  as  a  traditional  local  Japa- 
nese supplier  next  door  does." 


Kolx-n  VUIK1B  I'n 


Hideo  Matsuoka,  chairman  emeritus 
Fitting  Garrett  to  the  Japanese  mold. 


Torrance,  in  effect,  has  become  a 
nursery  for  engineering,  technology 
and  Garrett's  management  culture. 
"Japanese  were  brought  to  California 
for  six-month  training  periods,"  Vayk 
says.  "We  still  have  new  employees 
train  here."  In  turn,  Garrett's  Japa- 
nese managers  engender  a  sense  of 
teamwork  and  family  inherent  in  Jap- 
anese companies.  It's  a  potent  mix. 
Vayk  says  he  has  found  things  he  had 
written  in  letters  to  Garrett  execu- 
tives in  Japan  turned  into  slogans  on 
banners  there. 

The  new,  highly  automated  assem- 
bly plant  Garrett  opened  last  year  in 
Kodama,  employing  about  150  Japa- 
nese workers,  represents  a  $10  mil- 
lion bet  on  the  company's  future 
there.  Vayk  points  out  that  most  of 
the  basic  components  come  from  the 
U.S.  but  that  in  every  other  way  it  is  a 
completely  Japanese  operation:  Parts 
are  designed  to  meet  Japa- 
nese quality  standards,  and 
the  company  meets  typical 
just-in-time  delivery  pat- 
terns and  aftermarket  de- 
mands. 

"We  answered  their  tech- 
nology needs  and  took  the 
long-term  view,  working 
gradually  to  establish  our- 
selves," says  Vayk.  "We  have 
adapted  to  the  commercial 
practices  of  Japan,  from  price 
negotiations  to  formal  sup- 
ply relationships  to  the  sup- 
port you  give  to  the  assembly 
line  workers.  These  are  the 
keys  to  success." — G.B. 


134 


FORBES,  MARCH  9,  1987 


'Ok... 

But  why 
Tandy 

Computers?" 


"In  a  word...qualhy?' 


jj'jl 

 is 

Tandy®  computers 
are  designed,  built, 
supported  and  serv- 
iced by  Radio  Shack. 
Our  total  commit- 
ment  assures  a 
high  degree  of 
product  quality 


Tandy  3000  HD 

nd,  just  as  important,  customer 
itisfaction  long  after  the  sale. 

Quality-built  in  the  USA.  Our 
1S-DOS®  personal  computer  line 
I  made  in  America  in  our  own 

ANDY  COMPUTERS: 


manufacturing  plants.  We  control 
quality,  from  initial  assembly  to 
completed  and  tested  product. 

Nationwide  Support.  Over  1200 
Radio  Shack  Computer  Centers 
are  ready  to  help  you  choose  the 
latest  in  computer 
technology,  backed 
by  quality  support. 

Training  and 
specialized  software 
instruction  is  avail- 
able at  your 


Tandy  3000  HL 


place  of  business  or 
ours,  in  60  major 
market  areas. 
We've  got  what  it 
takes.  Like  com- 
mercial leasing 
plans.  And  ser- 

TandylOOOSX  •  _r  j 

vice  performed 
by  technicians  who  work  for  the 
same  company  that  manufactured 
and  sold  you  your  computer. 

You  expect  quality  .  .  .  and  you 
get  it  from  Radio  Shack. 

Radio  /haeH 


ii  Business... for  Business" 

KX3S/Reg  TM  Microsoft  Corp. 


COMPUTER  CENTERS 

A  DIVISION  OF  TANDY  CORPORATION 


Marketing 


By  Ellen  Paris 


Edited  by  Jeffrey  A.  Trachtenberg 


Their  parents  abandoned  Abercrombie  & 
Fitch,  and  the  yuppies  seem  never  to  have 
heard  about  this  legend. 

Endangered 
species? 


Zig>  Kjiuznv  Gamma  Liaison 


Abercrombie  &  Fitcb  head  Alvin  Lubetkin 
"We  still  haven't  reached  a  good  profit  rate. 


FIrom  its  founding  in  1892  Aber 
crombie  &  Fitch  prospered  as  the) 
"world's  greatest  sporting  good^ 
store."  Its  prestigious  Madison  Ave] 
nue  location  was  a  favorite  haunt  oj 
Admiral  Byrd,  Amelia  Earhart,  Ernesl 
Hemingway.  But  as  tastes  changed! 
the  number  of  sportsmen  able  or  will 
ing  to  buy  $50,000  Holland  &  Holland 
shotguns  or  $500  Hardy  fishing  rods 
dwindled  sharply.  Sporting  goods  be 
came  a  mass,  not  a  class,  market. 

What  to  do?  Add  new  customers  b^| 
marketing  a  line  of  expensive  men's 
clothing  and  accessories,  manage 
ment  figured.  The  idea  was  sound,  the 
execution  poor.  In  Manhattan  nearbj 
upper-crust  stores  like  Paul  Stuan 
and  Brooks  Brothers  continued  to  gei 
the  customers,  and  in  1977  the  nine- 
unit  Abercrombie  &  Fitch  chain  filec 
for  Chapter  1 1. 

Oshman's  Sporting  Goods  (estimat 
ed  1986  sales,  $320  million),  the  mass 
market  sporting  goods  retailer,  purJ 
chased  the  Abercrombie  name,  trade 
mark  and  mailing  list  for  a  minimurr 
of  $3  million  (based  on  a  percentage  o: 
sales  through  1995).  One  more  bas 
tion  of  upper-class  respectability  hac 
fallen. 

Oshman's  Vice  Chairman  Alvir 
Lubetkin's  plan  was  simple.  Ht 
would  use  the  Abercrombie  name 
long  associated  with  high-quality 
top-of-the-line  merchandise,  as  s 
brand  to  sell  sporting  goods,  clothing 
and  gifts  priced  to  a  broader  clientele 
Fashion  designers,  who  make  theii 
real  money  on  mass-merchandisec 
ready-to-wear,  have  done  the  same 
thing  for  years. 

No  go.  To  date,  the  plan  has  not 
worked  well  for  Lubetkin.  The  mass 
market  is  unimpressed  by  the  Aber 
crombie  name,  and  the  old  customer: 
have  lost  faith.  "It's  a  pitiful  imitatior 
of  the  original,"  says  one  New  Yorkei 
who  shopped  at  the  Madison  Avenue 
store  for  years. 

At  a  time  when  niche  merchandis 
ing  has  become  the  retailing  indus 
try's  buzzword,  Lubetkin  has  beer 
unable  to  establish  a  store  identity 
Potential  customers  say  they  are  con 
fused  by  the  product  mix,  a  potential 
ly  fatal  problem  at  a  time  when  con 
sumer  attention  spans  are  so  short.  A; 
for  the  pulling  power  of  the  Aber 
crombie  mystique,  famous  names  are 
a  dime  a  dozen  now  that  every  off 
price  retailer  and  discounter  carries 
"designer  status"  merchandise. 

Inventory  selection?  The  classic 
Shetland  sweaters  and  leather  jacket: 
can  be  bought  at  L.L.  Bean  or  Eddie 
Bauer.  And  larger,  and  better,  selec 
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tions  of  sporting  equipment  like  row- 
ing machines  can  be  found  in  almost 
every  mall. 

Take  a  walk  with  Forbes  through 
an  Abercrombie  &  Fitch.  You'll  see  a 
hodgepodge  of  merchandise  ranging 
from  dress  shirts  to  golf  clubs.  Most  is 
ordinary,  including  the  2-inch  mini 
television  sets  that  are  cheaper  at  Cra- 
zy Eddie  or  Circuit  City.  Scattered 
throughout  are  men's  and  women's 
sweaters,  casual  shirts  and  jogging 
suits,  many  on  sale. 

Hungry?  Take  home  a  boxed  cake 
drenched  in  bourbon,  Drambuie,  Tia 
Maria,  Amaretto  or  Irish  Whiskey, 
priced  at  $25  for  a  2 '/2-pound  cake. 
Other  miscellaneous  items  include 
luggage,  leather  animals,  portable 
folding  picnic  tables,  massage  lounge 
chairs,  coffee-table  books,  athletic 
shoes,  mini  pool  tables  and  chrome 
barbells.  But  why  buy  them  at  Aber- 
crombie &  Fitch? 

At  $250,  Abercrombie's  per-square- 
foot  sales  are  well  below  the  estimat- 
ed $650  of  The  Gap  Stores'  highly 
successful  Banana  Republic,  which 
purveys  much  the  same  safari  cloth- 
ing as  Abercrombie.  And  Abercrom- 
bie has  nowhere  near  the  foot  traffic 
of  The  Sharper  Image,  a  San  Francis- 
co-based retailer  that  also  sells  expen- 
sive gadgets  like  electronic  chess  sets 
and  talking  scales. 

Early  on,  Lubetkin  made  the  mis- 
take of  opening  large  stores  (15,000  to 
26,000  square  feet)  that  were  stocked 
somewhat  like  an  Oshman's:  basket- 
balls, footballs,  expensive  hunting 
and  fishing  gear,  even  women's  busi- 
ness suits.  It  was  hardly  the  old  Aber- 
crombie image. 

Lubetkin  then  shrank  new  stores  to 
around  7,000  square  feet.  He  dropped 
the  women's  suits  and  added  tradi- 
tional, conservative  sportswear,  in- 
door and  outdoor  games,  expensive 
exercise  equipment  and  oddball  gifts, 
like  a  speedometer  for  skiers,  an  elec- 
tric trouser  press,  shirt  button  covers 
and  a  bone  china  golf  putter.  These 
items  are  fun  to  admire,  but  not  many 
people  buy  them,  either  as  gifts  or  for 
their  own  use. 

Lubetkin  then  decided  to  put  these 
smaller  stores  in  regional  shopping 
malls.  The  Abercrombie  name  still 
carried  clout  with  mall  developers 
looking  for  high-end  tenants  to  attract 
other  high-end  retailers. 

Will  small  stores  in  malls  prove 
Abercrombie's  salvation?  Hard  to  say, 
because  twice  in  the  last  2Vi  years 
Lubetkin  reversed  his  small-store 
strategy  by  opening  two  large  stores  in 
New  York.  The  Trump  Tower  store  is 
10,600  square  feet,  and  the  South 
Street   Seaport   location   is  17,000 


Abercrombie  &  Fitch  in  Houston 

Restoring  glory  to  a  fading  legend  isn't  easy. 


square  feet.  "These  were  excellent 
deals  for  us,"  Lubetkin  insists.  Good 
real  estate  deals  they  might  be,  but 
Abercrombie  doesn't  make  its  money 
in  real  estate,  it  makes  it  selling  mer- 
chandise at  healthy  profit  margins. 

Lubetkin  is  still  trying.  Today  there 
are  27  Abercrombie  &  Fitch  stores 
with  estimated  1986  sales  of  $48  mil- 
lion (for  the  fiscal  year  ended  Feb.  1), 
up  from  $40  million  in  1985.  Profits 
are  a  so-so  $1.5  million. 

"We  still  haven't  reached  a  good 
profit  rate,  but  by  next  year  we  proba- 
bly will,"  says  Lubetkin.  Oshman's 
was   selling  a   badminton   set  for 


$39.95.  The  rackets  were  strength- 
ened, the  set  was  painted  in  Aber- 
crombie's colors  of  green,  black  and 
red,  and  the  clear  plastic  case  was 
switched  to  dark  green  canvas.  Aber- 
crombie then  raised  the  price  to 
$99.95.  An  immediate  success,  Lubet- 
kin says.  But  there  have  been  too  few 
such  successes.  Forbes  recently  visit- 
ed two  of  Abercrombie's  Los  Angeles' 
stores  during  prime  shopping  hours. 
There  were  practically  no  customers 
inside. 

Moral:  Sometimes  it  is  better  to 
bury  the  dead  than  to  try  reviving 
them. 


Japans  Seiko  has  blitzed  the  medium-price  watch  mar- 
ket. Now,  with  its  Jean  Lassale  line,  it  is  taking  on  Swiss 
prestige  makes  in  the  best  stores. 

A  tough  sell? 


By  Kathy  Murray 


TIhe  unique  thing  about  the  Jean 
Lassale  is  that  it  is  a  Swiss  watch — 
a  total  Swiss  watch,"  says  Seiko  Time 
Corp.  President  Robert  Pliskin.  He 
gestures  toward  three  display  trays 
laden  with  watches  dripping  18-karat 
gold  and  diamonds. 

Indeed,  the  porthole-shaped  face  of 


the  Jean  Lassale  signature  watch  Tha- 
lassa  bears  the  prestigious  Geneve  in- 
signia. The  18-karat  fluted  band,  dia- 
mond bezel,  dial  and  screws  are  all 
hand-fitted  to  gilded  cases  styled  by 
European  designers.  The  prices  start 
at  $995  and  go  as  high  as  $85,000  for  a 
watch  with  matching  diamond  and 
black  pearl  earrings  and  pendant.  Yes, 
Seiko  is  taking  on  the  likes  of  Cartier, 
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Jami-,  McGoorv^tK-cler  Picture. 


Seiko 's  Robert  Pliskin 

Competing  with  Cartier,  Concord,  even  Rolex. 


Concord,  Ebel,  Baume  et  Mercier — 
and,  yes,  even  perhaps  Piaget,  Patek 
Philippe  and  Rolex. 

What  makes  a  high-quality  Swiss 
watch?  It's  a  gray  area.  Once  it  meant 
finely  tuned  mechanical  watches 
made  in  Switzerland,  where  machine 
methods  were  combined  with  skilled 
craftsmanship.  Today,  however, 
many  Swiss  companies  make  watches 
with  quartz  movements  as  well.  The 
mechanical  heart  of  these  is  a  semi- 
conductor, a  product  of  technology, 
not  of  handcraftsmanship.  Such  is  the 
case  with  }ean  Lassale,  whose  quartz 
movements  are  manufactured  in  Ja- 
pan by  Hattori  Seiko  Co.,  the  parent 
of  Seiko  Time  Corp. 

Hattori  Seiko  acquired  the  tiny 
Swiss  watchmaker  Jean  Bouchet  Las- 
sale  back  in  1979  and  has  since  used  it 
as  a  vehicle  for  moving  further  up  the 


price  scale. 

For  all  the  prestige  Japanese  prod- 
ucts enjoy  in  other  fields,  the  Japanese 
connection  is  something  Jean  Lassale 
marketers  and  retailers  do  their  best 
to  obscure.  Seiko  acquired  Jean  Las- 
sale because  Swiss  watches  are 
known  for  their  quality  and  artistry, 
and  Seiko  wanted  entree  into  the 
higher-price  market.  Nobody  is  going 
to  spend  nearly  $2,000  for  a  Seiko.  A 
Jean  Lassale  watch  made  in  Geneva  is 
a  different  story.  What  happens  when 
customers  discover  the  Seiko  connec- 
tion? "Most  of  them  aren't  too 
thrilled  when  we  tell  them,"  says  Lin- 
da Miller,  a  spokeswoman  for  New 
York's  Fred  Joaillier,  which  carries 
the  line. 

The  fine  watch  market  in  the 
U.S. — S300  million  and  up  at  retail — 
is  as  small  as  it  is  competitive,  ac- 


LJEAN  LASSALE 


A  Jean  Ixissale  print  ad 

Swiss  looking,  Japanese  owned. 


counting  for  less  than  3%  of  all 
watches  sold.  In  this  crowded,  com' 
petitive  market,  image  is  all.  Thus 
Seiko  faces  a  hard  sell.  It  has  spent 
more  than  $5  million  on  advertising 
to  sell  a  mere  3,650  watches  in  the 
last  two  years. 

Moreover,  Seiko  has  done  some 
confusing  things.  When  Seiko  pur- 
chased the  Jean  Bouchet  Lassale 
trademark  from  the  maker  of  thin  me- 
chanical watches  eight  years  ago,  it 
used  the  Seiko  name  to  create  a  medi- 
um-priced ($250  to  $900),  gold-plated, 
made-in-Japan  line  called  Seiko  Las- 
sale. This  was  in  1981.  After  Seikc 
introduced  the  much  more  expensive 
Jean  Lassale  line  in  1982,  it  continuec 
to  sell  the  midprice  product,  eventu- 
ally shortening  its  name  to  Lassale 
last  year. 

Some  retailers  have  learned  to  use 
this  confusion  to  their  advantage.  At 
Fortunoff  a  salesman  explained  that 
the  Japanese-produced  Lassale  retail- 
ing at  $495  is  actually  the  costliei 
Jean  Lassale.  This  kind  of  confusion 
helps  the  cheaper  Lassales  but  doe; 
nothing  for  the  more  expensive 
watches. 

There  have  been  some  bright  spots 
At  Kenjo  Jewelers  on  New  York'e 
West  Side,  owner  Ken  Grazi  says  the 
Jean  Lassale  line  accounted  for  30%  o: 
luxury  watches  he  sold  last  year,  sec 
ond  to  Rolex'  50%. 

In  a  way,  the  watch  situation  is  i 
microcosm  of  Japan's  overall  industri 
al  position.  Having  succeeded  at  the 
lower  end  of  the  market,  Japanese 
companies  keep  moving  higher  up 
and  shifting  much  of  their  productior 
to  foreign  shores — as  Seiko  is  doing 
as  Honda  is  doing,  as  all  of  Japan  i« 
doing.  ■ 
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The  AT&T  Card  is  your  key  to  the  dependable, 
high  quality  AT&T  Long  Distance  Network.  As 
you  travel  around  the  country,  it'll  help  you  keep  in 
touch  with  everyone  who  really  matters — from 
your  boss  to  your  best  friend.  So  you  can  know 
things  are  running  just  the  way  you  want  them  to. 
Because  every  call  you  make  is  important,  it's  re- 
assuring to  know  the  AT&T  Long  Distance  Network 
is  carrying  your  message. 

So,  when  you're  traveling  on  business  you  can 
stay  in  touch  with  everybody  who's  important  to 
you  through  the  AT&T  Long  Distance  Network 
from  virtually  any  phone. 

To  put  the  key  to  the  AT&T  Long  Distance 
Network  in  your  pocket,  order  your  AT&T  Card 
today.  Simply  call 

1  800  CALL  ATT,  Ext.  229. 


AT&T 

The  right  choice. 


1986  AT&T 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


If  a  valued  employee  or  relative  gets  into 
trouble  with  drugs  or  alcohol,  you  want  the 
best  treatment  money  can  buy,  right?  But 
the  best  is  not  always  the  most  expensive. 


Sobering  facts 
on  rehab 


Hazelden,  rehab  facility  in  Center  City,  Minn. 

More  emphasis  on  therapy,  less  on  expensive  amenities. 


By  Richard  Phalon 


T|  reating  alcoholism  and  drug 
abuse  these  days  has  become  a 
big  business — some  of  it  very 
profitable — leaving  both  individuals 
and  corporations  with  soul-searching 
choices  to  make  about  where  to  send 
those  in  need  of  help. 

Some  major  corporate  buyers  of 
medical  care  are  getting  mighty  skep- 
tical about  footing  bills  that  can  run 
to  $1,000  a  day  or  more  for  the  stan- 
dard 28  day  course  of  inpatient  treat- 
ment. Westingiiousc  Electric,  for  ex- 
ample, just  completed  a  pilot  program 


that  will  result  in  fewer  workers  being 
referred  for  inpatient  care.  Many  more 
will  be  treated  on  a  low-cost,  outpa- 
tient basis  while  working.  "We're 
talking  about  people  in  the  early 
stages  of  addiction  who  have  a  lot  of 
motivation,"  says  Dr.  E.  Carroll  Cur- 
tis, Westmghouse  medical  director. 

Adds  Dr.  Ruth  McLean,  the  New 
York  Telephone  Co.  medical  director: 
"There  is  a  lot  of  money  being  made 
in  drug  and  alcohol  treatment.  Unless 
you  are  dealing  with  major  medical  or 
psychiatric  problems,  I  see  nothing 
whatever  to  justify  anything  like 
$6,000  a  week.  The  price  of  a  program 


is  no  indicator  of  quality." 

Finding  the  balance  between  price 
and  quality  of  care  is  no  easy  task. 
The  choice  often  has  to  be  made  in  a 
crisis:  the  threat  of  a  job  loss,  a  brush 
with  the  law,  the  emotional  turmoil 
of  family  intervention.  The  instinct  is 
to  reach  for  a  "brand  name"  rehabili- 
tation service  that  may  be  long  on 
amenities  but  run-of-the-mill  on  re- 
covery rates. 

Any  such  choice  should  be  talked 
over  with  the  experts  and,  ideally, 
scouted  in  person.  Start  with  the  list 
of  rehabs  gathered  by  Forbes  (see  box, 
p.  142).  It  is  based  on  recommenda- 
tions made  by  addiction  counselors, 
directors  of  employment  assistance 
programs  and  medical  directors. 

What  do  professional  counselors 
look  for?  Here  are  the  major  items  on 
their  checklists: 

•  What  is  the  program  like?  Check 
whether  the  institution  has  been  ap- 
proved by  the  Joint  Commission  or 
Accreditation  of  Hospitals.  Make  sure 
the  treatment  includes  family  partici 
pation  and  extended  outpatient  after 
care.  Most  programs  include  one-on 
one  counseling,  group  therapy  ses- 
sions, lectures  on  substance  abuse 
and  early  involvement  in  self-help 
groups  like  Alcoholics  Anonymous 
Counselors  like  Joseph  Howley,  heac 
of  the  New  York  Transit  Authority': 
Employee  Assistance  Program,  tenc 
to  worry  about  "country  clubs  tha 
don't  engage  an  individual's  maxi 
mum  participation." 

•  How  good  is  the  staff?  What's  the 
ratio  of  professional  counselors  ane 
psychologists  to  total  staff?  What  i: 
the  quality  of  the  medical  backup 
Are  there  enough  professional: 
around  to  provide  truly  individual  at 
tention?  Are  at  least  some  of  then 
recovering  addicts  or  alcoholics 
What  is  the  staff's  turnover  rate?  Any 
thing  over  20%  to  25%  a  year  ma] 
signal  trouble. 

•  Is  specialized  care  called  for?  I 
there  are  significant  medical  or  psy 
chiatric  problems,  you  will  probabb 
do  better  shopping  for  hospital-con 
nected  rather  than  freestanding  re 
habs.  Some  rehabs  specialize.  Littlj 
Hill-Alina  Lodge  near  Blairstown 
N.J.,  for  example,  concentrates  on  . 
spartan  three-month  program  for  "thi 
reluctant  to  recover." 

•  What  is  the  record?  Recover 
rates  tend  to  be  exaggerated.  "Whei 
they  say  80%,  what  do  they  mean? 
asks  James  Wrich,  a  Chicago-base< 
consultant  who  headed  UAL's  em 
ployee-assistance  program  for  si: 
years.  "If  they  mean  eight  out  of  ever 
ten  people  who  came  through  th 
door  are  abstinent  a  year  later,  tha 
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AIR  FRANCE  HAS  A  SPA  VACATION 
WITH  A  LITTLE  SOMETHING  EXTRA. 
MONTE  CARLO. 


If  you've  always  wanted  to  try  a 
spa  vacation  and  find  the  allure 
of  Monte  Carlo  irresistible,  the 
Air  France  Monte  Carlo  Magni- 
fique  is  for  you. 

From  November  1st,  1986  until 
March  21st,  1987  you'll  get  an  ele- 
gant room  in  the  exclusive  Loews 
Monte  Carlo  and  free  use  of  the 
Loews  Spa  and  Fitness  Center. 

It  gives  you  the  freedom  of  ex- 
ploring Monte  Carlo  and  relaxing 
in  the  Spa's  heated  pool,  well 
equipped  gym,  aerobic  classes, 
sauna  or  jacuzzi.  Unlike  spas  with 
strict  regimes,  ours  is  completely 
unstructured.  Come  and  go  as  you 
please. 

Included  are: 

•  Round-trip  transatlantic  air  transpor- 
tation on  Air  France. 

•  Hotel  accommodations  at  the 
spectacular  Loews  Monte  Carlo. 

•  Daily  continental  breakfast. 

•  Unlimited  use  of  health  spa  and 
fitness  facilities. 

•  A  free  massage. 

•  Free  admission  to  museums  and 
gardens,  courtesy  of  the  Monaco 
Tourist  Office. 

•  Use  of  a  rent-a-car  for  your  entire 
stay,  exclusive  of  gasoline  and  taxes. 

•  Hotel  taxes  and  service  charges. 

The  Air  France  Monte  Carlo 
Magnifique.  7  days/6  nights. 
From  $798*  for  New  York  depar- 
tures. Also  available  from  Wash- 
ington, from  $868;  Miami,  from 
$958!   Chicago   from  $888! 
Houston,  from  $926*  Los  Angeles 
and  San  Francisco  (10  days/9 
nights),  from  $1098* 

Call  your  Travel  Specialist  or 
Jet  Vacations  at  1-800-538-0999. 

For  a  free  video  cassette  pre- 
view, call  1-800-AF-PARIS.  In 
New  York  City,  212-247-0100. 

A  PARTNER  IN: 

UNITED'S  MILEAGE  PLUS  AND 
CONTINENTAL'S  TRAVELBANK. 


AIR  FRANCE  S//Y 

LET  US  SHOW  YOU  OUR  RIVIERA 


'All  prices  based  on  Special  Winter  APEX  air  lore, 
subject  to  availability  A  supplement  ol  $11  to  $71, 
depending  on  gateway,  applies  for  departures 
Dec  12-20,  1986  Add  $3  US  departure  lax  and 
$10  Federal  Inspection  Fee  21 -day  advance  pur- 
chase required  Hotel  price  is  per  person,  double 
occupancy  Cancellation  penalties  may  apply 


Counselors'  choice 


These  treatment  centers  were  recommended  by  addic- 
tion counselors  and  directors  of  employee  assistance 
programs  at  major  corporations.  The  duration  of  treat- 


ment, and  hence  costs,  can  vary  with  the  severity  of  the 
addiction.  Note  that  some  centers  do  not  include  the 
cost  of  detoxification  and  aftercare  in  the  basic  rate. 


Treatment  centers 


Typical  Aftercare   Separate      Out-  Adoles- 

Total  stay  Typical  included  women's  patient  cent  When 
beds        (days)         cost       in  cost?    program?  program?  program?  opened 


Comments 


The  A.R.T.S. 
Passaic,  N) 
201-472-0364 

24 

28 

$6,860' 

no 

no 

yes 

no 

1980 

Patients  exposed  to  real- 
world,  urban  environment 
while  in  treatment 

Ashley 

Havre  de  Grace,  Md 
301-273-6600 

60 

30 

7,500 

yes 

yes 

yes' 

no 

1983 

Special  program  for 
relapsed  addicts 

Betty  Ford  Center  at  Eisenhower 
Rancho  Mirage,  Calif 
800-392-7540  (Calif) 
800-854-9211  lout  of  state) 

80 

28 

5,500' 

yes 

no 

yes 

no 

1982 

Trying  to  play  down 
celebrity  image 

Chit  Chat  Treatment  Centers 
Wernersville,  Pa 
215-678-2332 

181 

28 

5,460' 

yes 

no 

yes 

4 

yes 

1959 

Emphasizes  therapeutic 
approach,  with  patients 
helping  each  other  recover 

Edgehill  Newport 
Newport,  RI 

800-252-6466  (NY,  NI,  New  Eng) 
401-849-5700  (outside  NE) 

160 

30 

7,200 

no 

yes 

yes 

no 

1980 

Concentrates  on  alcoholisrr 
but  also  treats 
multiple  abuse 

Gateway  Rehabilitation  Center 
Aliquippa,  Pa 
800-472-1177  (Pa) 
800-472-4488  (out  of  state) 

90  + 

28 

4,900' 

no 

yes 

yes 

no 

1972 

Teaches  more  effective 
coping  techniques 

Gosnold  on  Cape  Cod 
Falmouth,  Mass 
617-540-6550 

70 

14 

2,310' 

no 

yes 

yes 

yes 

1982 

Special  program  for  hearing 
impaired  addicts;  also 
3-month  inpatient  program 

Hazelden 

Center  City,  Minn 
612-257-4010,  x3307  (Minn) 
800-262-5010  (out  of  state) 

400  + 

30 

4,300 

no 

yes 

yes 

yes 

1949 

Pioneer  of  "Minnesota" 
model,  involving  individual 
group  and  family  therapy 

Koala  Centers 
Nashville,  Tenn 
615-665-1144 

700  + 

28 

8,000 

yes 

yes 

yes 

yes 

1970 

Network  of  34  centers 
in  10  states,  mostly 
east  of  Mississippi 

Little  Hill-Alina  Lodge 
Blairstown,  NJ 
201-362-6114 

60 

4-5 
mos 

75/day' 

no 

yes2 

no 

no 

1959 

Primarily  treats  relapsed 
alcoholics,  minimum  stay 
3  months;  bans  smoking, 
reading,  phone  calls 

Parkside  Medical  Services  1,800 

Park  Ridge,  111 

312-698-4730 

28 

6,000- 
8,000 

yes 

yes 

yes 

yes 

1959 

Network  of  over  50 
centers  in  18  states 
nationwide 

Alcohol  &  Drug  Treatment 
Center  at  Stanford  Med  Center 
Palo  Alto,  Calif 
415-723-6682 

14 

13 

5,400 

no 

no 

yes 

no 

1977(o) 
1986(i) 

Short  inpatient  program, 
extensive  outpatient  care 
running  as  long  as  1  year 

'Excludes  detoxification  2Men  and 
(o)  =  outpatient  (i)  =  inpatient 

women 

follow  the 

same  program 

but  are 

kept  separate 

'For 

participants 

in  inpatient 

program  only  ^Outpatient  only 

would  be  terrific,"  continues  Wrich. 
"If  all  they  mean  is  that  eight  out  of 
every  ten  people  who  came  through 
the  door  finished  the  program,  that's 
not  saying  too  much."  True  success 
rates  are  hard  to  calibrate.  AA  offers  a 
benchmark:  Those  who  have  been  so- 
ber in  the  fellowship  for  up  to  one 
vent  stand  a  40%  chance  of  staying 
sober  for  another  year. 

*  Outpatient  or  inpatient?  Rising 
osts  .ue  pushing  treatment  centers  to 
rovide  more  outpatient  care.  The  so- 

iUtid  four  four-four  programs  (four 
trs  ;  night,  four  days  a  week  for 


four  weeks)  seem  to  help  with  early- 
stage  addiction,  but  many  doctors 
urge  caution.  "I'm  of  the  opinion  that 
anyone  who  can't  make  it  with  a  self- 
help  group  like  AA  needs  to  get  away 
where  they  can  concentrate  on  the 
problem  and  themselves,"  says  Dr. 
McLean  of  New  York  Telephone. 

•  What  kind  of  environment?  There 
is  often  an  age  gap  between  primary 
alcoholics  and  multiple  substance 
abusers,  and  sometimes  a  social  one, 
as  well.  Does  that  mean  executive 
types  ought  not  to  be  mixed  with  oth- 
er ranks?  "It's  an  ongoing  battle,"  says 


Dr.  David  Canavan,  director  of  th 
New  Jersey  Medical  Society's  irr 
paired-physician  program.  "Doctor 
think  they  should  go  to  megabuck 
places  with  other  doctors.  That's  nor 
sense.  Part  of  the  treatment  is  to  se 
themselves  as  others  see  them,  an 
you  can't  do  that  in  a  country  clu 
environment." 

Moral:  As  drug  and  alcohol  abus 
mounts,  employers  are  more  aware  c 
the  problems,  but  they  are  less  willin 
or  able  to  spend  a  fortune  coddlin 
their  problem  workers. 
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You're  already  seeing  a  CPA  about  your  taxes. 
Talk  about  your  personal  financial  planning  too 

It  makes  good  sense. 


CPAs  are  competent  and  objective,  and  they  have 
always  been  trusted  financial  advisors. 
CPAs  are  bound  by  a  rigorous  code  of  professional  ethics. 

They  do  not  accept  commissions  for  the  sale 
of  products  or  services,  such  as  investments  or  insurance. 
So  their  loyalty  is  only  to  you. 

For  Professional  Financial  Planning, 
Consult  Your  CPA  .  .  .  It  Makes  Good  Sense. 


Personal  Financial  Planning  Division 
American  Institute  of  Certified  Public  Accountants 
1211  Avenue  of  the  Americas,  New  York,  NY  10036-8775 


Garrett  Galleries  in  Dallas,  crammed  with  art  and  antiques 

The  fighting  cocks  (left)  and  abstract  painting  (right)  once  belonged  to  Clint  Murchison  Jr. 


As  oilionaires  and  developers  fall  from 
grace  in  the  Lone  Star  State,  their  art,  an- 
tiques and  furnishings  are  falling  under 
the  auctioneer's  gavel  at  distressed  prices. 

Collectors  cotton 
to  Texas  bargains 


By  Barbara  Kallen 


[T  a  recent  Houston  auction  a  La- 
llique  table  of  frosted  crystal  with 
a  cactus-shaped  base  failed  to  bring  a 
bid  of  $25,000,  the  bankrupt  seller's 
minimum.  A  month  later  an  identical 
table  fetched  $40,700  at  Sotheby's  in 
New  York  City.  An  oil  entitled  "The 
Formosa  Bowling  Along,"  by  British 
artist  Montague  Dawson,  sold  for 
$15,000  in  Houston  recently.  Two 


similar-size  works  by  the  same  artist 
will  soon  be  auctioned  at  Sotheby's  in 
New  York,  to  bring  in  an  estimated 
$25,000  to  $40,000  each. 

Across  the  state  in  Dallas,  a  land- 
scape with  cattle  by  Dutch  painter 
Hendrik  van  de  Sande  Bakhuysen, 
dated  1845,  recently  went  for  $2,000 
at  auction.  At  Christie's  in  London 
two  smaller  paintings  by  the  same 
artist  went  for  $5,200  and  $8,450. 

Texas  has  become  the  Filene's  base- 


ment for  quality  collectibles.  Galle 
ies  are  awash  in  fine  art,  antique 
furniture,  rugs,  jewelry  and  exoti 
automobiles — selling  at  prices  30*3 
below  those  paid  in  1983-84,  th 
height  of  the  oil  boom. 

What's  up?  The  liquidation  of  a 
that  oil  wealth.  Says  James  Grant,  ( 
Grant's  Interest  Rate  Observer,  "Whe 
people  need  cash,  they  sell  the  goa 
things  first,  because  those  are  th 
things  most  readily  salable."  And  2 
more  good  things  come  on  to  the  Tei 
as  market,  the  gap  between  prices  i 
Texas  and  New  York  widens.  "Unlik 
the  bond  market,"  says  Grant,  "th 
art  market  has  no  arbitragers." 

But  it  certainly  has  plenty  c 
shrewd  dealers.  Both  Christie's  an 
Sotheby's  have  been  scouring  tb 
state  for  treasures  to  supply  their  Ne1 
York  operations.  Christie's  recentl 
staged  a  Texas  blitz,  featuring  new: 
paper  ads  in  Dallas  and  Houston  seel 
ing  collectibles.  Ten  Christie's  ei 
perts  flew  down  to  select  only  the  be: 
pieces.  "Everybody  went  home  wit 
something  for  their  department,"  sa> 
Christie's  Texas  representative  Can 
lyn  Foxworth.  "I've  got  enough  penc 
ing  business  to  take  up  my  time  fc 
the  next  four  months." 

Texas  collectibles  are  coming  nt 
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V 


hen  Vernella  D'Arbeau  re- 
red  as  Principal  of  East 
Irlem's  PS  146M,  she  wanted  to 
>  even  more.  She  began  a  life  of 
•lunteer  work.  First  as  a  teacher 
lidc  at  New  York's  American 
uscum  of  Natural  History,  now 


"Time  to  give." 

at  the  Conservancy  of  New  York's  Gracie 
Mansion.  Vernella  D'Arbeau  is  giving  her 
time,  full  time,  contributing  to  society. 
New  lifetimes  are  lived  with  Modern  Ma- 
turity, the  magazine  of  the  mature  market. 
Modern  Maturity's  circulation  right  now 
is  an  incredible  15.8  million  and  leaps  all 


the  way  to  16.7  in  August.  For  ma- 
ture  America,  this  is  the  life  of 
their  time,  the  time  of  their  life, 
and  they  live  it  with  Modern  Ma- 
turity. For  information  on  adver- 
tising to  mature  America,  call 
Peter  Hanson  at  (212)  599-IXSO. 


Modern  Maturity 

The  beginning  of  a  new  lifetime. 


only  from  the  lavish  mansions  ol 
down-at-the-pump  oilionaircs  and 
cash  squeezed  real  estate  developers. 
Office  liquidations  provide  dealers 
with  a  large  part  of  their  merchandise. 
For  example,  Hart  Galleries,  Hous- 
ton's largest,  recently  acquired  a  Lou- 
is XV  ormolu-mounted  kingwood 
commode  circa  1750  from  a  local 
mortgage  banking  firm  that  went 
broke.  The  piece  brought  $4,750  at 
auction.  A  very  similar  commode  was 
auctioned  off  at  Christie's  in  February 
for  over  twice  that  amount.  "When  it 
was  boomtown  here,  you  had  a  lot  of 
people  in  the  oil  business  who  wanted 
to  go  out  and  furnish  their  offices  in 
antiques  so  they  looked  instanta- 
neously like  an  old,  established  firm," 
says  Wynonne  Hart,  co-owner  of  Hart 
Galleries.  "I  have  taken  back  tons — 
tons! — of  offices." 

Banks,  too,  are  dumping  antiques, 
art  and  jewelry  into  the  marketplace. 
They  find  themselves  with  all  sorts  of 
personal  possessions — collateral  from 
soured  loans.  River  Oaks  Bank  & 
Trust,  for  example,  recently  tried  to 
auction  off  a  Picasso  pencil  drawing  at 
Hart,  but,  alas,  no  takers  met  its 
$10,000  reserve  price.  Similar  Picasso 
pencil  drawings  fetch  double  that,  or 
more,  in  New  York. 

Even  bankruptcy  lawyers — not  par- 
ticularly known  as  patrons  of  the 
arts — are  starting  to  become  suppli- 
ers. "A  lot  of  personal  possessions  are 
being  used  to  pay  bankruptcy  attor- 
neys," says  Foxworth. 

There  have  been  sad,  even  grue- 
some, notes  to  some  recent  estate  liq- 
uidations. The  January  auction  of  the 
home  and  possessions  of  oilman  and 
former  Dallas  Cowboys  owner  Clint 
Murchison  Jr.  brought  hundreds  of  cu- 
rious Texans  to  his  23-acre  estate. 
Murchison,  who  went  into  Chapter 
1 1  reorganization  in  1985  and  dropped 
off  The  Forbes  Four  Hundred  list  of 
richest  Americans,  offered  up  to  scav- 
engers such  treasures  as  a  Louis  Phi- 
lippe bronze-mounted  kingwood  and 
rosewood  banquet  table  (which  went 
for  a  mere  $3,800)  and  a  small  grand 
piano  by  Chickering  &  Sons  of  Boston 
($6,500).  Also  up  for  auction  was 
Anne  Murchison 's  personal  car,  a 
1973  gold  Mercedes-Benz  450-SL  with 
76,000  miles  on  it  ($14,250).  The  Mur- 
chison auction  raised  only  $300,000. 

The  April  1986  liquidation  of  the 
Bent  Tree  residence  of  Priscilla  Davis 
also  produced  only  modest  results. 
Davis,  the  ex-wife  of  oilman  T.  Cul- 
len  Davis,  has  been  a  Dallas  gossip 
item  since  .1977,  when  her  lover  and 
stepdaughter  were  murdered  and  she 
was  shot  in  her  home  by  an  intruder. 

T  C alien,  another  1985  dropout  of 


Uurk-s  Hatcher 


Chippendale-style  chair,  circa  1850 
Going  begging  in  Dallas. 


The  Forbes  Four  Hundred  list,  was 
tried  for  the  crime  (Cullen  was  acquit- 
ted). But  the  sensationalism  did  little 
for  prices.  A  19th-century  French 
writing  bureau  with  Vernis  Martin 
decoration  and  gilt  bronze  mounts 


By  Dyan  Machan 

How  do  you  help  your  kids 
choose  careers?  Forbes  wanted 
to  know  how  top  executives — 
living  models  of  success,  with  plenty 
of  strings  to  pull — handle  that  one 
with  their  own  kids.  We  managed  to 
pin  down  a  half-dozen,  with  children 
in  their  teens  to  20s.  Consensus:  Edu- 
cate them  as  much  as  you  can,  bang 
home  a  few  good  principles  and  then 


dated  1870  went  for  only  $2,500. 
unique  "Lotus"-style  four-postc 
king-size  bed  of  acrylic  designed  b 
Merritt  Emmanuel  went  for  a  mej 
$7,000.  "The  bed  could  have  brougl 
more,"  says  Dallas  auctioneer  an 
gallery  director  David  Moon.  "Peopi 
here  aren't  familiar  with  contempt 
rary  designers." 

Whether  it's  reluctance  to  own  tr 
prized  possessions  of  friends  an 
neighbors,  or  their  own  cash  shor 
ages,  Texans  themselves  are  passir 
up  most  of  the  big-ticket  items,  whic 
have  been  leaving  the  state  quicki 
than  a  New  York  minute  for  galleri( 
where  customers — such  as  Europear 
rich  with  cheap  dollars — are  in  a  bu; 
ing  mood.  Fully  one-third  of  wh; 
Foxworth  sends  on  to  New  York  au 
tions  comes  from  local  antiques  dea 
ers  who  lack  buyers. 

But  there  are  still  plenty  of  oth< 
items  under  six  figures  that  are  goir 
begging  in  the  Lone  Star  State.  Ha 
Galleries'  next  auction  takes  plac 
Mar.  13,  14  and  15.  Clements  Fine  A 
Auctioneers  in  Dallas  holds  one  m, 
jor  sale  the  second  Saturday  of  evei 
month.  Garrett  Galleries  in  Dall; 
holds  auctions  monthly. 


leave  the  rest  to  providence. 

Take  Donald  Marron,  for  exampl 
Wall  Street  certainly  has  been  good 
this  52-year-old  chairman  and  chi 
executive  of  Paine  Webber  Group,  In 
So  he  made  sure  his  youngsters,  Jenr 
fer,  now  23,  and  Donald  Jr.,  21,  got 
good  taste  of  the  financial  commur 
ty — via  summer  jobs  while  in  collej 
But  even  though  their  father's  nan 
would  have  opened  many  doors,  m 
ther  was  interested. 


Careers 


What  do  you  tell  your  kids  about  whio 
careers  to  choose?  We  asked  some  chie 
executives  how  they  guide  their  offspring. 

Educate, 
preach  I 
and  pray 
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m  ONE 

DETERMINED 
RENTAL  AGEN 


'When  you  rent  a  car  from  Avis,  you  rent  a  car  from  me. 
That's  why  I'm  determined  to  have  a  spotless  car 
ready  and  waiting  for  you  when  you've  reserved  it. 
'You  see  at  Avis,  we  take  pride  in  what  we  do. 
"And  what  we  want  to  do  most  is  keep  you  satisfied." 

Margaret  McNeill 
Rental  Sales  Agent 


TRYING  HARDER  THAN  THE  REST. 


Instead,  Jennifer,  a  Princeton  gradu- 
ate, is  interested  in  law,  and  Donald, 
still  at  Harvard  University,  will  prob- 
ably go  into  a  science-related  field. 
Marron  is  delighted.  "With  a  law  de- 
gree you  can  wind  up  doing  just  about 
anything,"  he  says  of  his  daughter. 
And  of  his  son's  choice  of  science:  "I 
think  society  will  be  leveraged  by 
technology  in  the  21st  century." 

But  what  about  Wall  Street?  Now 
Marron  has  second  thoughts.  "Gener- 
ally, when  a  flood  of  graduates  goes 
into  a  certain  field,  it  may  not  be  the 
time  to  go,"  he  says. 

Two  additional  pearls  Marron  tried 
to  impart  to  his  kids:  the  importance 
of  foreign  languages  and  the  practical- 
ity of  settling  in  a  city  that  is  growing. 
His  daughter  is  now  fluent  in  French, 


should  eschew  the  industries  that 
look  best  and  shop  among  small,  fast- 
growing  companies  for  opportunity — 
"while  risk  and  overhead  are  low." 

William  Esrey,  47,  chairman,  presi- 
dent and  chief  executive  Qf  United 
Telecom,  has  two  sons,  William,  20, 
and  John,  17,  students  at  Denison  and 
Duke  universities.  He  has  told  them 
that  he  doesn't  care  what  they  do,  just 
as  long  as  they  become  the  very  best 
at  it.  Though  neither  has  yet  declared 
a  college  major,  they  haven't  shown 
much  interest  in  becoming  number 
one  in  economics,  in  which  both  their 
parents  hold  master's  degrees.  For 
John,  at  the  moment  it  looks  like 
computer  science,  and  for  William, 
public  relations  or  advertising.  Dad 
helped  William  get  his  feet  wet  in 


Consumers  Power  Co.  's  William  McCormick  with  sons  Chris,  14,  and  Patrick,  11 
"I  don't  think  it's  healthy  to  compete  with  your  father." 


Spanish  and  Portugese;  his  son  is  hap- 
py with  English,  but  has  settled  in 
booming  Boston. 

Finn  Caspersen,  45,  chairman  and 
chief  executive  of  Beneficial  Corp., 
has  four  youngsters  still  years  away 
from  any  career  decisions.  But  if  they 
favor  the  business  world,  he  would 
like  them  to  earn  law  degrees  first. 
Caspersen  majored  in  economics  at 
Brown  University  and  has  a  Harvard 
law  degree  himself.  He  is  "not  bowled 
over"  by  today's  new  M.B.A.s:  They 
lack  a  realistic  view  of  business  and 
"think  they  can  become  chief  execu- 
tives in  2Vi  years."  He  thinks  a  bache- 
lor's degree  in  business  is  even  worse. 
Studying  business  at  that  level  is  akin 
to  vocational  training,  he  says;  a  good 
liberal  arts  degree  is  preferable.  Stu- 
dents should  "stretch"  to  get  into  the 
best  schools  they  can,  he  adds.  And 
when  schooling  is  finished,  they 


those  fields  recently;  the  son  just  fin- 
ished an  internship  with  U.S.  Sprint,  a 
United  Telecom  holding,  having 
spent  some  time  alongside  his  dad. 

Anthony  O'Reilly,  50,  chairman  of 
H.J.  Heinz,  is  a  strong  believer  in 
tough,  disciplined  education.  All  six 
of  his  kids — the  last  three  were  trip- 
lets— were  pulled  from  their  "won- 
derfully warm  school  systems"  in  the 
U.S.  and  matriculated  into  more  rig- 
orous institutions  abroad.  His  boys, 
Cameron,  23,  Tony,  20,  and  Gavin, 
20,  did  time  at  a  Jesuit  "penitentiary," 
as  he  genially  styled  it:  Clongows 
Wood  College,  in  Naas,  in  O'Reilly's 
native  Ireland.  The  girls  went  to  Cob- 
ham  Hall,  in  Kent,  England.  O'Reilly 
practices  what  he  preaches;  he  earned 
a  Ph.D.  in  marketing  from  Bradford 
University  in  England  in  1979 — while 
he  was  president  of  Heinz.  He  feels 
that  without  quality  education  his 


kids  "would  be  flying  at  low  altitu 
the  rest  of  their  lives." 

He  tells  them  not  to  bother  ther 
selves  about  what  they'll  be  wh 
they  grow  up:  "Random  chance  w) 
play  a  bigger  role  in  their  lives"  tha 
any  detailed  plans.  "Make  yours« 
user-friendly,  and  do  your  job  to  tl 
nth  degree,"  he  says.  After  each  grad 
ated  from  prep  school,  O'Reilly 
couraged  them  to  take  a  year  off. 
the  next  year  they  had  an  extra  sen 
of  urgency  to  get  started,"  he  says. 

William  McCormick,  42,  chairmai 
president  and  chief  executive  of  Co 
sumers  Power  Co.,  has  high  expect 
tions  for  his  sons,  Christopher,  1) 
and  Patrick,  11,  but  he  would  just 
soon  they  not  follow  in  his  footstep 
"I  don't  think  it's  healthy  to  be  in 
position  to  compete  with  your  { 
ther,"  says  the  utility  chairman,  wl 
is  also  a  nuclear  engineer. 

Christopher  already  has  a  strong  i 
terest  in  the  stock  market  and 
nance.  McCormick  thinks  Chi 
might  get  an  engineering  degr 
topped  off  with  an  M.B.A.  "A  degr 
in  engineering  offers  analytic  trainn 
and  a  good  background  in  mathemc 
ics  and  computers,"  says  McCormic 
As  for  Patrick,  who  is  more  free  spir: 
ed,  McCormick  envisions  law 
medicine.  "I  think  it's  most  impc 
tant  to  encourage  children  to  find  o 
where  their  strengths  are  and  wh 
they  enjoy  the  most." 

Bausch  &  Lomb  Chairman  ai 
Chief  Executive  Daniel  Gill,  50,  h 
four  Ds:  daughters  Deborah,  25,  De 
ise,  24,  and  Diane,  19,  and  a  son,  Da 
iel  Jr.,  22.  For  years  while  they  we 
growing  up,  Sunday  afternoon  dinne 
were  command  performances  whe 
the  old  man  would  sometimes  ho 
forth  on  what  he  expected  of  ther 
"We  don't  care  what  you  do,"  1 
would  stress,  "just  work  your  buns  c 
to  make  a  difference." 

The  kids  endured  the  gospel 
though  they  would  occasionally  te 
him  to  get  off  his  soapbox)  and  we 
early  to  express  independence.  Ead 
chose  a  different  university  to  atten 
but  most  are  gravitating  to  the  wor 
of  finance.  Deborah  is  at  Citiban 
Denise  at  Chase  Manhattan,  and  Da 
iel  is  an  analyst  at  Kidder,  Peaboo 
v/hile  he  awaits  admission  to  bus 
ness  school.  Diane  is  studying  ps 
chology  at  Boston  College. 

Do  the  scions  of  executive  pops  fc 
low  the  examples  of  their  parent 
Often  enough.  A  recent  survey  poin 
out  that  children  raised  by  executi' 
parents  (20%  of  313  surveyed)  choo 
business  more  often  than  any  oth 
career  field.  Often,  the  apple  doesr 
fall  far  from  the  tree.  ■ 
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HYATT 

INTRODUCES 

■STOP 

SERVICE  AT 


N 


owyou  can  upgrade  to  first  class  without  ever 
leaving  the  ground.  Introducing  the  new  Hyatt  Regency  DFW 
Enjoy  36  holes  of 


spectacular  golf  at  the  Hyatt 
Bear  Creek  Golf  &  Racquet 
Club.  Covered  tennis.  Swim- 
ming. Even  a  state-of-the-art 
Air  Vita  fitness  center.  All  sur- 
rounded by  the  kind  of 
special,  non-stop  service 
you  expect  of  Hyatt. 
The  new  Hyatt  Regency 
DFW  Now  boarding  inside 
Dallas/Ft.  Worth  International 
Airport.  For  reservations,  call 
214  453  8400  or  800  228  9000. 


HYATT©HOTELS  AND  RESORTS ' 


Thinking  of  you!" 


H  YA 


INSIDE    DALLAS/ FORT    WORTH  AIRPORT 


.,'  — .   

Faces 

Behind  the  Figures 


Lester  Korn  of  KomlFerry  Internationti 
Now,  more  action  from  the  Dutch. 


Edited  by  Harold  Seneker 


Watch  out,  here  come  more  cheap  imports 


Frank  R.  Miller  heads  up  the  Brit- 
ish Broadcasting  Corp.'s  latest  at- 
tempt to  advance  its  program  sales 
beyond  public  broadcasting  stations 
into  the  U.S.  commercial  TV  market, 
where  the  big  money  is. 

Back  home  the  "Beeb"  is  victim  to 
both  competition  and  political  unpop- 
ularity. Facing  new  and  increased 
competition  from  independent  British 
broadcasters  and  cable  operators,  the 
highbrow  fare  for  which  the  BBC  is 
famous  stands  little  chance  compet- 
ing with  Mr.  T's  mohawk  and  mus- 
cles. The  Beeb  fights  back  with  mid- 
dlebrow fare  like  game  shows  and 
sometimes  violent  action  shows  of  its 
own.  It  even  imports  Dallas  and  Dy- 
nasty, but  it's  still  an  uphill  battle. 

The  government-owned  BBC  sells 
no  commercials;  it  runs  on  so-called 
antenna  fees  levied  on  every  TV  set. 
Spy  trucks  trundle  around  Britain 
with  electronic  gear,  spot-checking 
the  citizenry  for  untaxed  viewing.  It's 
a  rare  member  of  Parliament  who 
wants  to  raise  antenna  fees.  So  there 
is  handwriting  on  the  British  wall — 
rising  costs,  stagnant  revenues — and  a 
big  potential  U.S.  market. 
Enter  Frank  Miller,  American,  52. 


"We  never  tell  a  buyer,  'Here's  a  beau- 
tifully crafted  show,' "  smiles  the 
president  of  Lionheart  Television  In- 
ternational, recently  acquired  by  the 
BBC.  "We  say,  'Here's  a  program  you 
can  make  money  with.'  "  For  the  BBC 
has  one  advantage:  Its  program  costs 
are  already  paid  for,  by  those  British 
antenna  fees.  So  Miller  notes  that  in  a 
market  where  Magnum  P.I.  sells  for 
$100,000  an  episode,  his  Great  Detec- 
tives goes  for  $20,000.  "You  might  not 
be  able  to  charge  as  much  for  each 
commercial,"  concedes  Miller,  be- 
cause of  generally  modest  ratings, 
"but  in  the  end  you'll  make  more 
because  it  costs  you  one-fifth  as 
much.  And  it  will  deliver  a  lot  better 
than  one-fifth  of  the  audience." 
Sounds  like  the  way  certain  Japanese 
imports  got  started. — Alex  Ben  Block 


Old  order  changes 

Lester  Korn  started  following  the 
U.S.  flag  overseas  in  the  1970s, 
servicing  American  executives 
abroad.  But  fortunately  for  Korn,  co- 
founder  of  headhunter  Korn/Ferry  In- 
ternational  (expected   volume  this 

Frednch  Cantor 


HI  I  ■■■■■ 

Wank  R.  Miller,  president  of  Lionbeart  Television  International 

If  it  worked  for  the  Japanese,  U  ought  to  work  for  the  BBC. 


Mark  Sicphc 


year,  $70  million),  he  has  develope« 
new  clientele,  courtesy  of  the  expar 
ing  global  economy.  About  a  third 
his  business  is  overseas,  up  from 
quarter  only  four  years  ago. 

"Other  countries,"  he  explaii 
"are  overtaking  the  U.S.  in  marketi 
skills,"  the  main  exported  skill  in  t 
past.  And,  outside  of  financial  S' 
vices  and  the  occasional  special 
technology,  opportunities  overst 
are  declining  for  the  U.S.  executh 
Korn  formerly  catered  to. 

The  new  clientele  for  his  21  ov 
seas  offices:  "the  200  or  300  corpo 
tions  around  the  world  that  are  mc 
ing  aggressively  across  national  b< 
ders."  They  need  local  people  in  n« 
localities,  something  his  once  p 
dominantly  American  customers  II 
gan  to  discover  a  decade  ago.  So  nov 
days  he  brags  about  foreign  clier 
more  than  American  ones.  Germa 
and  Switzerland  are  hot,  and  he  t 
pects  more  action  soon  from  t 
French  and  even  the  Dutch.  New 
fices  in  Amsterdam  and  elsewhc 
should  bring  still  more  busine 
around  the  world  as  clients  expa 
internationally.  Now,  instead  of  U 
clients  hiring  abroad,  Korn  finds  ov 
seas  clients  are  giving  him  busine 
here.  Thus  the  world  changes:  Li 
American  companies  a  decade  aj 
they  need  good  local  talent  as  th 
expand  abroad — in  the  U.S.  "Nissan 
a  big  client,"  he  beams. — H.S. 
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Y)ur  friend  in  faraway  places. 

The  most  nonstops  to  the  most  top 
Pacific  business  centers.  A  very  good  reason 
so  many  business  travellers  choose  the 
friendly  skies  to  take  them  across  the 
Pacific.  And  why  you  should,  too. 

You'll  find  our  Royal  Pacific  Service  a 
real  comfort  along  the  way.  Not  to  mention 
a  powerful  way  to  increase  your  Mileage 
Plus  account. 

So  the  next  time  you're  headed  for 
Tokyo,  Osaka,  or  any  of  eleven  other  Pacific 
destinations,  go  with  a  friend. 


Faces 

Behind  the  Figures 


Carlos  Andres  Perez,  former  and  probable  future  president  of  Venezuela 
In  tough  times,  who  can  afford  prejudice  against  multinationals? 


Hundred-year  wonder 

Alain  Le  Grand,  the  39-year-old 
chairman  of  Benedictine  S.A., 
had  a  problem  with  its  venerable  477- 
year-old  French  after-dinner  liqueur. 

The  company,  based  in  Fecamp,  has 
been  in  the  Le  Grand  family  for  more 
than  100  years,  and  Alain  is  the  fifth 
generation  to  run  it.  But  by  the  late 
1970s  shifting  loyalties  and  an  out- 
moded image  were  draining  away 
sales  in  France  and,  even  more  impor- 
tant, in  the  U.S.,  Benedictine's  largest 
market.  "I  started  out  on  a  different 
career  path,"  sighs  Le  Grand,  "but 
when  you  have  a  destiny  it  follows 
you  wherever  you  go."  He  took  over 
in  1981. 

"We  looked  at  what  we  weren't  too 
clumsy  at,  and  chose  to  expand  into 
goodwill-intensive  businesses"  in  the 
luxury-goods  category,  Le  Grand  says. 
In  rapid  succession  he  bought  other 
small  companies:  a  perfume  firm,  a 
Swiss  watch  manufacturer  and  a 
Christian  Dior  licensee.  Le  Grand's 
acquisitions  were  financed  internally, 
using  cash  his  family  had  been  care- 
fully stockpiling  for  decades:  "Our  at- 
titude has  always  been  to  be  as  inde- 
pendent as  possible  from  banks." 
New  management  and  a  successful 
new  ad  campaign  also  breathed  life 
into  the  old  liqueur.  After  falling 
steadily  for  years,  sales  of  Benedictine 
and  its  brandy  concoction  B&B  are 
back  up  to  alltime  highs. 
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Alain  Le  Grand  of  Benedictine  S.A 
nicfor  liqueur  and  stock  alike. 


Le  Grand  has  also  been  a  tonic  for 
Benedictine  stock,  listed  on  the  Paris 
Bourse  since  the  1880s.  The  compa- 
ny's shares  have  risen  nearly  700% 
since  Lc  Grand  took  control. 

Having  set  things  right,  Le  Grand  is 
turning  cautious:  "When  you  are  as 
small  as  we  are,  you  have  to  grow 
slowly,  without  disturbing  bigger 
companies."  At  $100  million  in  reve- 
nues, his  company  is  successful 
enough  to  be  at  risk  of  attracting  their 
notice. — Peter  Fuhrman 


Trust  me 

Nearly  two  years  before  the  next 
Venezuelan  elections,  Carlos 
Andres  Perez  is  already  the  odds-on 
favorite.  Why  Perez,  who  as  president 
in  1974-78  set  in  motion  policies  that 
have  come  home  to  bedevil  Venezue- 
la today? 

In  part,  he  may  be  able  to  unite 
Accion  Democratica,  the  nation's  tra- 
ditional majority  party,  whose  inter- 
nal splits  have  in  the  past  kept  it  out 
of  office.  But  just  as  important,  the 
electorate  remembers  his  previous  ad- 
ministration as  the  good  old  days, 
when  money  and  government  jobs 
flowed  as  freely  as  oil. 

Back  then,  Perez  was  known  to 
blame  multinational  corporations — 


read  Yankees — for  Venezuela's  prof 
lems.  He  nationalized  the  crucial  o: 
industry  and  plowed  billions  int 
massive  industrial  projects — whic 
also  kicked  off  Venezuela's  interns 
tional  borrowing  binge,  tripling  foi 
eign  debt. 

The  result?  Gross  misdevelopmen 
and  a  third  of  the  work  force  on  th 
government  payroll.  Now  the  boliva: 
once  worth  over  20  cents,  is  less  tha. 
a  devalued  U.S.  nickel.  Unemplo} 
ment  runs  15%. 

But  that's  someone  else's  adminis 
tration.  "The  projects  are  finished, 
says  Perez,  through  an  interpreter,  i 
his  Sutton  Place  apartment  in  Ne\ 
York.  He  argues  that  his  projects- 
steel,  aluminum,  hydropower — an 
helping  buoy  the  Venezuelan  econc 
my  as  the  petrodollar  sinks. 

So  has  Perez  learned  anything?  Pel 
haps.  Forbes  found  him  much  mor 
sanguine  about  foreign  corporation; 
"We  have  no  prejudice  against  mul 
tinationals,"  says  Perez  now.  "We' 
like  to  interest  foreign  companies  i: 
petrochemicals." 

It  could  be  a  baited  trap,  althoug 
Perez  insists  otherwise.  He  points  ou 
that  Reynolds  Metals'  aluminum  ir. 
terests  are  still  intact.  Concludes  Pe 
rez:  "We  needed  outsiders  more  tha 
we  thought." — Lisa  Gubernick 
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ut  also  Chemicals,  plastics.. 


THIS  IS  THE  NETHERLANDS:  Not  only  the 
second  largest  exporter  of  agricultural  products  in 
the  world,  but  also  a  major  manufacturer  and 
exporter  of  industrial  and  consumer  items.  Many 
U.S.  corporations  manufacture  in  the  Netherlands 
for  their  international  markets,  including: 

•  INTERNATIONAL  FLAVORS  AND 
FRAGRANCES— exports  flavors,  fragrances  and 
aroma  chemicals  worldwide  from  its  three  Dutch 
plants,  representing  its  largest  overseas  investment. 

•  WITCO— manufactures  white  oils  and  other 
specialty  chemicals  for  Europe,  Africa  and  Asia  in 
Koog  a/d  Zaan,  its  largest  overseas  investment. 

•  GENERAL  ELECTRIC 'S  PLASTICS 
GROUP— supplies  Europe,  Asia  and  Africa  with 
engineering  thermoplastics  from  Bergen  op 
Zoom,  GE's  largest  overseas  investment. 


West  Germany  21.2 
France  20.9 
United  Kingdom  20.8 
Belgium  20.0 

1985  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


The  average  rate  of  return  on  U.S.  direct  invest- 
ment in  the  Netherlands  has  been  much  higher 
than  the  European  norm  throughout  the  1980s. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 

If  not,  please  contact: 

Mr.  Pierre  Dobbelmann 

Executive  Director 

United  States  &  Canada 

Netherlands  Foreign  Investment  Agency 

One  Rockefeller  Plaza 

New  York,  NY  10020 

(212)  246-1434 


The  Netherlands 


Right 
rAi\  the 
Center 


For  Investment 


This  announcement  is  published  by  Gavin  Anderson  &  Company,  which  is  registered  as  an  agent  of  the  Government  of  the 
Netherlands  This  material  is  fifed  with  the  Department  of  Justice,  where  the  required  registration  statement  is  available  'or  public 
inspection  Registration  does  not  indicate  approval  ot  Ihe  contents  by  the  United  States  Government 


Computers  &  Communication 


Compters  and  Communications 


king  America  from  coast  to  coast. 


At  NEC  we  began  to  develop  our 
own  integrated  C&C— computers 
and  communications— technology 
long  before  anyone  else. 

It's  a  technology  that's  helping 
to  change  the  way  America  does 
business  by  drawing  us  all  closer 
together. 

With  integrated  voice,  data,  and 
image  transmission  equipment. 
More  powerful  business  and  per- 
sonal computers.  And  a  wide  range 
of  other  products  from  fiber  optics 
and  cellular  telephones  to  home 
electronic  products. 

Today  NEC  is  a  world  leader  in 
semiconductors,  computers,  and 
communications  systems.  The 
expertise  behind  over  15,000  NEC 
products  is  at  work  in  our  inte- 
grated C&C  technology. 

We  now  supply  a  full  range  of 
systems  working  together  in  net- 
work to  help  people  handle  infor- 
mation of  any  kind  more  efficiently 
whenever  they  need  it. 

Across  America  and  all  around 
the  world. 

NEC  offers  a  total  system  solution 
to  all  of  today's— and  tomorrow's 
—information  needs.  One  that  can 
help  you  keep  all  your  offices  in 
touch  with  each  other  and  working 
effectively  together. 

So  when  you  look  for  solutions 
in  computers  and  communications, 
think  of  the  company  that's  linking 
America  from  coast  to  coast. 

Think  of  NEC. 


SEC 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


hat  price  the  market?  The  market's  P/E,  most  would 
ree,  is  a  good  gauge  of  how  expensive  stocks  are.  But 
ere  is  little  agreement  on  how  to  make  the  calculation, 
ethod  I:  Sum  the  earnings  of  the  30  Dow  stocks  and 
vide  this  into  the  sum  of  their  prices.  This  tells  you  the 
dw's  P/E  (on  trailing  12  months'  earnings)  is  19.4.  Meth- 
t  II:  Since  it  is  meaningless  to  speak  of  the  P/E  of  a 
mpany  that  is  losing  money,  eliminate  Allied-Signal, 
thlehem  Steel,  Navistar  and  USX  from  the  calculation. 


Hence,  the  P/E  is  really  17.0.  Method  III:  Compute  a  P/E 
separately  for  each  company  with  positive  earnings,  then 
average  these  26  P/Es.  Result:  55.3. 

It  gets  more  complicated.  Wilshire  Associates  uses  a 
modification  of  all  three  methods,  with  some  but  not  all 
losers  excluded  and  with  companies  weighted  in  the  aver- 
age according  to  their  sizes.  Wilshire  says  the  P/E  is  15.8. 
Is  the  market  overpriced?  We  don't  know,  but  we  do  note 
that  by  almost  any  measure  P/Es  are  historically  high. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Wilshire 

Forbes 

Dow  Jones 

NYSE 

Amex  Market 

NASDAQ 

'ercent  change 

5000 

5002 

industrials 

Composite 

Value  Index 

Composite 

n  last  4  weeks 

3.9 

3.4 

4.6 

3.6 

7.5 

4.2 

n  last  52  weeks 

24.1 

20.8 

31.6 

25.7 

28.6 

17.6 

Stock  performance  based  on  six  key  investor  yardsticks 


'ercent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share 

price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

n  last  4  weeks 

3.8 

4.8 

7.6 

3.0 

5.2 

4.5 

0.9 

8.1 

7.9 

3.3 

3.2 

4.9 

n  last  52  weeks 

27.3 

42.1 

59.2 

28.4 

21.5 

26.0 

20.4 

43.3 

55.9 

29.0 

29.2 

26.7 

ilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  2Based  on  sales.  3  A 
ick's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  of  a  stock's 
iwth  image,  determined  by  Wilshire  Associates. 


Ke:  All  data  for  periods  ending  2/12/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Technology  gets  some  respect.  Technology  issues,  which 
have  greatly  lagged  the  overall  market  during  the  last  52 
weeks,  were  the  top  performers  over  the  most  recent  two- 
week  period.  The  star  was  Seagate  Technology,  which 
rose  30.4%  during  the  last  ten  trading  days.  Seagate, 
which  manufactures  hard  disks  for  microcomputers,  re- 
ported a  significant  jump  in  December-quarter  earnings 


(76  cents  per  share,  vs.  10  cents  in  1985).  The  second-b 
technology  stock  was  Intel,  up  26%. 

Over,  the  last  four  weeks,  six  of  the  nine  Wilsh 
sectors  outperformed  the  overall  market.  In  addition 
technology,  the  hottest  sectors  were  consumer  durab 
and  consumer  nondurables.  The  three  laggards:  utiliti 
finance  and  energy. 


Percent  change  in  last  52  weeks  "O-  -O-  Percent  change  in  last  two  weeks 


Energy 

+  50 

0 

25  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1 

'86 

1 

'87 

Technology 

+  50 

0 

-25 

1  1  1  1  1  1  1  1  1 

1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1 

'86  '87 

Consumer  durables 

+  50 

o  — \s — 

^+2.7^. 

~25  1  1 1 1 1 1 1 1 
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'86 
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Finance 


+  50 
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Transportation 
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Consumer  nondurables  and  servic 
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Raw  materials 


+  50 
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Utilities 


-25 
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What  The  Analysts  Think 


Hoped-for  earnings.  Corporate  earnings  are  about  to  rise     these  companies  are  expected  to  earn  in  1988.  Measui 
sharply,  say  Wall  Street's  security  analysts.  The  Forbes     against  the  bird  in  hand — earnings  over  the  past 
Sales  500  companies  are  selling  at  only  1 1.5  times  what     months — the  Sales  500  multiple  is  a  much  scarier  18.6 


Forecasting  the  Forbes  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.57 

18.6 

1987  estimates 

3.65 

13.1 

1988  estimates 

4.76 

11.5 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estim 
in  2  weeks     in  4  weel 

l 

Raw  materials 

$2.35 

15.5 

0.34% 

-0.21% 

2 

Consumer  nondurables 

2.42 

16.1 

0.32 

0.02 

3 

Energy 

2.36 

16.3 

0.09 

-o.os 

4 

Transportation 

2.52 

13.3 

-0.03 

-0.85 

5 

Utilities 

2.99 

10.4 

-0.21 

-0.48 

6 

Capital  goods 

2.54 

16.6 

-0.26 

-1.72 

7 

Finance 

3.70 

9.3 

-0.48 

-0.48 

8 

Consumer  durables 

3.53 

13.2 

-0.53 

-0.53 

9 

Technology 

2.79 

15.3 

-1.25 

-2.59 

Earnings  projections  arc  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts  Da'.a  are  compiled  and  updated  continuously  by  the  Institutional  Bro 

Estimate  System  |IBES),  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm. 

■  Me:  Tor  periods  ending  2/12/87.  Prepared  by  Wilshirc  ^^o^t^^^^^A^S^Sm!^ES^^et^^^!yaS^^^S^^3^^e!^mK^^^^^^ 
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WHAT  IF 
YOUR  NAME  IS  SEAVER 
AND  YOU CANT 
THROW  A  STRIKE? 


If  you're  a  famous  pitcher  bound 
:he  Hall  of  Fame,  there  are 
nd  to  be  many  investment  firms 
)'d  gladly  manage  your  money. 
But  Tom's  brother,  Charles, 
id  a  firm  where  you  don't  have  to 
1 300  game  winner  to  be  treated 
a  major  leaguer. 
Dean  Witter. 

Just  like  every  Dean  Witter 


client,  Charles  has  his  own  Account 
Executive  who  can  help  with  all  of  his 
financial  needs.  In  fact,  right  now, 
we're  helping  him  plan  for  retirement 
and  his  children's  education. 

Through  his  Account  Executive, 
Charles  has  the  benefit  of  Dean 
Witter 's  resources,  expert  advice, 
and  full  range  of  investment 
opportunities. 


\RLES  SEAVER,  BUILDER 


You  can  be  sure  when  you're  a 
client  with  Dean  Witter,  you'll  be 
treated  the  same  special  way. 

So  call  one  of  our  offices  today. 
Or  stop  by  and  talk  with  an  Account 
Executive. 

We'll  prove  that  you  don't  have  to 
be  an  All-Star  to  be  treated  like  one. 

After  all,  you're  somebody  at 
Dean  Witter. 


Yo\ire  somebody  at  DeanWitter. 


A  member  of  the 
Sears  Financial  Network 


ill 


DEANWITTER 


«j  1987  DEAN  WITTER  REYNOLDS  INC  MEMBER  SIPC 


-  .,  - 


The  Funds 


Here  are  a  few  things  you  ought  to  know 
before  listening  to  a  stock  salesman's  sug- 
gestions on  what  mutual  funds  to  buy. 


Dispassionate 
advice 


By  John  Heins 


■  — WJ 


ftanck  McDonnell 


FOR  PERSUADING  CUSTOMERS 
buy  shares  in  any  of  Oppenhi 
mer  Management's  three  nt 
mutual  funds  last  year,  brokt 
earned  points  toward  gifts  rangi 
from  a  Jaguar  XJ-S  to  a  Blackglar 
mink  coat.  Selling  shares  in  a  Mir- 
muni  bond  trust  sponsored  by  Mos 
ley  Securities  brought  salesmen  o 
step  closer  to  a  vacation  in  the  Bar 
mas.  Big  sales  of  Putnam's  GNM 
Plus  fund  won  brokers  and  financi 
planners  gold  Tiffany  watches. 

Such  is  the  world  of  mutual  fui 
marketing  that  the  average  invest 
doesn't  see.  As  the  old  saying  go< 
mutual  funds  are  sold,  not  bought 
and  the  saying  has  never  been  trui 
More  than  75%  of  all  bond  and  equi 
fund  sales  last  year  were  made  by  bi 
kers  or  financial  planners,  up  fro 
65%  in  1984.  Nearly  all  such  sal 
involved  front-end,  back-end  or  12b 
sales  charges;  brokers,  after  all,  ha 
to  earn  a  living.  Their  gross  revenu 
from  commissions  on  funds  topped 
billion  last  year,  according  to  the  £ 
curities  Industry  Association.  Men 
Lynch  alone  took  in  more  than  $6i 
million  in  fund  commissions. 

Clearly,  the  stakes  are  becomi: 
enormous  in  what  was  once  a  sideli: 
business  for  brokers.  By  the  end 
this  year  fund  assets  will  probah 
approach  $1  trillion.  That  pot  w 
generate  some  $4  billion  to  $5  billii 
in  management  fees — billion,  n 
million — plus  a  few  billion  more 
expenses.  The  new  year's  rally  w 
raise  advisers'  fees  handsomely  wit 
out  increasing  the  work  they  have 
do  to  earn  them. 

Question:  Given  the  incentive  bi 
kers  have  to  push  some  funds  and  n 
others,  do  investors  necessarily  g 
the  best  advice?  Says  John  Markes 
research  director  at  the  Chicago-bas 
American  Association  of  Individu 
Investors:  "There  are  potential  co 
flicts  of  interest  here."  Marke 
points  out  that  research  shows  i 
long-term  difference  in  the  perfc 
mance  of  load  and  no-load  funds,  b 
when  the  load  is  factored  in,  no-lo 
funds  clearly  do  better.  But  it  is  n 
no-load  funds  that  brokers  push. 

The  incentives  to  push  load  fun 
are  handsome.  On  a  $10,000  order  f 
fund  shares  with  an  8.5%  load,  tl 
fund  manager  keeps  only  $  1 50  or  so 
the  $850  load.  The  other  $700  goes 
the  broker's  employer.  The  brokera 
then  passes  a  third  to  a  half  of  its  sha 
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INTERESTED  IN  A  GROWTH  FUND  THAT'S  RACED 

AHEAD  636%  IN  10  YEARS? 

Come  to  The  New  England  and  the 
New  England  Growth  Fund. 

As  with  any  investment,  a  growth  fund  ulti- 
mately is  judged  by  how  well  it  performs.  That 
said,  we  invite  you  to  examine  the  New  England 
Growth  Fund. 

If  you  had  invested  in  the  Fund  in  1976, 
your  investment  today  would  have  grown  636%? 
No  wonder  it's  rated  in  the  top  five  percent  of 
all  mutual  funds  by  Lipper  Analytical  Services 
and  was  included  on  the  Forbes  Honor  Roll  of 
mutual  funds  in  1986. 

The  New  England  Growth  Fund  is  distrib- 
uted through  New  England  Securities.  New 
England  Securities  is  a  financial  partner  of 
The  New  England,  which  has  over  $34  billion 
in  assets  under  management. 

For  a  free  prospectus  containing  more  com- 
plete information,  call  1-800-222-2725  Ext.  215. 
Read  it  carefully  before  you  invest. 


The  New  England 

Your  Financial  Partner 


'Source:  Lipper  Analytical  Services.  Inc  is  an  independent  service  which  monitors  the 
performance  of  over  1.100  mutual  funds.  The  return  is  for  a  10  year  period  ending  12/31/86 

Total  return  for  the  Fund  includes  change  in  share  price  and  reinvestment  of  dividends  and 
capital  gains  After  deduction  of  the  Fund's  maximum  sales  charge  of  6.5%.  the  total  return  for 
the  10  year  period  would  have  been  588%. 

This  updates  the  Fund's  statement  of  additional  informaiion  Market  conditions  fluctuated 
during  the  period,  but  were  generally  positive.  Past  performance  is  no  guarantee  of  future 
results.  @  1987.  New  England  Mutual  Life  Insurance  Company.  Boston,  MA. 


to  the  broker.  Some  funds  are  sold 
with  loads  of  only  3%  to  5%.  But  the 
bigger  the  load,  the  bigger  the  broker's 
personal  take. 

Sales  contests  and  varying  incen- 
tives offered  by  fund  managers  also 
test  the  impartiality  of  financial  ad- 
visers. To  spur  sales  of  a  new  or  lag- 
ging fund,  fund  sponsors  often  remit 
the  entire  sales  charge  to  the  broker's 
firm.  When  Massachusetts  Financial 
Services  introduced  its  Managed  Sec- 
tors Trust  last  June,  it  gave  all  the 
4.75%  load  back  to  broker/dealers 
during  the  first  two  months,  rather 
than  the  normal  4% .  The  investor,  of 
course,  foots  the  bill. 

Certain  perks  are  disguised. 
Boettcher  &  Co.,  a  regional  brokerage 
in  Denver,  runs  "advanced  training 
seminars"  and  "due  diligence"  trips 
for  its  biggest  sellers  of  selected  funds, 
in  places  like  Ixtapa,  Mexico,  and  Hil- 
ton Head,  S.C. 

Fund  managers,  in  order  to  explain 
and  promote  their  funds,  sponsor 
seminars  in  resort  areas  for  individual 
brokerage  firms  and  their  salesmen. 
For  the  privilege  of  allowing  such  free- 
bies  to  go  to  their  brokers,  brokerage 
firms  charge  fund  managers  up  to 
$50,000  each.  That's  the  going  rate  at 
Los  Angeles'  Bateman  Eichler,  Hill 
Richards  Inc.  and  San  Francisco's  Su- 
tro  &.  Co.,  say  sales  managers  at  two 
large  fund  companies.  (Neither  Bate- 
man nor  Sutro  will  comment.)  Fund 
managers  grouse  that  the  practice  is 
similar  to  the  forbidden  payola  of  the 
radio  business — but  they  pay  anyway, 
out  of  competitive  necessity. 

Talk  about  conflict  of  interest. 

Further  complicating  the  issue  is 
the  rise  of  in-house  funds  at  large  bro- 
kerage firms.  Since  the  house  stands 
to  make  not  only  a  selling  commis- 
sion but  a  recurring  management  fee, 
it  is  no  surprise  that  brokerages  typi- 
cally give  salesmen  higher  commis- 
sions on  in-house  funds.  Dean  Witter 
pays  its  average  broker  42%  of  the 
sales  load  on  most  in-house  funds, 
while  paying  only  37%  of  the  house 
take  from  outside  funds. 

Most  new  in-house  funds  have 
12b- 1  fees,  which  permit  the  fund  op- 
erator to  dip  into  fund  assets  to  pay 
commissions  and  promotional  costs. 
Selling  an  in-house  fund  that  has  a 
12b-l  can  lead  to  a  virtual  annuity  for 
the  broker  for  as  long  as  the  money 
that  he  brings  in  stays  put.  Out  of  the 
1%  "distribution"  fee  that  E.F.  Hut- 
ton  assesses  its  Investment  Series 
fund  shareholders  each  year,  it  pays 
brokers  roughly  one-fourth,  as  long  as 
the  money  stays  at  Hutton. 

Potential  conflicts  of  interest  have 
made  some  big  wire  houses  a  little 


nervous.  Dean  Witter,  for  example,  no 
longer  allows  brokers  to  participate  in 
any  outside  fund  sales  contests. 
PaineWebber  allows  participation  in 
outside  contests  but  will  not  let  bro- 
kers accept  trips. 

The  National  Association  of  Securi- 
ties Dealers  recently  passed  a  rule  pro- 
hibiting noncash  concessions  by 
sponsors  of  limited  partnerships.  Both 
the  dealers'  association  and  the  Secu- 
rities &  Exchange  Commission  are 
looking  to  see  if  similar  action  has  to 


By  Mary  Kuntz 

Until  recently  investors 
couldn't  get  into  real  estate 
without  paying  big  commis- 
sions. Now  they  can.  Real  estate 
funds  are  being  sold  with  admirably 
low  loads. 

Last  month  Valley  Forge,  Pa. -based 
Vanguard  Marketing  Corp.  opened  its 
Real  Estate  Fund  I,  organized  as  a  real 
estate  investment  trust,  or  REIT.  Like 
mutual  funds,  REITs  pay  no  taxes 
themselves,  but  they  must  pay  out 
most  of  their  income  to  shareholders. 

Even  though  real  estate  prices  look 
shaky  (Forbes,  Jan.  26),  small  inves- 
tors seem  to  be  lusting  for  real  estate 
investment.  Vanguard  is  following  on 
the  heels  of  T.  Rowe  Price,  the  Balti- 
more fund  operator  whose  Realty  In- 
come Fund  I  raised  $90  million  in  the 
space  of  five  months  in  1985. 

Before  jumping  in,  however,  inves- 
tors should  know  that  there  are  im- 
portant differences  between  these  real 


be  taken  with  mutual  funds,  but 
now  fund  sponsors  need  only  discli 
in  the  prospectus  that  noncash  c< 
cessions,  such  as  trips  and  merch, 
dise,  are  periodically  given  to  th( 
selling  its  funds.  How  many  peo 
read  the  entire  prospectus? 

The  moral  is  very  clear:  Do  y< 
own  research  before  buying  mut 
fund  shares.  A  good  place  to  start 
the  Forbes  Annual  Mutual  Funds  S 
vey,  published  in  September  and  I 
dated  in  February.  ■ 


estate  funds  and  an  equity  mut 
fund.  The  first  is  that  they  are 
open-ended.  The  sponsor  does 
stand  ready  to  redeem  shares  wl 
you  want  to  cash  out.  (How  could  it 
the  principal  assets  are  an  assortnv 
of  hard-to-liquidate  shopping  mall: 

The  second  distinction  is  that  r 
estate  is  never  truly  no-load.  Pric 
innovation  was  in  offering  the  pi 
nership  units  through  newspaper 
vertisements  rather  than  through  b 
kers.  Thus  the  fund  cuts  out  an  I 
selling  commission.  But  there  are  s 
start-up  costs  and  property  acqu 
tion  fees  that  can  equal  10%  of  I 
investor's  money. 

Both  Vanguard  and  T.  Rowe  Pr 
require  a  minimum  investment 
$5,000,  less  for  an  IRA.  Both  invest 
small,  mostly  leased  commerc 
properties.  The  1985  Price  fu: 
which  is  90%  invested,  currently  1 
an  annualized  yield  of  6.5%  after  fi 
and  expenses. 

Price's  1985  deal,  like  its  curr< 


The  Funds 


Want  to  play  the  real  estate  market  throu^ 
mutual  funds?  Okay,  but  make  sure  yo 
don 't  pay  through  the  nose  for  the  privileg 


A  realty  fund 
primer 
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alty  fund  offering,  differs  from  Van- 
ard's  in  being  a  limited  partnership, 
rtnerships  often  have  tax  advan- 
ces over  REITs.  In  the  old,  pre-tax - 
:orm  days,  partnerships  could  shel- 
r  other  income.  Now  they  can  gen- 
ite  so-called  passive  income  that 
sorbs  otherwise  unusable  losses 
>m  old  tax  shelters, 
[f  you  can't  redeem  shares,  how  do 
u  get  your  money  out?  By  waiting 
itil  the  properties  are  liquidated,  a 
i-year  cycle.  In  the  meantime  you 
ve  to  sell  in  the  secondary  market, 
rich  may  be  a  thin  market  indeed, 
:hough  Price  says  it  will  make  an 
ort  to  find  buyers  for  investors  who 
;  desperate.  They  may  well  have  to 
<e  a  haircut — possibly  a  big  one  if 
il  estate  falls  out  of  favor. 
A.s  a  REIT,  the  Vanguard  fund  offers 
are  liquidity  than  a  limited  partner- 
ip,  since  its  shares  will  eventually 
ide  on  an  exchange  or  over  the 
unter.  Like  about  one-quarter  of  all 
LITs,  the  Vanguard  fund  has  a  finite 
e.  It  plans  to  liquidate  in  7  to  12 
ars.  "This  way  the  investor  is  as- 
red  that  he  will  get  the  full  value  of 
ose  assets,"  says  Jeremy  Duffield,  a 
trior  vice  president.  "In  a  continu- 
sly  functioning  REIT  you  can  never 
sure  of  that  because  the  market 
ice  may  be  less  than  the  true  value." 
The  Vanguard  fund  is  slightly  less 
nservative  than  Price's  partnership, 
lis  is  because  it  is  permitted  to  use 
'  to  50%  leverage  to  acquire  proper- 
is.  In  practice,  though,  the  fund  in- 
ids  to  soften  this  effect  by  investing 
me  of  its  cash  in  loans  to  other  real 
tate  investors. 

Like  the  Price  fund,  Vanguard's 
:IT  is  a  blind  pool.  Management  has 
it  identified  properties  it  plans  to 
y.  Thus,  there  are  no  projections 
d  no  history  for  the  fund,  but  ac- 
rding  to  the  National  Association 
REITs,  similar  REITs  in  1986  had 
average  yield  of  8.9%  and  a  total 
turn  of  18.3%.  But  don't  count  on 
ose  returns  repeating:  Total  return 
r  the  same  category  in  1985  was  just 
7%.  What  they  will  be  in  1987  or 
88  is  anyone's  guess. 
Other  fund  sponsors  have  started 
rids  that  invest  in  a  pool  of  REITs  or 
al-estate-related  companies.  These 
ferings  are  at  another  remove  from 
e  underlying  real  estate.  But  they  do 
ve  the  advantage  of  being  open-end- 
,  with  the  usual  provisions  for  re- 
mption  by  the  sponsor. 
National  Securities'  National  Real 
tate  Stock  Fund,  with  a  7.75%  load, 
irtcd  in  November  1984  and  holds 
ilTs,  builders  like  Writer  Corp.,  and 
al  estate  developers  like  Rouse  Co. 
delity,  which  churns  out  new  mutu- 


Twentieth 
Century? 


In  a  word,  performance.  Twentieth  Century  has  a  track 
record  of  outstanding  long-term  return.  In  fact,  our 
Select  Investors  and  Growth  Investors  were  ranked  by 
Lipper  Analytical  Services  as  the  #1  and  #2  no-load  mutual 
funds  in  the  country  for  their  performance  over  a  10-year 
period  ending  December  31,  1986.* 

If  long-term  growth  is  your  investment  goal,  Twentieth 
Century  may  be  the  perfect  place  for  your  IRA.  Best  of  all,  it's 
easy  to  transfer  your  IRA  to  Twentieth  Century.  Just  complete 
our  simple  transfer  form,  and  you  can  move  your  IRA  from 
either  a  bank  or  another  mutual  fund  to  any  one  of  Twentieth 
Century's  seven  IRA  investment  options. 

Once  you're  a  Twentieth  Century  shareholder,  you'll  find  that 
we've  done  everything  possible  to  make  investing  easy  —  from 
toll-free  telephone  information  and  transactions  to  automatic 
investment  plans. 

Call  today  and  we'll  rush  you  a  free  Twentieth  Century  IRA 
information  kit,  prospectus  and  "Request  to  Transfer"  form. 
Find  out  why  a  transfer  could  be  your  best  move.  Please  read 
the  prospectus  carefully  before  investing. 

No-Load,  No-Minimum  Mutual  Funds 


1-800-345-2021 


PO.  Box  419200 
Kansas  Citv,  MO  64141-6200 


"Includes  all  funds  in  existence  for  the  10-year  period  that  are  currently  open  to  investors  This  ranking 
reflects  past  performance,  and  is  not  a  promotion  for  the  future. 
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al  funds  the  way  General  Motors 
churns  out  cars,  started  a  similar  fund 
last  November,  the  Fidelity  Real  Es- 
tate Investment  Portfolio,  which  will 


carry  a  2%  load  after  the  startup 
phase.  Rouse  is  itself  a  real  estate 
pool;  its  principal  value  is  a  portfolio 
of  malls  it  built. 


REITs  are  already  diversified  i 
vestments,  so  why  do  investors  nee( 
fund  to  buy  them?  "When  you're 
our  real  estate  fund  you're  probat 
getting  a  piece  of  over  300  propertii 
Some  REITs  have  as  few  as  6  propi 
ties,"  says  Barry  Greenfield,  the  Fidi 
lty  portfolio  manager.  But  the  dour 
diversification  comes  at  a  price:  ti 
layers  of  operating  expenses. 

As  with  old-style  real  estate  sh 
ters,  investors  in  the  newer  fun 
should  study  the  fee  structure  carefi 
ly.  The  Vanguard  deal,  for  examp 
has  these  fees:  7%  to  9%  for  Vangu; 
and  its  outside  real  estate  manager  i 
setting  up  the  fund  and  buying  t 
properties.  Then  they  divide  the  1 
annual  management  fee  betwe 
Vanguard  and  an  outside  manager  c 
ery  year  for  running  the  fund. 

Finally,  the  operators  take  out  15 
of  the  capital  gains  in  the  liquidati 
phase.  In  what  seems  like  a  magnai 
mous  gesture,  Vanguard  provides  th 
capital  gains  are  counted  only  afi 
investors  have  gotten  a  10%  anni 
return  over  the  life  of  the  partnersh 
But,  in  a  commonly  used  twist  it 
erases  much  of  the  benefit  of  this  mil 
mum,  the  interest  is  computed  or 
simple  annual  basis  rather  than  coi 
pounded. 

A  decision  to  move  into  real  est£ 
is  not  an  easy  one,  especially  no 
with  the  prospect  of  gluts  in  ma 
types  of  commercial  propertu 
Transaction  and  overhead  cos 
moreover,  are  usually  large,  even 
the  best  investment  vehicles  (see  i 
bio.  But  for  those  who  have  decid 
they  must  have  real  estate  in  thi 
portfolios,  an  astutely  chosen  fu 
can  at  least  minimize  the  damage. 


Jumping  into  real  estate 


Investors  looking  to  go  into  a  real  estate  pool  face 
choices  that  range  from  partnerships  that  own  property 
directly  to  sector  funds  that  merely  own  real-estate- 
related  stocks.  The  column  "Value/$100  invested" 


shows  how  much  of  an  investment  goes  to  work  for 
you  after  deduction  of  fees.  Note  that  a  closed-end  fund 
trading  at  less  than  appraised  break-up  value  can  be 
worth  more  than  $100  per  $100  invested. 


Investment 

Type 

Total 
return 
1986 

Minimum 
investment 

Term 

Liquidity 

Value/ 
$100 
invested 

Estimat 
annua 
expense 

EQK/Realty  Investors  I 

REIT 

-4.2%  2 

NA 

8-12  yrs 

high 

$1163 

0.8% 

Fidelity  Real  Estate  Investment  Portfolio 

open  end  stock  fund 

NA 

$2,500" 

indef 

high 

98  s 

NA 

JiMB  Carlyle  Income  Plus 

limited  partnership 

NA 

5 ,000' 

8-12  yrs 

low 

85ft 

1.4 

National  Real  Estate  Stock  Fund 

open  end  stock  fund 

17.6' 

500 

indef 

high 

92' 

NA 

T.  Rowe  Price  Realty  Income  Fund  III 

limited  partnership 

NA 

5,000J 

7-10  yrs 

low 

90" 

0.8 

Rouse  Co 

—   — 

operating  company 

222 

NA 

indef 

high 

93' 

NA 

Vanguard  Real  Estate  Fund  1 

REIT 

NA 

5,000J 

7-12  yrs 

 H 

90* 

1.6 

As  percentage  of  net  asset  v  alue;  excludes  prope 

rty  taxes,  utilities  and  building 

maintenance.  JI986  stock  performance,  divid 

ends  reiim 

sted.  'Reflects  compai 

provided  appraisal: 
Source:  Upper  An; 


>ad  (temporarily  suspended  at  Fidelity  Fund).  ''Reflects  startup  costs  and  property  acquisition  fees 
ares  will  trade  on  exchange  or  over-the-counter.  NA:  not  applicable. 
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jes  of  the  Information  Age: 

fhe  paradox  of  power 


The  Information  Age, 
for  all  its  potential,  has 
brought  with  it  a  new  kind  of 
problem.  Often,  the  machines 
that  contribute  so  much  to 
the  flood  of  information  do 
little  to  help  most  of  us  cope 
with  it.  They  are  difficult  to 
use,  rigid  in  their  demands, 
almost  arrogant  in  their 
inability  to  work  with  any 
but  their  own  kind.  They  are 
the  muscle-bound  tools  of 
specialists. 

In  our  view,  the  problem 
is  not  that  the  machines  are 
too  powerful  for  the  rest  of 
us.  They  are  not  powerful 
enough. 

This  is  the  paradox  of 
power:  the  more  powerful  the 
machine,  the  less  power  it 
exerts  over  the  person  using 
it.  We  define  a  more  powerful 
machine  as  one  that  is  more 
capable  of  bending  to  the  will 
of  humans,  rather  than  hav- 
ing humans  bend  to  its  will. 
The  definition  is  deeply 
ingrained  in  AT&T.  The  tele- 
phone is  such  a  powerful 
device  precisely  because  it 
demands  so  little  of  its  user. 

AT&T  foresees  the  day  when 
the  Information  Age  will 
become  universal.  People 
everywhere  will  participate 
in  a  worldwide  Telecom mu- 
nity  They  will  be  able  to 
handle  information  in  any 
form— conversation,  data, 
images,  text— as  easily  as  they 
now  make  a  phone  call. 


That  day  is  coming  closer. 
One  example:  scientists  at 
AT&T  Bell  Laboratories  are 
developing  "associative" 
memories  for  computers,  fur- 
ther enabling  the  machines  to 
work  with  incomplete,  impre- 
cise, or  even  contradictory 
information. That's  perfectly 
natural  for  a  human.  What 
makes  it  a  breakthrough  is 
that  these  computers  won't 
ask  you  to  be  anything  else. 

Telecommunity  is  our  goal. 
Technology  is  our  means'." 

We  are  committed  to  lead- 
ing the  way 


AT&T 


This  announcement  appears  as  a  matter  of  record  only. 

February  11,  1987 


$1,175,000,000 


Limited  Partnership  Interests 


Warburg,  Pincus  Capital  Company,  L.R 


A  venture  banking  affiliate  of 

E.  M.  Warburg,  Pincus  &  Co.,  Inc. 


The  private  placement  of  limited  partnership  interests 
in  this  venture  capital  fund  has  been  arranged  with 
institutional  and  individual  investors. 


Salomon  Brothers  Inc 


One  New  York  Plaza,  New  York,  New  York  10004 
Atlanta,  Boston,  Chicago,  Dallas,  Los  Angeles,  San  Francisco.  Zurich 
Affiliates:  Frankfurt,  London,  Tokyo. 
Member  of  Major  Securities  and  Commodities  Exchanges 


Capital  Markets 


MONEY  &  INVESTMENTS 

I  will  be  hard  for  long  bonds  to  top  last 
year's 24%-to-25% performance,  but  they 
should  do  very  well. 

BONDS  LOOK  GOOD 


By  Ben  Weberman 


When  1986  ended,  I  won  $2  bets 
vith  several  commercial  bank  chief 
ixecutives  over  where  the  prime 
ate  would  be.  I  won  with  picks  of 
!%  or  lower.  That  was  wildly  bull- 
sh  at  the  time  the  wagers  were 
nade,  when  the  prime  was  near 
''/2%.  Prevailing  opinion  among 
iconomists,  while  split,  was  that 
ates  would  move  higher.  On  Dec. 
il  the  prime  was  7Vz%. 

There  is  considerable  disagree- 
nent  among  forecasters  now.  A  few 
nonths  ago  most  had  been  expect- 
ng  one,  possibly  two,  discount  rate 
:uts  by  mid- 1987. 

As  each  day  passes,  fewer  ana- 
ysts  cling  to  this  belief.  They  place 
:onsiderable  emphasis  on  the  col- 
apse  of  the  dollar  as  an  inhibition 
igainst  Fed  easing.  In  fact,  many,  if 
lot  most,  think  interest  rates  will 
>e  rising. 

I  don't  look  for  another  2-point 
Irop  in  rates  this  year,  but  in  my 
udgment  the  odds  still  favor  declin- 
ng  interest  rates  in  1987.  By  mid- 
rear  the  prime  lending  rate  will 
Irop  to  7%,  possibly  even  6.5%. 
fields  on  U.S.  Treasury  bonds,  now 
7.6%  on  the  30-year  maturity  and 
'.25%  on  the  10-year,  will  also  drop 
)y  a  half  to  a  full  percentage  point. 


ien  Weberman  is  a  senior  editor  of  Forbes 
nagazine. 


The  yield  on  30-year  fixed-rate 
mortgages,  now  about  9'/2%  to  10%, 
will  see  a  continuing  but  less  dra- 
matic decline.  Yields  on  three- 
month  T  bills,  now  near  5.75%,  can 
move  to  a  5%  range  by  midyear  and 
lower  at  year-end. 

This  optimistic  view  assumes 
further  easing  of  Federal  Reserve 
monetary  policy,  including  at  least 
one  discount  rate  cut.  I  am  not  un- 
mindful of  the  inflationary  pressure 
of  a  weak  dollar,  but  something  else 
is  at  stake:  the  soft  economy.  Busi- 
ness looked  good  in  December  pri- 
marily because  consumers  squeezed 
in  big-ticket  durables  before  the  tax 
act  terminated  sales  tax  deductions. 
Since  then,  sales  of  autos  and  other 
major  goods  have  nose-dived.  Busi- 
ness spending  for  capital  expansion 
is  also  low. 

The  Federal  Reserve  Bank  of  Chi- 
cago— one  of  the  district  Feds  that 
survey  the  business  scene  prior  to 
each  meeting  of  the  Federal  Open 
Market  Committee — notes  that  de- 
mand for  capital  equipment  re- 
mains soft,  especially  in  the  auto, 
earth-moving  equipment,  oil  drill- 
ing equipment  and  construction 
equipment  industries.  The  farm  and 
energy  sectors  are  improving,  but 
that's  not  saying  much. 

The  Fed  will  postpone  cutting  the 
discount  rate  while  the  dollar  con- 
tinues under  pressure,  a  trend  that 
will  dominate  markets  for  months. 
But  a  slumbering  economy  will  ulti- 
mately force  its  hand. 

Even  without  help  from  Paul 
Volcker,  a  sluggish  economy  has  in- 
terest-lowering powers.  It's  a  matter 
of  supply  and  demand  for  credit. 
Here  is  a  flow  of  funds  analysis  out- 
lined with  the  help  of  Allan  Leslie, 
economist  with  Discount  Corp.  of 


New  York,  the  principal  subsidiary 
of  DCNY  Corp. 

The  U.S.  government  will  need 
about  $45  billion  less  than  in  1986. 
That's  because  the  budget  deficit  for 
fiscal  1987  appears  to  be  shrinking 
to  $175  billion  from  $220  billion  in 
1986.  Among  other  things,  lower 
interest  rates  are  helping  out  here. 

Not  only  Treasurys,  but  munici- 
pal bonds  will  be  in  shorter  supply. 
Again,  the  tax  act  at  work.  Net  new 
issuance  of  tax-exempt  bonds  could 
fall  $60  billion  from  last  year's  vol- 
ume of  $148  billion.  Yes,  to  some 
degree  the  crackdown  on  revenue 
bonds  will  simply  move  financing 
from  the  exempt  category  to  the 
taxable  category.  But  a  large  part  of 
the  cutbacks  could  translate  into 
lower  consumption  by  the  ultimate 
users  of  credit — for  instance,  home- 
buyers  who  were  enjoying  subsi- 
dized rates  via  single-family  mort- 
gage revenue  bonds.  Evidence  of  the 
smaller  volume  and  larger  demand 
for  municipals  is  seen  in  the  quick 
seUout  of  new  issues  and  the  ab- 
sence of  new-issue  bonds  trading  in 
the  secondary  market. 

Consumers  will  also  be  demand- 
ing less  credit  in  1987.  Sales  of  do- 
mestic autos  will  drop  at  least  10% 
from  last  year's  volume.  One  sur- 
prise, however,  was  the  substantial 
expansion  of  credit  against  home 
equity  loans  in  December,  and  the 
smaller  than  anticipated  growth  of 
installment  loans.  That  trend  of  re- 
liance on  home  equity  credits  is 
continuing  into  this  year. 

With  residential  and  nonresiden- 
tial construction  activity  dropping 
this  year,  demand  for  mortgage 
funds  will  also  be  contracting. 
Mortgage  lenders  will  become  hun- 
grier for  product,  and  rates  will  be 
trimmed  to  attract  demand. 

Against  this  pattern  of  reduced 
demand  for  short-term  and  long- 
term  credit  is  a  picture  of  stable  and 
expanding  accumulation  of  savings 
to  invest.  Institutions  and  mutual 
funds  continue  to  show  heavy  or- 
ders for  government  bonds  and 
mortgage  passthroughs,  such  as 
Ginnie  Maes.  While  interest  rates 
have  plunged — 3  points  on  the  long- 
est Treasurys  over  the  past  year  and 
a  half — there  seem  few  other  spots 
to  place  money. 

Total  return  (income  plus  appre- 
ciation) on  long-term  Treasury 
bonds  was  a  very  generous  25%  last 
year.  This  year  won't  be  that  good, 
but  it  will  be  good  for  bonds,  at  least 
as  good  as  for  stocks.  ■ 
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Stock  Trends 


MONEY  &  INVESTMENTS 


My  money  says  the  Dow  industrials  don  V 
have  much  further  to  go.  The  broader 
market  is  quite  another  matter. 

HERD  ON 
THE  STREET 


By  Ann  C.  Brown 


Today,  according  to  what  I  hear,  the 
smart  money  is  betting  that  the 
Dow  will  go  higher  before  it  goes 
lower.  Very  possibly.  What  with  all 
the  programmed  buying  and  selling 
and  options  and  futures  strategies, 
anything  can  happen.  And  it  can 
happen  fast. 

However,  if  the  Dow  Jones  in- 
dustrial average  does  go  up  from 
here,  my  money  says  it  won't  run 
far.  In  fact,  several  of  the  index 
components  appear  to  have  peaked 
near-term.  There  are  too  many 
profits  to  be  realized,  too  many 
analysts  itching  to  make  headline- 
grabbing  sell  calls  and  too  many 
negatives  in  the  economy  for  these 
30  stocks  not  to  be  uncomfortably 
vulnerable. 

The  broader  market  is  quite  an- 
other thing.  Here  you  will  still  find 
wallflowers  that  have  earnings 
growth  potential  and  multiple  ex- 
pansion possibilities  capable  of  lift- 
ing their  prices  25%  to  100%.  Even 
if  the  federal  budget  deficit  is  worse 
than  expected.  Even  if  the  balance 
of  payments  continues  way  off  bal- 
ance. Even  if  the  dollar  keeps  on 
dropping  and  falls  enough  to  cause 
inflation  and  interest  rates  to  rise. 


Ann  C.  Brown  is  clrief  executive  officer  of  the 
tuiiy  advisory  and  portfolio  consulting 
firm  of  AC.  Broun  &  Associates. 


And  even  if  the  market  has  a  doozy 
of  a  technical  correction. 

One  such  stock  is  Maryland  Na- 
tional Corp.  (42).  The  stock  trades 
over-the-counter  and  is  selling  at 
less  than  8  times  1987  estimated 
earnings  per  share  of  $5.50. 1  recom- 
mended Maryland  National  about 
this  time  a  year  ago  at  around  this 
price.  The  stock  rose  quickly  to  over 
$50  a  share  before  settling  back  to 
its  current  quote,  probably  because 
of  concern  (largely  unwarranted) 
about  the  company's  credit  card  ex- 
posure. Stock  target  price:  $55  per 
share  in  12  months. 

Another  buy  candidate,  which 
also  trades  over-the-counter,  is  U.S. 
Trust  Corp.  (37),  down  from  $45  in 
1986.  USTC  is  a  bank  for  the  rich 
and  is  very  different  from  other 
New  York  banks  as  to  loan  compo- 
sition, income  stream,  etc.  For  1987 
U.S.  Trust  is  estimated  to  earn 
$3.50  per  share.  The  stock  price 
should  have  little  trouble  surpass- 
ing last  year's  high,  and  USTC  could 
sell  for  as  much  as  $50  per  share  by 
early  1988. 

SunTrust  Banks  Inc.  (23)  is  a  bank/ 
trust  company  situated  in  a  great 
region  loaded  with  good  demo- 
graphics. STI  is  the  largest  holding 
company  in  Georgia  and  is  one  of 
the  first  regional  interstate  bank 
holding  companies  in  the  South- 
east. Earnings  could  grow  at 
around  15%  to  18%  for  the  next 
several  years,  and  the  company  is 
presently  selling  at  10  times  esti- 
mated 1987  earnings  per  share  of 
$2.35.  In  1986  STI  stock  hit  $28 
per  share.  Should  it  repeat  this 
year,  and  if  you  add  the  3%  divi- 
dend yield,  STI  offers  investors  a 
potential  25%  total  return. 

Risk-oriented   investors  should 


take  a  look  at  J  WT  Group  (31),  th< 
world's  fifth-largest  advertisini 
agency,  which  has  recently  sul 
fcred  bad  earnings  and  worse  pub 
licity.  The  company  is  more  thai 
aware  of  its  problems  and  is  doinj 
much  that  should  help  improve  it 
profitability.  The  stock  price  couli 
stabilize  at  around  the  $30  level 
since  the  company  is  estimated  t< 
be  worth  around  $40  per  share  in  , 
hostile  takeover  and  $45  or  so  for  , 
leveraged  buyout.  This  year  JW" 
Group  could  earn  around  $2.25  pe 
share,  with  $2.60  or  more  possibl* 
in  1988. 

Currently,  Salomon  Inc.  (39)  ap 
pears  to  be  on  the  hate  list  of  ever 
analyst  who  loved  the  company  . 
year  ago  at  $59.  It  looked  higl 
then,  but  now  I  like  Salomon  in  . 
price  range  of  $35  to  $40  per  share 
The  company's  Phibro  Energy  am 
Phillips  Brothers  commodity  trad 
ing  divisions  turned  in  disappoint 
ing  earnings  in  1986.  Howevei 
with  oil  prices  firming  and  a  proba 
ble  pickup  in  commodity  tradin, 
in  general  as  inflation  reawakens 
SB  should  get  improved  perron 
mance  from  these  groups.  For  198 
the  company  is  estimated  to  ean 
$3.60  per  share  and  could  recove 
at  least  half  of  the  $20  per  shar 
value  it  lost. 

Rykoff -Sexton  (27)  may  be  a  nev 
name  to  many  investors  becaus 
the  company's  business  mainly  il 
distributing  the  products  of  other 
to  the  out-service  food  industry 
Over  the  past  couple  of  years,  RYI 
has  been  on  an  acquisition  binge 
which  has  done  wonders  for  sale 
but  little  for  profits,  as  these  new 
comer  companies  integrate  into  ex 
isting  operations.  For  the  fisca 
year  ending  April  1988,  RYK  coul 
earn  around  $2.25  per  share.  At  th 
current  price,  Rykoff-Sexton  woul 
seem  to  have  minimal  downsidi 
risk  and  an  appreciation  potentia 
of  25%  to  30%  over  the  next  12  t> 
18  months. 

Adjusted  for  splits,  Wljerebous 
Entertainment  (12)  is  back  to  where 
recommended  it  in  late  1985.  Th 
company's  stock  price  droppc 
sharply  because  of  a  disappointin 
October  quarter,  caused  in  larg 
part  by  the  closing  of  several  nev 
properties  to  prepare  for  the  Christ 
mas  selling  season.  Wherehouse  En 
tertainment  is  estimated  to  ean 
around  $1.30  per  share  for  the  fisca 
year  ending  January  1988.  If  thes 
earnings  come  through,  WEI  coul 
be  a  double.  ■ 
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idelity  re  invents  the  stock  market. 


tor  Investing:  An 
ovative  investment 
>ortunity. 

lity  is  "re-inventing"  the  stock 
;et  by  offering  a  different  kind 
;change  consisting  of  35 
stry  sector  portfolios.  And 
~  aggressive  investors  are 
)vering  industry  sector 
sting  may  be  a  way  to 
erform  the  stock  market 
ages. 

Because,  regardless  of  which 
the  market  is  headed,  some 
)rs  of  the  economy  will  out- 
)rm  stock  market  averages. 


Fidelity  Select  Portfolios® 

Air  Transportation 

Housing 

American  Gold 

Industrial  Materials 

Automation  and 

Lt  isure 

Machinery 

Life  Insurance 

Automotive 

Money  Market 

Biotechnology 

Paper  and  Forest 

Broadcast  and  Media 

Products 

Brokerage  and  Invest- 

Precious Metals 

ment  Management 

and  Minerals 

CapitaJ  Goods 

Property  and 

Chemicals 

Casualty  Insurance 

Computers 

Regional  Banks 

Defense  and  Aerospace 

Restaurant  Industry 

Electric  Utilities 

Retailing 

Electronics 

Savings  and  Loan 

Energy 

Software  and 

Energy  Service 

Computer  Services 

Financial  Services 

Technology 

Food  and  Agriculture- 

Telecommunications 

Health  Care 

Transportation 

Health  Care  Delivery 

Utilities 

More  details  with  FREE 
Information  Kit. 

Request  a  Free  Information  Kit 
with  more  complete  details  on  the 
special  risks  and  potential  rewards 
of  sector  investing  and  Fidelity 
Select  Portfolios. You  can  start  with 
just  $1,000;  $500  for  IRA's.  Simply 
use  the  coupon  or  call  toll-free 
1-800-544-6666  (in  Massachusetts, 
call  collect  617-523-1919). 
Remember:  Since  Fidelity  Select 
Portfolios  are  non-diversified  and 
focus  on  specific  industries,  they 
are  targeted  to  investors  willing  to 
accept  greater  share  price  volatility. 


senting . . . 

elity  Select  Portfolios? 

stock  market  "re-invention"  concen- 
s  investments  in  specific  industry 
)r  portfolios — each  comprised  of  a 
p  of  stocks  within  a  particular  industry 
managed  by  Fidelity's  industry  experts. 
By  concentrating  on  industry  sectors, 
lity  Select  Portfolios  may  offer 
stors  a  more  convenient  way  to  target 
stments.  Fidelity  Select  Portfolios  is 
»ned  for  aggressive  investors  who 
ely  follow  the  market,  but  who  may 
lave  the  time  to  research  and  choose 
i  a  multitude  of  individual  stocks. 


Send  for  your  FREE  "Six  Steps  to  Fidelity  Sector 
Investing"  Information  Kit. 

~~ I  "Y  F7C  Please  send  me  my  Free  "Six  Steps  to  Fidelity  Sector  Investing"  Informa- 

'  '  tion  Kit,  including  a  free  Prospectus  with  more  complete  information 

including  management  fees,  expenses,  the  2"<.  sales  charge  and  1%  redemption  fee. 
I  will  read  it  carefully  before  I  invest  or  send  money  Fidelity  Distributors  Corpora- 
tion, (General  Distribution  Agent),  P.O.  Box  660603,  Dallas.  TX  75266. 

Name  


Address . 


City. 


Zip. 


□  Free  IRA  Fact  Kit  (SELI)    □  Free  Keogh  Fact  Kit  (SELK) 

Fidelity         Call  1-800-544-6666 

w  investments   ( in  Massachusetts, call  collet  t  (>  I " -s  >  v  1919) 
.    FORB/SEL/030987 


Growth  Stocks 


MONEY  &  INVESTMENTS 

Whether  the  market  goes  up,  dovun  or 
nowhere,  these  eight  stocks  as  a  group 
should  do  much  better  than  the  market. 

BETTING  ON  THE 
DOW-PARTLY 


By  Kenneth  L.  Fisher 


The  Dow  Jones  industrial  average 
has  done  so  well  lately  that  not  even 
the  30  Dow  stocks  themselves 
could  keep  up  with  it.  For  example, 
the  DJIA  gained  27%,  including  div- 
idends, in  1986.  But  if  you  bought 
an  equal  dollar  amount  of  each  Dow 
stock  in  January  1986  and  held  it  to 
year-end,  your  gain  was  only  18%, 
dividends  and  all. 

How  did  the  parts  manage  to  do 
less  than  the  whole?  Simple.  The 
DJIA  counts  a  measly  seven-buck 
gain  in  a  $100  stock,  7%,  for  as 
much  as  it  would  a  $7  gain,  100%, 
for  Navistar.  So  when  the  high-dol- 
lar Dow  stocks  outperform  the  low- 
dollar  Dow  stocks,  the  index  out- 
performs the  stocks.  That's  what 
happened  in  1986. 

This  statistical  discrepancy  is 
part  of  why  folks,  professionals  in- 
cluded, fared  poorly  at  keeping  up 
with  the  Dow  Jones  in  this  banner 
year.  CDA  Investment  Technol- 
ogies Inc.,  a  research  group  that 
tracks  investment  advisers,  report- 
ed that  the  average  money  manager 
gained  just  17%  in  1986. 

If  the  pros  gained  only  1 7%  in  one 
of  the  best  years  on  record,  who 
makes  really  big  profits — and  how? 


Kenneth  L.  Fislw  is  a  money  manager  based 
in  Woodside,  Calif.  His  book  Super  Stocks  is 
published  by  Dow  Jones-Irwin. 


The  truly  big  rewards  go  to  long- 
term  holders  of  stocks  that  end  up 
making  big  moves.  The  trick,  of 
course,  is  identifying  them.  In  all  of 
my  columns  I  have  recommended 
only  seven  DJIA  stocks — ever.  The 
first  six  were  in  my  Jan.  28,  1985 
column.  Those  six — Goodyear, 
Woolworth,  Union  Carbide,  Gener- 
al Foods,  Owens-Illinois  and  Du 
Pont — did  so  well  that  they  provid- 
ed more  than  75%  of  the  DJIA's 
total  1985  return. 

Each  has  provided  at  least  a  100% 
total  return.  General  Foods  was  tak- 
en over,  for  a  145%  gain.  Goodyear 
and  Union  Carbide  were  reorga- 
nized to  ward  off  raiders  at  big  prof- 
its, and  Owens-Illinois  was  the 
best-performing  Dow  stock  of  1986. 

I  recount  all  this,  not  to  brag,  but 
to  make  a  point.  What  did  these 
stocks — plus  a  seventh  I  recom- 
mended later — have  in  common? 
(The  seventh,  Texaco,  appeared  in 
my  Feb.  24,  1986  column.) 

What  they  had  in  common  was 
1)  they  were  all  well-financed  com- 
panies and  2)  they  were  out  of  favor 
for  one  reason  or  another  when  I 
recommended  them.  The  first  six 
were  picked  simply  because  they 
then  had  the  Dow's  best  combina- 
tion of  unpopularity,  as  measured 
by  low  price/sales  ratios,  and  strong 
balance  sheets.  Texaco  didn't  quali- 
fy then,  but  it  did  13  months  later, 
as  it  sunk  because  of  the  Pennzoil 
litigation  and  falling  oil  prices. 

How  can  you  assess  balance-sheet 
strength?  My  favorite  approach,  as 
detailed  in  that  January  1985  col- 
umn, is  a  two-step  process.  First, 
divide  a  stock's  current  ratio  (cur- 
rent assets  divided  by  current  liabil- 
ities) by  four.  Then  divide  equity  by 
total  assets.  Add  the  two  numbers 


together.  You  want  the  resultan 
sum  to  be  0.80  or  higher — the  high 
er,  the  better.  This  ratio  trades  oi 
working  capital  against  total  debi 
much  the  way  a  corporate  treasure 
would  in  managing  his  firm's  co] 
fers.  If  you  divide  a  stock's  price 
sales  ratio  by  this  debt-adjustin 
factor,  you  can  rank  its  popularit 
relative  to  its  financial  muscle — e> 
actly  the  way  I  did  in  that  column 

So  much  for  the  past.  Which  c 
the  30  Dow  stocks  currently  mee 
my  test  of  sound  finances  and  lo\ 
popularity?  By  far  the  cheapest  i 
still  Texaco  (35).  In  a  full  column  o 
Texaco  a  year  ago  I  said  I  thought  j 
would  be  a  $50  stock  when  the  dus 
finally  settled  from  the  Pennzo: 
paranoia.  It  was  halfway  there.  Bu 
the  stock  got  a  further  knock  rt 
cently  when  the  Texas  Appeal 
Court  handed  a  round  to  Pennzoi 
Don't  despair.  There  are  three  mor 
rounds  to  go,  and  Texaco  ought  t 
win  the  last  two. 

While  waiting,  you  get  an  8.5°/ 
yield.  Its  price/sales  ratio  of  0.25  i 
far  cheaper  than  the  Dow's  1.00.  It 
debt-adjusting  number  of  0.81  is 
hair  better  than  the  Dow's  0.79.  D: 
viding  Texaco's  price/sales  ratio  b 
its  debt-adjusting  number  gives  yo 
unpopularity  relative  to  financii 
strength  of  0.30,  much  lower  an 
better  than  the  Dow  index'  1.27. 

And  Texaco's  balance  sheet  wii 
get  better  even  if  the  compan 
doesn't  show  a  penny  in  profit.  Cap 
ital  expenditures  are  low,  the  div: 
dend  consumes  only  $725  millior 
and  depreciation  provides  $3  billio 
of  cash  each  year.  So  Texaco  keep 
getting  ever  more  liquid,  to  the  tun 
of  about  $2.5  billion  a  year,  whic 
would  leave  a  debt-free  book  valu 
of  $14  billion  in  just  two  years.  Thi 
against  a  current  market  value  of  $ 
billion.  That  $50  price  is  still  righi 

What  other  Dow  stocks  are  bot 
less  popular  than  the  DJIA  and  hav 
better  financial  strength?  Dividin 
PSRs  by  debt-adjusting  number 
makes  USX  Corp.  (24)  a  distant  nurr 
ber  two  to  Texaco,  at  0.38,  followe 
by  Chevron  (51 ),  0.47;  United  Techno 
ogies  (51),  0.55;  Woolworth  (44),  0.5( 
Alcoa  (44),  0.68;  and,  finally,  DuPot 
(98)  and  Exxon  (81),  both  at  0.78. 

I'm  not  so  sure  these  stocks  wil 
do  as  well  as  my  previous  Do\ 
picks  have.  Why?  Because  I  don' 
know  if  the  market  will  be  as  stron 
as  it  has  been.  But  whether  the  mai 
ket  goes  up  or  down,  these  eigh 
stocks  as  a  group  should  fare  mud 
better  than  the  Dow.  ■ 
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MERGERS 
&  ACQUISITIONS 


bes  Continues  Its  Coverage  Of  M&A 
'suits  In  This  Special  Advertising  Section 

ie  Date:  May  18, 1987     Ad  Closing:  March  23, 1987 

The  merger  games  will  continue  in  1 987  fol- 
ing  a  record  year  in  which  the  total  volume  of 
lis  surpassed  $250  billion.  New  business 
itegies  have  emerged  which  will  help  M&A 
yers  overcome  obstacles  like  tax  reform  leg- 
tion  and  insider  trading  scandals.  Forbes  will 
imine  the  changing  mergers  and  acquisitions 
rket  in  a  special  advertising  supplement 
leduled  for  the  May  1 8th  issue.  The  section 
be  written  by  Laurie  Meisler,  author  of  Forbes' 
r  previous  M&A  supplements,  and  will  review: 
►  The  most  interesting  and  innovative  deals  of 

1987's  first  quarter. 
•  The  impact  of  new  tax  laws  and  other  major 


legislative  developments  on  merger  activity. 
.  Trends  in  the  leveraged-buyout  business 

and  in  merchant  banking. 
•  The  outlook  for  high-yield,  low-rated  debt 

securities. 

.  The  activities  of  foreign  acquirors  in  the  U.S. 
Advertisers  in  Forbes'  Mergers  &  Acquisi- 
tions supplement  will  receive  valuable  benefits  in 
addition  to  surrounding  their  messages  with  this 
positive  and  supportive  text.  Supplement  reprints 
will  be  supplied  to  all  advertisers  and  mailed  to 
important  financial  contacts.  Participants  will  also 
be  listed  on  a  reader  response  card. 

Promote  your  company's  M&A  pursuits  with 
Forbes'  Mergers  &  Acquisitions  special  advertis- 
ing supplement.  For  reservations  and  informa- 
tion, contact  your  Forbes  representative  or  call 
Arnold  J.Prives  at  (212)  620-2224. 
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AFFILIATED  PUBLICATIONS,  INC.  A 

BOSTON,  MA.,  Feb  5  Affiliated  Publications.  Inc.  re- 
ported that  income  from  continuing  operations  for  1986  was 
$39,789,000  or  $1  12  per  share,  vs.  $28,381,000  or  77 
cents  per  share  in  1985,  up  40  2  percent. 

Full  year  1986  revenues  weie  $401,109,000  as  compared 
with  $350,669,000  up  14.4  percent  over  the  prior  year 
Fourth  quarter  1986  revenues  were  $110,260,000  vs 
$95,663,000  for  the  fourth  quarter  of  1985.  an  increase  of 
15.3  percent.  Income  from  continuing  operations  for  the 
fourth  quarter  of  1986  was  $13,034,000  or  37  cents  per 
share,  as  compared  with  $9,517,000  or  26  cents  per  share 
for  the  comparative  period  a  year  ago,  up  37  per  cent. 

(All  per  share  amounts  have  been  retroactively  restated 
to  reflect  the  2-for-l  stock  split  paid  Jan  23.  1987,  and  the 
3-for-2  stock  split  paid  Jan  24.  1986  ) 

Income  from  continuing  operations  excludes  results  of 
operation  and  the  gain  on  the  sale  of  the  company's  radio 
division,  which  was  sold  during  the  fourth  quarter  of  1986 
In  addition,  losses  from  the  cable  television  operation  of 
McCaw  Communications  Companies,  Inc..  to  be  sold  in 
1987,  are  excluded  from  continued  operations 

Net  income  per  share  for  1986  was  $1  85  as  compared 
with  84  cents  in  1985.  Net  income  included  gams  on  the 
sale  of  discontinued  operations  of  75  cents  in  1986  and  10 
cents  in  1985. 

William  0  Taylor.  Chairman  of  the  Board  and  Chief 
Lxecutive  Oflicer  said  these  positive  operating  results  were 
due  to  exceptional  gains  in  all  categories  of  Boston  Globe 
advertising,  particularly  in  classified  Total  advertising 
volume  was  4,411,542  inches  in  1986,  a  gain  of  379,809 
inches  or  9.4  percent  over  the  1985  figure 

Affiliated  Publications  is  the  parent  company  of  Globe 
Newspaper  Company,  publisher  of  the  Boston  Globe.  It  also 
owns  45  percent  of  the  common  stock  of  McCaw  Communi- 
cations Companies,  Inc .  which  has  interests  in  cellular 
telephone  and  paging  systems  In  addition.  Affiliated, 
through  its  cellular  |oint  venture  with  McCaw  operates  10 
cellular  and  nine  paging  systems  throughout  the  country 
Affiliated  also  owns  Globe  Pequot  Press  Inc .  publisher  and 
retailer  of  books. 

(Contact:  Daniel  Orr,  Vice  President,  Affiliated  Publica- 
tions, Inc..  135  William  T  Morrissey  Blvd ,  Boston.  MA 
02107.  Phone:  (617)  929-3035  ) 


AMETEK,  INC.  N 
REPORTS  INCREASED  SALES  AND  EARNINGS  IN  1986 

PA0LI.  PA ,  Feb.  5— AMETEK.  Inc.  (NYSE.  PSE  AME)  today 
reported  1986  sales  of  $568.5  million  and  earnings  of  $36.6 
million,  or  $1.66  per  share.-. 

For  1985,  the  company  had  sales  of  $502.8  million  and 
earnings  of  $34.9  million  or  $1  59  per  share.  The  1986 
results  reflect  charges  against  income  of  $13.2  million 
resulting  primarily  from  plant  shutdowns  and  disposal  of 
assets,  the  writedown  of  assets  and  costs  related  to 
restructuring  of  certain  manufacturing  operations  and  ex- 
cess costs  of  new  long-term  programs  Net  income  also 
includes  an  $8  million  credit  resulting  from  the  effect  of  the 
Tax  Reform  Act  of  1986  on  the  company's  prior  investments 
in  Tax  Benefit  Leases. 

AMETEh  reported  net  income  tor  the  fourth  quarter  ended 
Dec.  31,  1936  of  $9.9  million  or  45  cents  per  share,  17 
percent  above  its  1985  fourth  quarter  results  of  $8.5  million 
or  38  cents  per  share.  Sales  in  the  fourth  quarter  totalled 
$142  million,  compared  to  the  $138  6  million  shipped  in  the 
last  quarter  of  1985.  Fourth  quarter  1986  earnings  reflect 
the  deduction  of  $8.9  million  ot  the  $!3.2  million  in  charges 


referred  to  above,  and  include  the  $8  million  credit. 

AMETEK  president  Robert  L  Noland  said  that  three  of  the 
company's  four  operating  groups  showed  sales  gains  for  the 
year,  led  by  the  Electromechanical  group  with  a  one-third 
gain  in  sales,  mainly  in  electric  motors,  computer  graphics 
plotters  and  jet  engine  components,  while  the  Process 
Equipment  group  mainly  capital  equipment  -was  off  by 
about  15  percent. 

For  1986.  AMETEK's  dividend  was  $1  per  share,  com- 
pared to  85  cents  per  share  paid  in  1985,  making  1986  the 
37th  consecutive  year  in  which  AMETEK  has  increased  the 
total  cash  dividend  payment  to  its  stockholders,  a  unique 
record  among  New  York  Stock  Exchange-listed  industrial 
manufacturers. 

AMETEK.  INC 

3  Months  Ended  Year  Ended 

Dec  31  Dec  31 

1986(a)  1986  1966(a)  IMS 

Sales  SI42.005.O0O    H38  ill  000     S568.493.000      ISO?  789  000 

Net  income  9.895,O00(bl    1,462,000        36,584.000(bcl    H  935  000 

fainmjs  pel  sture  $.45  $38  $1.66  (159 

Dividends  Dei  sh.v.  $.25  J?5  $1.00  $.85 

Average  snaies 

oulslandmg  21.902.373      ?2  014.370         21.985,506     21  969.762 

(.3)  Reflects  change  in  method  ol  accounting  loi  certain  pension  costs. 

(b)  Includes  pretax  charges  ot  $2  7  million  in  the  quarter  and  S3  9  million  in 
the  year  tor  plant  shutdown,  disposal  ol  assets  and  related  costs.  $2  5 
million  m  the  quarter  and  $5  6  million  in  the  year  tor  asset  writedowns  and 
restructuring  ol  certain  manufacturing  operations  and  S3. 7  million  in  the 
quarter  and  year  lor  contract  disputes  and  eicess  costs,  primarily  on  new 
long-term  programs  Also  includes  an  $8  million  cumulative  retroactive 
credit  in  the  quarter  and  year  resulting  Irom  the  Tax  Reform  Act  ot  1986 
with  respect  to  investments  in  previously  purchased  tax  benefits  in  the  form 
ot  leases. 

(c)  Includes  pre  tax  gams  on  sale  of  securities  and  certain  property  of  $7  8 
million 

(Contact  Darrah  E  Ribble.  Jr.,  AMETEK.  Inc..  Station 
Square  Two.  Paoli.  PA  19301  Phone  (215)  647-2121.) 


ENGELHARD  CORPORATION  N 
ENGELHARD  NET  EARNINGS  INCREASE  29% 
FOR  FOURTH  QUARTER,  25°o  FOR  YEAR 

EDISON.  NJ.  February  6.  1987— Engelhard  Corporation 
(NYSE  EC)  today  announced  1986  fourth  quarter  net  earn- 
ings of  $14  3  million,  or  53C  per  share,  representing  a  29% 
gain  over  the  prior  year's  fourth  quarter  net  earnings  of 
$11.1  million,  or  4 1 C  per  share 

The  maker  of  specialty  chemical  and  metallurgial  prod- 
ucts reported  a  25%  rise  in  full  year  net  earnings  to  $53  3 
million,  or  $1.97  per  share,  from  $42.7  million,  or  $1  58  per 
share,  for  1985.  The  growth  in  earnings  for  1986  increases 
from  25%  to  31%  when  income  from  a  patent  infringement 
suit  is  excluded  from  the  results  for  1985 

Net  sales  for  the  fourth  quarter  of  1986  were  $702.1 
million,  compared  to  $675  3  million  a  year  earlier  Full  year 
net  sales  were  $2.29  billion,  versus  $2.26  billion  for  1985. 

New  products,  market  share  gams  and  improved  operat- 
ing efficiencies  were  cited  by  Orm  R.  Smith,  president  and 
chief  executive  officer  of  Engelhard,  as  being  the  key 
elements  in  the  Company's  business  and  financial  growth 
fot  1986. 

Approximately  80%  of  Engelhard's  operating  earnings  for 
1986.  Mr.  Smith  noted,  were  derived  from  the  Company's 
Specialty  Chemicals  Division.  Profit  from  this  business 
segment,  excluding  the  income  from  the  patent  infringe- 
ment suit  in  1985,  he  said,  "grew  32%  for  the  year  on  the 
strength  of  the  Division's  performance  minerals  and  cata- 
lysts business  groups." 


In  performance  minerals,  Mr.  Smith  attributed  in 
profits  to  operating  efficiencies  resulting  largely  fi 
completed  integration  of  Freeport  Kaolin  Company,  a 
in  1985,  and  to  higher  volumes  of  coating  and  e 
pigments  sold  to  the  paper,  paint  and  plastics  md 
The  Company  has  captured  additional  worldwide 
share  for  these  products. 

Catalysts  sales  to  the  petroleum  refining  mdus 
chief  executive  explained,  were  "very  substantial, 
strating  excellent  technological  superiority."  He  i 
this  achievement  primarily  to  rapid  commercial  acc 
of  the  new  DYNAMICS  line  of  fluid  cracking  catalysts 
after  just  one  year,  represents  a  significant  portioi 
total  petroleum  catalysts  product  sales. 

The  Company's  chemical  and  environmental 
businesses,  according  to  Mr.  Smith,  also  turned  ir 
profits  on  increased  sales  He  said,  however,  pro' 
Engelhard's  electronic,  chemicals  and  microwave 
business  "declined  in  1986  due  to  continued  softnes 
electronics  industry  and  because  of  substantially  in 
spending  for  product  development  and  marketii 
sales " 

Market  conditions  for  the  Company's  platinur 
metal  products  and  for  precious  metals  managemi 
vices,  Mr  Smith  commented,  have  been  favoral 
profits  from  these  businesses  were  up  in  1986  How 
said  Engelhard's  silver  fabricated  products  and 
refining  businesses  "faced  with  weak  market  i 
during  the  year  and  consequently  our  Specialty 
Division  recorded  a  20%  decline  in  profits." 

Research  and  development  expenditures,  folio 
substantial  increase  in  1985.  were  up  more  than 
1986  to  $26  million  Mr  Smith  said  an  even  | 
commitment  is  planned  for  1987  with  R&D  spenc 
pected  to  increase  by  "approximately  20%  —  2! 
exceed  $30  million " 

Engelhard  Corporation  is  a  world  leader  in  the  m. 
ture  of  specialty  chemical  and  metallurgical  produi 
Company  also  engages  in  precious  metals  deali 
management,  which  complement  its  industrial  busi 

(Contact:  Francis  X.  Vitale.  Jr.,  Director.  Inv< 
Corporate  Relations.  Engelhard  Corporation,  Menlo  I 
40,  Edison.  N.J.  08818.  Phone  (201)  632-6063.) 


ENGELHARD  CORPORATION 

ENGELHARD  RECORDS  $10.8  MILLION  NET  GA 
FROM  SALE  OF  4%  INTEREST  IN  SUBSIDIAR' 

EDISON.  NJ.  February  10.  1987— Engelhard  Con 
(NYSE  EC)  today  announced  that  it  has  realized  prtx 
$17.6  million  from  the  sale  of  a  4%  interest  in  a  b0°» 
subsidiary,  Nippon  Engelhard.  Ltd..  a  Japanese  Corp 
As  a  result,  the  Company  recorded  an  after-tax 
$10  8  million,  or  40C  per  share. 

The  sale,  which  leaves  Engelhard  with  a  46% 
interest  in  Nippon  Engelhard.  Ltd.,  was  to  a  Japanes 

Nippon  Engelhard.  Ltd .  established  in  1964  as 
venture  by  Engelhard  and  the  Japanese  entity,  is  a 
producer  of  chemical  and  automotive  catalysts,  el 
chemicals  and  other  precious  metals-based  prod 
addition  to  its  significant  manufacturing  and  resea 
development  capabilities  for  specialty  chemical  p 
the  company  is  considered  a  majority  refiner  of 
metals. 

Proceeds  from  the  sale,  according  to  Orm  R. 
president  and  chief  executive  officer  of  Engelhard  \ 
tion.  will  be  used  to  "help  fund  the  Company's  ai 
business  development  program." 

Engelhard  Corporation  is  a  world  leader  in  the  m 
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specialty  chemical  and  metallurgical  products.  The 
y  also  engages  in  precious  metals  dealing  and 
ment,  which  complement  its  industrial  businesses, 
act:  Francis  X.  Vitale,  Jr.,  Director,  Investor  & 
te  Relations,  Engelhard  Corporation,  Menlo  Park  CN 
an,  N.J.  08818.  Phone:  (201)  632-6063.) 


C  N 

SUCCESS,  N.Y.,  Feb.  4— JWP  Inc.  (NYSE:  JWP)  citing 
id  growth  in  its  technical  service  operations,  report- 
2%  increase  in  earnings  for  the  fourth  quarter  to 
300  or  $.34  a  share  from  $1,320,000  or  $.13  a 
evenues  for  the  quarter  rose  216%  to  $134,332,000 
2,568,000.  Net  income  for  the  year  ended  December 
6  climbed  157%  to  $13,510,000  or  $1.20  a  share 
,250,000  or  $.55  a  share.  Revenues  for  the  year  rose 
o  $378,893,000  from  $131,658,000.  Earnings  per 
ave  been  adjusted  for  a  two-for-one  stock  split, 
!  May  23,  1986. 

nc.  is  a  diversified  technical  service  company  with 
ns  that  comprise  a  broad  range  of  businesses  in 
il,  mechanical,  communications,  security,  fire  pro- 
and  control  systems.  JWP  Inc.  also  owns  the  largest 
-owned  water  utility  in  New  York  State. 
Company's  revenues  and  profits  are  expected  to 
ice  continued  growth  in  1987. 

JWP  INC. 


Financial  Highlights 
Quarter  to 
December  31, 
1986  1985 


Year  Ended 
December  31 
1986  1985 


$134,332,000     $42  568.000    $378,893,000  $131,658,000 
4,120,000        1  320,000       13.510.000         5  250,000 
$0.34  $013  $1.20  $0  55 

tact:  Ernest  W.  Grendi,  Executive  Vice  President  & 
inancial  Officer,  JWP  Inc.,  410  Lakeville  Rd.,  Lake 
i,  NY  11042  Phone  (516)  488-4780.) 


9  TELECOMMUNICATIONS  INC.  N 

!AS  CITY,  MO.  February  9,  1987— United  Telecom- 
tions,  Inc.  earnings  per  share  from  continuing  opera- 
ere  $1.88  in  1986,  compared  to  24  cents  in  1985, 
nt  William  T.  Esrey  reported  today, 
ings  per  share  for  the  year  were  $1.81,  compared  to 
Is  in  1985.  The  previous  year's  results  have  been 
j  to  reclassify  AmeriSource,  which  was  sold  in  1986, 
scontinued  operation. 

1985  results  included  a  non-recurring  charge  of 
)er  share  related  to  the  formation  of  US  Sprint,  a 
ship  which  combined  United  Telecom's  long  distance 
ta  communications  businesses  with  those  of  GTE. 
ings  per  share  in  the  fourth  quarter  were  28  cents, 
ed  to  a  loss  of  $1.53  in  the  fourth  quarter  of  1985. 
sd  Telecom's  total  revenues  and  sales  amounted  to 
lillion  in  1986.  Since  US  Sprint's  sales  results  are  not 
dated,  only  the  six  months  of  US  Telecom  activity  is 
id  in  total  revenues  and  sales  for  1986.  Including 
Telecom's  50  percent  share  of  US  Sprint,  revenues 
les  would  amount  to  $3.6  billion.  In  1985,  revenues 
les  were  $3  1  billion. 

y  said  the  solid  performance  of  the  company's 
me  operations  softened  the  impact  of  losses  incurred 


by  US  Sprint  as  it  expanded  its  share  of  the  long  distance 
market. 

United  Telephone  System  income  increased  6  percent  to 
$311.9  million  from  $295.4  million  in  1985  as  operating 
revenues  increased  3  percent  to  $2.37  billion.  A  3.8  percent 
increase  in  access  lines  marked  the  strongest  customer 
growth  since  1980.  United  Telephone  System  company  now 
serve  nearly  3.4  million  access  lines. 

United  Telecom's  equity  in  the  operating  loss  of  US  Sprint 
and  the  loss  applicable  to  US  Telecom  in  1986  was  $95.7 
million,  after  taxes.  Including  a  non-recurring  charge  of 
$175  million,  the  U.S.  Telecom  loss  was  $252.7  million  in 
1985. 

US  Sprint  had  revenues  of  $1.14  billion  in  its  first  six 
months  of  operation  and  added  2  million  new  customers.  In 
line  with  expectations,  US  Sprint  had  a  pre-tax  loss  of 
$356.6  million. 

Esrey  said  US  Sprint's  rapid  customer  growth  was  a 
mixed  blessing  in  1986.  "Longer  term,  the  added  volume 
will  be  very  positive.  In  the  short  run,  it  has  taxed  US 
Sprint's  internal  systems  and  forced  the  purchase  of  tempo- 
rary transmission  capacity  to  handle  the  increased  demand. 
After  the  major  migration  to  US  Sprint's  fiber  optic  network 
commences  in  the  first  half  of  1987,  network  costs  will  be 
reduced  significantly,"  Esrey  said. 

He  said  construction  of  US  Sprint's  23,000-mile  fiber- 
optic network  remained  on  scheduled  in  1986.  By  year-end, 
nearly  15,000  miles  of  fiber-optic  cable  had  been  installed 
and  US  Sprint's  first  transcontinental  link  had  been  placed 
in  service  three  months  ahead  of  schedule. 

(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315,  Kansas  City,  Missouri  64112.  Phone  (913) 
676-3343.) 


TELEFLEX,  INCORPORATED  A 
TELEFLEX  REPORTS  1986  RESULTS 

LIMERICK,  PA,  February  11,  1987— Teleflex  Incorporated 
today  announced  1986  revenues  of  $218,146,900.  An  in- 
crease of  25  percent  from  the  1985  level  of  $175,037,100. 
Net  income  increased  23  percent  from  $13,308,300  in  1985 
to  $16,430,100  in  1986.  Earnings  per  share  increased  to 
$1.51  in  1986  compared  to  $1.26  in  1985. 

Revenues  in  the  fourth  quarter  increased  26  percent  to 
$61,137,900  from  $48,531,100  in  1985.  Net  income  was 
$4,643,100  or  $.42  per  share  in  1986,  as  compared  to 
$3,734,300  or  $.35  per  share  in  1985. 

TELEFLEX  INCORPORATED 

Comparative  summary  of  revenues  and  earnings 
Year  ended 


Revenues 
Net  Income 
Earnings  per  share 
Shares  outstanding 


Revenues 
Net  Income 
Earnings  per  share 


Dec.  28,  1986 
$218,146,900 
$  16,430,100 
$  1.51 
10,729,700 


Dec.  29,  1985 
$175,037,100 
$  13,308.300 
$  1.26(A) 
10.493.800(A) 


Three  months  ended 
Dec.  28,  1986  Dec.  29,  1985 

$  61,137,900  $  48.531.000 

$    4,643,100  $  3.734.300 

$  .42  $  35(A) 


(A)  Adiusted  to  reflect  the  two-for-one  stock  split  distributed  June  1986. 

Teleflex  Incorporated  is  a  company  which  solves  prob- 
lems by  the  development  and  application  of  new  specialized 
technologies. 

(Contact:  John  H.  Remer  or  John  F.  Schoenfelder,  Teleflex 
Incorporated,  155  South  Limerick  Road,  Limerick,  PA  19468. 
Phone:  (215)  948-5100.) 
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Special  because  publicly- 
held  corporations  can  reach 
America's  most  important  in- 
vestors by  using  Corporate  Re- 
port Updates  in  Forbes. 

Appearing  once  each 
month,  Corporate  Report  Up- 
dates enables  companies  to 
announce  important  develop- 
ments to  the  astute  investors 
who  read  Forbes.  Moreover,  for 
added  impact,  this  Forbes 
advertising  service  is  posi- 
tioned in  the  popular  "Money 
and  Investments"  section  of  the 
magazine. 

Forbes  has  720,000  subscrib- 
ers and  a  total  readership  of 
over  two  and  a  half  million, 
88%  of  Forbes'  subscribers  own 
corporate  stock,  with  aver- 
age holdings  exceeding 
$551,000,  Over  half  are  in- 
volved with  helping  others 
make  investment  decisions. 

Corporate  Report 
Updates  in  Forbes  is  an  ad- 
vertising investment  your  com- 
pany can  profit  from. 

Forbes  gets  results.  For  more 
information  call  or  write: 

Sarah.  Madison 
#601 

5800  Eubank  N.E. 
Albuquerque,  NM  871 1 1 
505-275-1282/3 
Fax  #505-293-4647 
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MONEY  &  INVESTMENTS 

Even  if  you  are  a  long-range  optimist,  it 
would  be  a  good  idea  to  take  some  stock 
market  profits  on  each  surge  in  prices. 

FEAR  OF  HEIGHTS 


By  Srully  Blotnick 


Investors  were  surprised  by  the 
market's  strength  in  January  and 
early  February,  but  what  really 
stunned  them  was  the  performance 
of  three  groups  on  which  they  had 
all  but  given  up  hope:  the  oil,  oil- 
service  and  technology  stocks. 

These  were  issues  that  as  recently 
as  six  months  ago  had  few  friends.  A 
36-year-old  manager  at  a  financial 
services  firm  said:  "When  I  hear  the 
names  Exxon  and  Mobil,  what  do  I 
think?  I  think  of  U.S.  Steel  [now 
USX]  and  Bethlehem." 

He  went  on  to  talk  about  "sun- 
set" and  "sunrise"  industries  and 
thought  oil  belonged  in  the  former 
category.  He  said  he  wanted  to  be 
"where  the  action  is" — where  the 
sun  is  rising. 

Since  then,  Exxon  and  Mobil  have 
climbed  70%  and  64%,  respective- 
ly. Even  Texaco,  with  all  its  legal 
troubles,  is  up  considerably.  Sunset 
industry?  What  a  lovely  sunset. 

The  price  behavior  of  oil-service 
stocks,  such  as  Schlumberger  and 
Halliburton,  has  left  a  large  number 
of  investors  in  an  even  greater  state 
of  shock.  And  not  only  investors. 
Nearly  all  the  investment  advisory 


Srully  Blotnick  is  a  business  psychologist 
and  author  of  Ambitious  Men:  Their  Drives, 
Dreams  and  Delusions,  just  published  by 

Viking  Press. 


services  urged  shunning  these 
bombed-out  stocks.  Nevertheless, 
just  since  the  first  of  the  year  we 
have  seen  gains  of  40%  or  more  in 
issues  like  Halliburton,  Baker  Inter- 
national and  Cameron  Iron  Works. 

If  oil  and  oil-related  stocks  left 
most  investors  cold  during  the  past 
year,  so  did  most  technology  stocks. 
Yet  in  everything  from  computer 
(especially  Digital  Equipment  and 
Apple)  to  semiconductor  companies 
(such  as  AMD  and  Genrad),  gains  of 
50%  or  more  have  become  common 
in  recent  months. 

You  can  look  at  these  surprise 
showings  in  one  of  two  ways.  Either 
that  "a  rising  tide  lifts  all  ships" — 
meaning,  in  effect,  that  in  the  late 
stages  of  a  bull  market  even  the 
garbage  becomes  valuable.  Or,  you 
can  say  that  the  surprise  perfor- 
mance of  these  three  groups  reflects 
improving  fundamentals  for  them 
and  for  the  economy.  I  lean  toward 
the  latter  view.  If  these  issues  have 
risen  as  much  as  they  have,  even 
while  most  investors  regard  them  as 
sunset  stocks,  they  must  indeed 
have  a  lot  going  for  them.  Ordinari- 
ly, then,  one  would  expect  them  to 
continue  strong.  But,  in  spite  of  my 
long-term  optimism,  I  think  inves- 
tors who  hold  oil,  oil-service  and 
technology  stocks  should  start  to 
take  profits. 

Some  of  these  stocks  have  made 
such  huge  gains  in  so  short  a  time 
that  they  are  extremely  vulnerable 
to  an  abrupt  selloff — even  where  the 
fundamentals  look  good.  You  can't 
get  50% -to- 100%  increases  in  a  few 
months  and  not  have  a  sharp  reac- 
tion somewhere  along  the  line.  And 
when  I  say  reaction  I  don't  mean 
100,  150  points  on  the  Dow.  I  mean 
perhaps  400  points. 


When  it  will  come,  I  don't  know 
but  the  higher  the  market  goes,  th 
more  likely  a  reaction  becomes 
The  risk/reward  ratio  is  slowly  bu 
steadily  turning  unfavorable,  espe 
cially  for  stocks  that  have  expen 
enced  a  big  runup.  This  is  a  time  ti 
be  nimble  and  alert,  not  hesitant  ti 
nail  down  a  portion  of  your  profit 
on  each  upward  surge  in  the  market 
Remember  that  no  matter  how  Ion, 
it  took  for  some  of  your  holdings  ti 
come  back  to  life,  this  is  not  th 
time  to  be  in  love  with  any  of  th 
stocks  in  your  portfolio. 

Why  are  investors  reluctant  t 
sell?  This  time  even  more  than  dui 
ing  previous  bull  markets,  they  usu 
ally  tell  me  that  "there's  no  othe 
equally  attractive  place  to  park  m 
money."  This  seemingly — but  onl 
seemingly — valid  argument  ha 
cost  many  of  the  investors  I  hav 
monitored  a  small  fortune. 

Take  a  closer  look  at  what  it  say 
about  current  conditions  and  yoi 
will  see  why.  It  begins  with  the  fac 
that  interest  rates  are  low,  so  mone 
funds  (which  were  paying  mor 
than  1 7%  per  annum  earlier  in  thi 
decade)  are  no  longer  an  appealin 
alternative.  Neither  are  bonds 
these  investors  feel,  because  if  in 
terest  rates  move  in  any  direction  ii 
the  next  6  to  12  months,  it  will  b 
up.  "Sooner  or  later,"  some  of  thes 
investors  say,  "the  economy  is  gc 
ing  to  get  stronger,  if  for  no  othe 
reason  than  that  the  dollar  has  beei 
getting  weaker." 

Fine,  but  I  remain  convinced  tha 
at  the  core  of  their  reluctance  ti 
take  a  portion  of  their  gains  is  some 
thing  less  financial  and  more  psy 
chological:  laziness.  The  stock 
they  own  have  done  well  (this  al 
ways  makes  their  owners  vie\ 
them  in  a  more  favorable  light)  anc 
for  the  moment,  they  don't  kno\ 
any  other  stocks  that  have  the  sam 
potential  for  profit. 

My  advice:  Start  looking  for  bai 
gains  now.  The  search  allows  yoi 
not  only  to  spot  overlooked  oppoi 
tunities,  but  also  helps  you  to  hav 
more  perspective  on  the  stocks  yoi 
already  own.  Paradoxically,  fear  o 
heights  is  making  many  investor 
cling  even  tighter  to  their  holdings 
That's  a  problem  caused  by  igno 
ranee  of  the  opportunities  that  al 
most  always  exist  in  the  market. 

So,  start  looking,  start  selling  lit 
tie  by  little  (on  rallies)  and  hav 
some  cash  handy  for  good  stock 
that  drop  rapidly  in  price  during  an' 
major  corrections.  ■ 
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Eliminate  The  Tax  Bite 


protect  ^bur 
,arnings  With 
ax^Free 
ivestments. 

<es  can  take  quite  a  bite  out  of 
ur  earnings.  With  First  Trust 
;-free  investments,  from  the 
vestment  banking  firm  of 
iyton  Brown  &  Associates,  you 
i  take  the  sting  out  of  taxes. 


fiat's  the  First  Trust 

ference? 

JOW  HOW. 

IOW  HOW  that  means  a  staff 
professionals  who  are  commit- 
i  to  getting  customers  quality 
rformance  from  a  financial 
'estment. 

id  out  how  you  can  put  our 
IOW  HOW  to  work  for  you.  For 
)re  information  about  tax-free 
vestments  from  First  Trust, 
eck  the  specific  fund(s)  on  the 
upon  or  call : 


1-800-UIT-LINE 

In  IL  1-800-572-4765) 


Invest  Tax-Free  With 

First  Trust 


PERFORMANCE 
BACKED  BY 


KNOW 
HOW 


□  TAX-FREE  UNIT  TRUST 

First  Trust  of  Insured  Municipal  Bonds 

□  TAX-FREE  MONEY  MARKET  FUND 

First  Trust  Tax-Free  Money  Market  Fund 


□  TAX-FREE  MUTUAL  FUND 

First  Trust  Tax-Free  Bond  Fund 


Please  send  me  more  com- 
plete information  about  the 
First  Trust  Tax-Free  Funds 
indicated  above,  including  a 
free  prospectus  listing  all 
sales  charges  and  other  ex- 
penses. (Read  the  prospectus 
carefully  before  you  invest  or 
forward  funds.) 


Name . 


Address 


City/State/Zip 
Home  Phone  . 


Business  Phone 


NFBl  FWA3987 


CLAYTON  BROWN 
&  ASSOCIATES,  INC. 


Member  SIPC 

300  W.  Washington  St.,  Chicago,  IL  60606 


Chicago 


Dallas 


Los  Angeles 


Milwaukee 


New  York 


Income  is  exempt  from  federal  taxes  but  may  be  subject  to  state  and  local  taxes.  This  advertisement  is  neither  an 
offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  securities.  The  offering  is  made  only  by  the  prospectus 
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MONEY  &  INVESTMENTS 


Limited  risk  combined  with  a  hot  com- 
modity creates  instant  success. 

NOT  SO  CRUDE 
OPTIONS 


By  Stanley  W.  Angrist 


Each  year  most  of  the  new  futures 
contracts  and  options  introduced  by 
the  nation's  commodity  exchanges 
fail  because  they  do  not  attract 
enough  hedgers  and  speculators. 
But  last  November  the  New  York 
Mercantile  Exchange  came  up  with 
the  most  successful  new  option 
contract  to  be  introduced  since  the 
advent  of  trading  in  options  on 
T  bonds  and  the  S&P's  stock  index 
futures  contract — its  crude  oil  op- 
tions contract. 

Recently,  as  OPEC  price  leader- 
ship eroded  and  oil  pricing  became 
determined  by  market  forces,  an  in- 
creasing number  of  participants  in 
the  industry  turned  to  energy  fu- 
tures— those  contracts  paved  the 
way  for  the  options  contract — to 
control  the  risk  associated  with  ad- 
verse price  moves.  In  many  respects 
the  options  offer  market  partici- 
pants more  flexibility  in  hedging 
and,  in  some  cases,  speculating  as 
well.  Like  any  option,  the  crude  op- 
tion allows  traders  to  buy  price  in- 
surance at  a  fixed  cost  to  protect 
against  adverse  price  moves  with- 
out giving  up  the  potential  to  profit 
from  favorable  ones. 

Keep  in  mind  that  about  90%  of 


Stanley  W.  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 


all  purchased  options  expire  worth- 
less, but  hedgers  are  indifferent  to 
that  since  they  primarily  buy  op- 
tions for  insurance  purposes.  But  we 
as  speculators  must  be  mindful  of 
that  fact  and,  therefore,  must  use 
options  in  a  different  way.  There  are 
at  least  20  strategies  that  do  not 
involve  the  simple  purchase  of  a  put 
or  call  but  the  spreading  of  one  or 
more  options  against  one  another  or 
against  a  futures  contract. 

The  calendar  spread  is  one  such 
strategy  that  is  best  used  in  markets 
that  are  not  expected  to  engage  in 
large  price  excursions.  A  calendar 
spread  involves  the  simultaneous 
sale  and  purchase  of  two  calls  (or 


Time  heals  all 
calendar  spreads 

The  Merc's  new  option  contract  on 
crude  oil  has  proved  to  be  one  of  the 
most  successful  in  recent  years.  A  cal- 
endar spread  is  one  way  to  take  advan- 
tage of  this  new  instrument.  In  the  ex- 
ample here,  the  hope  is  that  the  short 
option  (April)  will  expire  worthless, 
while  the  long  position  (May)  retains 
most  of  its  value  or  gains  in  value.  To- 
gether they  combine  to  produce  a  prof- 
itable spread  over  a  wide  range  of  prices. 


Profit  or  loss 

$2,000 


-2,000 

16        17         18        19         20        21  22 
Price  at  expiration 


two  puts)  with  the  same  strike  pric 
but  with  different  expiration  dates 
In  crude  oil,  for  example,  one  migh 
purchase  a  May  call  while  selling  ai 
April,  both  with  a  strike  price  c 
$19,  for  a  net  debit  or  cost  of  % 
cents  ($200)  per  spread.  The  mor 
distant  option  in  a  calendar  spiea 
is  always  the  one  purchased. 

In  a  calendar  spread  both  option 
will  lose  value  as  long  as  the  undei 
lying  futures  contracts  are  belo^ 
the  strike  prices  of  the  options  ($19 
but  they  will  lose  their  value  at  dil 
ferent  rates.  The  slow  decay  in  th 
option  purchased  versus  the  accel 
crating  decay  in  the  option  shorte 
will  cause  the  difference  in  the  val 
ue  between  the  two  options  to  wic 
en,  thus  producing  a  profit  for  th 
calendar  spreader. 

In  essence,  you  have  made  a  con: 
plex  bet  on  both  time  and  price.  Yo 
want  the  short,  near-term  option  t 
expire  with  the  price  of  the  underl} 
ing  futures  at  or  just  below  th 
strike  price.  This  would  allow  th 
near-term  short  option  to  expir 
worthless,  while  the  option  pui 
chased  with  more  than  a  month  lei 
would  still  have  considerable  value 

If  the  price  of  the  underlying  ftj 
tures  is  too  far  removed  from  th 
calendar's  strike  price,  then  th 
near-term  option  will  expire  worth 
less  and  the  more  distant  optio 
will  have  little  value  left.  Thi 
causes  the  spread  to  narrow,  creai 
ing  a  loss.  Conversely,  if  the  future 
contract  moves  up  in  price  so  that  i 
is  above  the  strike  price  of  the  call; 
that  too  will  cause  narrowing,  creai 
ing  a  loss.  However,  this  strateg 
does  have  a  fairly  wide  profitabilit 
band  around  the  strike  price. 

All  of  the  comments  here  can  als 
be  applied  to  puts.  In  this  case,  yo 
would  use  a  strike  under  the  curren 
market  price  of  the  futures  contrac; 
The  chart  shows  how  the  two  cor 
tracts  making  up  a  crude  oil  caler 
dar  call  spread  would  act  to  generat 
a  profit  or  loss. 

I  think  a  call  calendar  spread  is 
potentially  interesting  trade  if  it  ca 
be  put  on  at  a  debit  of  less  tha 
15  cents  by  buying  June  and  shon 
ing  May,  using  the  $19  strike.  Th 
same  strategy  using  puts  with  a  $1 
strike  also  seems  like  a  low-ris 
idea.  Both  these  trades  assume  tha 
the  crude  contract  is  selling  be 
tween  $17  and  $19  at  the  time  yo 
put  on  the  trades.  If  not,  adjust  th 
strikes  accordingly.  Commission 
on  a  single  calendar  spread  shoul 
be  under  $40  at  a  discounter.  ■ 
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NFSS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


INDUSTRIAL  SITES 


INDUSTRIAL  SITES 


ixurious  Contemporary  Custom  Homes 
at  retail  for  $17.00 /sq.  ft. 


iodam  technology,  excellent  craftsmanship,  and  Amerh 
i  ingenuity  has  resulted  in  a  housing  design  with  stan- 
1  features  not  found  in  homes  selling  at  twice  the  price 


illy  insulated  •  Built-in  Computer  Canter 

»rmo  Pan*  Windows  which  allows  the  home 
ithedral  Ceilings         to  perform  many  tunc 
ierlor  Decks  tlona  for  the  occupants. 

LE'S  NEST  HOMES  is  seeking  one  district  representative  to  establish  retail  sales 

Protected  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

ndual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 
ie  may  he  lived  in  or  used  as  an  office. 

Caff  Mr.  Farb 
Phone  #  (404)  479-9700 
P0.  Drawer  1569.  Canton.  GA  30114-1569 


•  Quality  Construction 

•  FHA  snd  VA  Accepted 

•  Interior  Design 
Flexibility 


BE  THE  BOSS 

Sir  Speedy  Printing  Center  tran- 
Over  700  others  have,  ask  them, 
ill  today  for  tree  information 

Prmttng  Cancvra 

23131  Vl-RDUGO  DR1VH 
UNA  HILLS,  CA  92653-134?. 
CALL  1-800-854-3321 


INANCIAL  SERVICES 

IMMEDIATE  CASH 
FOR 

:0UNTS  RECEIVABLE 

«0  RED  TAPE— NO  DELAY 

TOWERS 
REDIT  CORPORATION 

A  subsidiary  of  TfC  Towers 
iciol  Corporotton,  on  OTC  Compony 

200  Modison  Avenue 
New  York,  NY  10016 

212-696-0505 

Outside  New  York  State 

800-553-3322  ^ 

XECUTIVE  SERVICES 


ck  Ties  Narrowed 

Rediscover  some  old  friends 
We  II  narrow  your  closet 
classics  to  a  stylish  3  W  (or 
state  /vir trill  Great  birth 
day  or  Christmas  gift 
Send  S 1 3  50  for  each  set 
of  3  ties  to 
SUM  TIES  CO. 
44  Monterey  Blvd..  Dept  O 
KISCO.  CA  94131         (415J  585-6100 


COMPUTERS 


lie  /haek-TANDY 


pur  10th  year  of  DISCOUNTS 
UTERS  A  CELLULAR  PHONES 

Fgt  Prepaid  Save  Tax 

Toll  Free  800-231  •3680 

TlflRYfTlflC  INDUSTRIESINC 
22SI1  Katy  Fwy 
Katy  (Houston)  TX  77450 
-713-392-0747  Telex  774132 


ELLANEOUS  FOR  SALE 

STMENT  GEMSTONES! 
RANTKKI)  LIQUIDITY!!! 

olesale  catalog   Satisfaction  (itd 
:ars!  Member: 
Jewelers  Board  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
rcenville,  Kentucky,  42345 
HA.  KRKK  1-800-626-8352 


FRANCHISING 


Franchise 

your  business! 

For  the  expert  help  you  need  to  become  a 
franchisor,  call  the  franchise  specialists 

fTcmcorp 

CHICAGO  LOS  ANGELES 

20200  Governors  Drive  6033  W  Century  Blvd 

Olympia  Fields,  IL  60461  Los  Angoles,  CA  90046 
(312)  481  2900  (213)  338  0600 


FRANCHISE 


Your  Business. 


FRANCHISE  CONSULTING  GROUP,  INC 

101  Derby  Street,  Hmgham,  MA  02043 
In  Mass  (617)  740-2211 
Outside  Mass  (800)  358-8011 


TRAVEL 


EASTERN 

AIRLINES 

Bondholders 

For  Top  Current  Quotes 
on  Travel  Vouchers 
Call: 

800-443-8884 
212-529-0581 


BUSINESSVE  GIFTS 


YOUR  ADDRESS  IN  EUROPE 

Mail  forwarding  service  offers  re- 
direction ol  letters  to/from  European 
addresses.  Private,  confidential,  dis- 
creet. Send  for  free  details  Use  44  cent 
stamp  lor  Air  Mad  10 

Randall,  Am  Heillgenberg  34 
6352  Ober-Moerlen,  West  Germany 


YACHTS 


DONATE  YOUR  BOAT 

Receive  ("ash  I  Tax  Savings 

Will)  a  bargain  sale  to  a  charily,  our  cash 
purchase  +  your  income  iax  savings  give 
you  a  substantial  financial  return. 
Airplanes,  Real  F.statc  &  Motor  VebiclCI 

AMERICAN  INSTITUTE 

800-826-6840 
FL:  305-772-5773 


NEAR  SITED. 


NEAR  Interstates  16  and  95, 

NKAR  Savannah  International  Airport, 

NEAR  the  Port  of  Savannah. 

This  industrial  shell  building  is  in  the  Savannah  Port 
Authority  Industrial  Park,  10  miles  northwest  of  down- 
town Savannah  in  Chatham  County.  77,280  sq.ft. 
expandable  to  1 50,000  sq.ft.  on  8 
acres.  Masonry  and  metal  construction. 
23  ft.  ceiling  height.  For  sale  or  lease. 

For  more  information  contact:  Kevin  Shea, 
Savannah  Economic  Development  Partnership, 
P.O.  Box  128,  Savannah,  Georgia  31402-0128,  or 
call  1-800-722-8044  (In  (korgia  1-800-262-8525). 


Savannah 
Economic 
Development 
Par-fcner-ehip 

FR387 


WINE  CELLARS 


WINE  CELLARS 


WlNECELLARS-USA 

High-Ouality  •  American  Made 
Lifetime •Warranty  on  Redwood  Racks 

Custom  Rack  Systems  and  Cellars  from  600  ■  20,000  Bottle] 
Standard  Features:  Wood  Construction*  Individual  Hottle  Nesting 
5  Yr  Warranty  on  Compressor* Uniform  Temperature  &  Humid' 
ity  and  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 

Rrl.iil  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

880  Bottle  Twin  Unit   4495  2795 

Karn  $  1 00  or  more  commission  on  sales  from  your  leads . 

Our  cellars  arc  bigger,  better  &  cost  less!  Request  our  catalog  of 

rare  wines  &  other  cellars,  we  are  licensed  wine  merchants — Call 

Olympic  Sales  Co.  since  1947 

839S.LaBreaAve.,  Los  Angeles,  C  A  90036'  Visa/Amhx/MC 
(800) 4 2 1  -804 5 orinCA(213)937-3221    •   We  Ship  Anywhere. 


AUDIO  TAPES 


EXECUTIVE  GIFTS 


E&^lnstant" 
foreign  Vocabulary! 

VocabuLearn  teaches  you  in  the  way 
you  learn  languages  best  -through  sim- 
ple vocabulary,  not  cumbersome 
phrases  Everything  is  contained  in  two 
90-mlnute  stereo  cassettes  and  a 
pocket-size  dictionary  Choose  Spanish, 
French,  Italian,  German,  Japanese, 
Korean,  Chinese  or  Russian  Just  $19.97 
including  $1.25  shipping— post-paid  to 
FORBES  readers! 


For  MasterCard,  VISA  &  AMEX  orders 
Call  Toll  Free:  800-443-0100  Ext  61 5A 
Or  send  $19.97  to  Penton  Overseas,  Inc. 

5959  Corvette,  Los  Angeles,  CA  90040 


MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS 


DRIONIC "  —  the  heavy 
sweater's  answer  to 
costly  and  embarrass 
ing  underarm,  hand  or 
foot  sweat.  Short  treat- 
ment with  electronic 
Drlonlc  keeps  these 
areas  dry  for  6  week 
periods  Recommend 
ed  by  dermatologists 
everywhere.  Send  tor 
free  information. 
Clinical  studies 
available  to  physicians 

GENERAL  MEDICAL  CO 
Oept  FOB-? 
1935  Armacost  Ave 

Los  Angeles.  CA  9002b 


STAND-UP 
DESKS 


\HV>  lomlrcn,  Houston,  lexas  77(Kil 

(713)975-9721 

Outside  Ux.is  I  KOO-lVtS-iOnS 


CIGARS 


UNDERARMS 


CIGARS  , 
35%  OFF 

I      CALL  800-872-5544  a 


CALL  800-872-5544 

(NY  Statt:  212-221-1408) 


^MACANUDO  ROTHSCHILDS  * 

|  $3355  Bon  25  (6</>  RC42).  Save  S18 ,BS| 

'>|n-r  itv  Natural  Claro  Maduto  Wrappei 

■  .ill  liu  rli'j  mini-,  mi  tic\l    \x-iU-i  I 
*  PART&OAS       MACANUDO    DON  DIEOO 

IH.  UPMANN     MONTECRUZ  Tl  ami, 
RAMON  All  ONI  S  .  .  .  ANY  TOP  BRAND! 
I  HI  I  '  ,il,ilni|  '.ciulilici  >  in  M0  .1(1(1  V  tor 

I shipping  N  Y  residents  add  sales  lax 
FAMOUS  SMOKE  SHOP 

■  Dept  104.  K>  W  390i  St .  New  York  NY  10018 


Streetwalker 


Pepsi's  bubble 

Giant  PepsiCo  Inc.  (sales,  $9.3  bil- 
lion) went  on  a  $1.7  billion  ac- 
quisition spree  last  year  and  didn't 
stop  until  it  bought  Seven-Up  Interna- 
tional, Kentucky  Fried  Chicken  and 
soft-drink  bottler  MEI.  But  earnings 
have  been  slow  to  materialize,  and 
long-term  debt  has  climbed  from  26% 
to  42%  of  total  capital.  Investors  got 
indigestion:  The  stock  hovered  in  the 
mid-20s  during  the  second  half  of 
1986,  rose  to  around  30  in  mid-Janu- 
ary and  let  the  rally  pass  it  by.  Recent 
price:  31. 
Analyst  Emanuel  Goldman  of  San 


Snack  food  from  PepsiCo 
Back  in  the  chips? 


Francisco's  Montgomery  Securities 
thinks  it's  time  for  brave  buyers  to 
step  forward.  "There  is  so  much  hap- 
pening at  Pepsi  that  I  can't  be  specific 
on  what  exactly  will  do  it,"  says  Gold- 
man, "but  sometime  during  the  next 
12  months  I'm  betting  something  will 
kick  off  the  stock." 

Things  are  certainly  happening  at 
PepsiCo's  Frito-Lay.  The  snack  food 
leader  has  been  hurt  by  poor  market- 
ing; a  bunch  of  new  products  were 
launched  prematurely.  But  in  Novem- 
ber Michael  Jordan,  president  of  Pep- 
siCo, assumed  responsibility  for 
Frito-Lay.  His  mandate  is  clear  and 
firm:  Keep  eosts  under  control  and 
build  volume  efficiently. 

Things  are  also  happening  in  soft- 
drink  bottling,  where  prices  are  final- 
ly rising  after  five  flat  years.  "The 
discounting  in  soft-drink  bottling  has 
gone  on  for  so  long,"  Goldman  says, 
"people  aren't  noticing  that  it  has 
started  to  let  up." 

As  for  the  acquisitions,  Goldman 
says  they  will  prove  to  be  good  fits. 
Seven-Up  International  increases  Pep- 
siCo's revenues  in  the  overseas  soft- 


drink  market  without  the  need  for 
adding  personnel.  MEI  can  be  easily 
integrated  into  PepsiCo's  aheady  vast 
bottling  operations.  In  fast  food,  mar- 
gins are  thin  at  Kentucky  Fried  Chick- 
en, fine  at  the  Taco  Bell  chain  and 
struggling  back  at  Pizza  Hut. 

Goldman  thinks  PepsiCo  will 
earn  $2  a  share  this  year,  vs.  $1.75 
last  year.  At  15.5  times  estimated 
1987  earnings,  Pepsi  isn't  dirt 
cheap,  but  it's  cheaper  than  it  has 
been. — Thomas  Jaffe 


Big  risk,  bigger  reward? 

Brand  Insulations  Inc.,  1986  sales 
of  $1 10  million,  got  its  start  put- 
ting insulation — much  of  it  asbes- 
tos— into  nuclear  facilities,  coal 
plants  and  the  like.  Those  businesses 
are  dying  now.  But  what  goes  in  must 
come  out.  The  Park  Ridge,  111. -based 
company  has  become  a  leader  in  the 
fast-growing  business  of  removing  as- 
bestos from  industrial  locations. 

For  years  Brand  was  a  piece  of  Stan- 
dard Shares,  Inc.,  a  publicly  traded 
investment  company  controlled  by  Ir- 
ving and  Neison  Harris  of  Chicago. 
But,  say  observers,  all  the  litigation 
and  potential  liability  over  asbestos 
scared  the  Harrises.  They  spun  off 
Brand  Insulation  in  1985  and  now 
hold  around  15%  of  Brand's  4.1  mil- 
lion shares. 

Earnings  estimates  on  Brand  are 
running  around  $1  a  share  for  1987,  a 
bit  better  than  last  year.  But  the  earn- 
ings mix  is  shifting  significantly  from 
insulation  contracting  to  asbestos  re- 
moval, with  more  to  come.  Recently 
trading  over-the-counter  at  16,  Brand 
is  selling  for  16  times  prospective 
earnings,  vs.  multiples  of  20  to  25  on 
other  asbestos  removal  firms.  Our 
sources  don't  deny  liability  potential 
inherent  here  but  think  it  is  out- 
weighed by  the  potential  rewards. 
"This  could  be  a  strikeout,"  one  says, 
"but  I'm  betting  on  a  homer." — T.J. 


The  brilliant  Dr.  S. 

Tlhere  has  been  a  lot  of  talk  recently 
about  Teledyne  Inc.,  the  conglom- 
erate built  by  the  remarkable  Dr.  Hen- 
ry Singleton.  In  the  wake  of  the  mar- 
ket's 54-point  leap  on  Feb.  17,  there 
should  be  talk.  Teledyne,  one  of  the 
great  growth  stocks  of  the  last  decade, 
has  been  lagging  the  market  badly.  Its 
1986  high:  368.  Recent  price:  321. 


The  informed  speculation  now 
that  Teledyne  is  ready  to  catch 
The  speculators  are  probably  right 

Robert  Hanisee,  an  analyst  at  i 
Angeles'  Seidler  Amdec  Securit 
notes  that  Teledyne  borrowed  hea^ 
in  1984  to  repurchase  42.5%  of 
20.3  million  shares  then  outstandi 
(Teledyne  paid  $200  a  share.) 

The  equity  base  down,  Single 
has  since  been  using  cash  flow  i 
liquidating  the  company's  stock  pi 
folio  to  pay  down  debt.  Teledyi 
debt  is  now  back  to  where  it  i 
before  the  buyout.  Hanisee  says  J 
gleton  thus  has  plenty  of  flexibi 
should  he  want  to  buy  in  more  sha 
(Singleton  himself  has  not  been  a  s 
er;  he  owns  13.7%  of  the  1 1.7  mill 
Big  Board  shares.) 

Hanisee  also  suspects  Singlet 
now  70,  is  becoming  aware  not  onl 
his  own  mortality  but  that  of  his  as 
ciates,  too.  William  Shannon,  a  lo 
time  friend  and  director,  died  last  y 
at  68.  George  Kozmetsky,  another 

U  ilium  I 


Teledyne's  Henry  Singleton 
Playing  catch-up. 


rector,  is  69.  Most  of  senior  mans 
ment  is  over  65,  including  68-year- 
President  and  Chief  Executive  Geo 
Roberts,  named  only  last  year. 

As  a  result,  contends  Hanisee,  S 
gleton  may  be  thinking  more  in  tei 
of  decentralizing  Teledyne,  giv 
younger  managers  more  control  o 
more  pieces.  This,  in  turn,  might  1 
Singleton  to  think  more  in  terrm 
Teledyne's  worth  as  the  sum  of 
parts,  says  Hanisee,  implying  t 
there  may  be  spinoffs. 

Finally,  Hanisee  thinks  that  T< 
dyne  is  a  buy  on  its  earnings  as  w 
Last  year  the  $3.2  billion  (sales)  cc 
pany  earned  a  rather  disappoint 
$20.35  a  share.  But  this  year  taxes ; 
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nsion  costs  will  be  down  sharply, 
lile  earnings  from  Teledyne's  in- 
istrial  businesses,  oil  drilling,  and 
operty  and  casualty  and  life  insur- 
ce  operations  will  be  up.  Hanisee  is 
Dicing  for  earnings  of  nearly  $26  a 
are  in  1987 — more  than  enough,  he 
ncludes,  to  warrant  a  buy  recom- 
endation  on  Teledyne  at  current 
rels.— T.J. 


lut ion.  anyone? 

|  n  Mar.  12  the  suffering  sharehold- 
ers of  $120  million  (sales)  GCA 
>rp.  will  be  asked  to  approve  an 
uity-for-debt  swap  that  will  result 

dilution  on  a  truly  massive  scale. 
ZA,  an  Andover,  Mass. -based 
ilder  of  semiconductor  manufac- 
ring  equipment,  got  into  trouble  in 
85  when  it  lost  $6.78  a  share, 
ping  out  its  equity.  The  stock,  41 

early  1984,  was  recently  IVa  on 
e  Big  Board. 

GCA's  cash  flow  can  no  longer  ser- 
:e  its  mountain  of  debt.  So  it  in- 
lds  to  raise  $72  million.  Part  will 
me  through  a  private  placement, 
r  the  rest,  it  plans  to  give  sharehold- 
>  and  a  group  led  by  Cleveland's 
illwood  Group  Inc.,  a  noted  restruc- 
rer  of  distressed  companies  (Forbes, 
r.  21,  1986),  the  right  to  buy  new 
mmon  shares  at  17  cents  each, 
[ack  Kneafsey,  a  reorganization  spe- 
dist  at  Prudential-Bache,  calculates 
2A  will  have  to  issue  about  440 
illion  shares,  smothering  the  14 
illion  shares  now  outstanding.  The 
ly  thing  GCA  stock  can  do,  says 
leafsey,  is  head  straight  south  until 

stabilizes  at  around  22  cents  a 
are.  Shortly  after  the  rights  offering, 
sre  will  be  a  l-for-50  reverse  split, 
[f  you  feel  you  must  try  to  play  this 
cky  situation,  here's  Kneafsey's  ad- 
:e:  Go  short  the  stock  now  out- 
inding  at  the  current  price,  ride  it 
wn  and  cover  your  short  before  the 
)ck  goes  ex-rights.  Or,  if  you're  a 
il  thrill-seeker,  Kneafsey  says,  ride 
e  stock  all  the  way  to  the  17-cent 
lge,  plus  the  value  of  the  rights. 
Hallwood's  group  will  be  working 
'  the  short-sellers  for  a  while,  since 
will  try  to  gain  as  big  a  chunk  of 
e  rights  as  it  can  at  the  lowest 
ssible  price.  This  is  what  hap- 
ned  when  Hallwood  arranged  to 
;apitalize  troubled  Brock  Hotels 
it  year.  Kneafsey  says  shorting 
"A  this  way  is  "like  shooting  fish 

a  barrel."  Nothing  is  that  easy, 
it  for  brave  investors  with  quick 
ts,  there's  probably  money  to  be 
ide  here.— T.|. 


Diversify  with  Vanguard 

NOW  $5,000 

CAN  BUILD  REAL  ESTATE 

INTO  YOUR  PORTFOLIO. 


Introducing 
Vanguard  Real  Estate  Fund  I, 
A  Sales-Commission-Free 
Income  Properties  Fund. 

•  Existing  U.S.  commercial  real  estate. 

•  Income-producing  properties. 
•Only  $2,000  for  IR  As. 

Our  new  Fund  will  invest  primarily  in  a 
diversified  selection  of  existing,  income- 
producing  commercial  properties,  such  as 
office  buildings,  shopping  centers  and 
industrial  parks,  located  throughout  the 
United  States. 

The  minimum  investment  for  Vanguard 
Real  Estate  Fund  I  is  $5,000,  or  $2,000  for 
IRAs  and  qualified  retirement  plans. 

If  you  are  interested  in  this  $100,000,000 
offering,  please  call  for  a  Vanguard  Real 
Estate  Fund  I  prospectus  included  in  the 
Information  Kit.  Or  send  the  coupon. 


Call  1-800-662  SHIP 
24  Hours,  7  Days 
IN  PHILADELPHIA  visit  our  Investment 
Center  at  1528  Walnut  Street. 

|~~ Vanguard  Real  Estate  Fund  I,  A  Sales-   1 

■  Commission-Free  Income  Properties  Fund 
I  Investor  Information  Department 
Valley  Forge,  PA  19482 

Please  send  me  your  free  Vanguard  Real 
Estate  Fund  I  prospectus  included  in  the 
Information  Kit,  which  I  will  read  carefully 
before  I  invest  or  send  money. 
Also  send  information  on  □  IRA. 
lam  a  Vanguard  Shareholder.  □  Yes  DNo. 

Name  


! 
I 
I 
I 
I 
I 

I  City/State/Zip- 

I  Phone*  L 

I 


Address- 


( Evening) 


THtVanguaitlGROUP 


This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  Fund  shares.  Such  an  offer  is  made 
only  by  a  prospectus,  copies  of  which  may  be  obtained  only  in  those  states  in  which  Fund  shares  may  be  offered 
lawful  ly.  The  Attorney  General  of  the  State  of  New  York  has  not  passed  on  or  endorsed  the  merits  of  this  offering. 
Any  representation  to  the  contrary  is  unlawful,  vanguard  Marketing  Corporation,  Distributor. 


T.  Rowe  Price  Tax-Free  High  Yield  Fund 

This  Fund's  current  712%  tax-free  yield  is  equivalent  to  a  taxable  yield 
of  1158%  in  the  38.5%  bracket,  10.95%  in  the  35%  bracket  and  9.89% 
in  the  28%  bracket.  The  Fund  invests  in  long-term,  medium-to-lower 
quality  municipal  bonds.  Yield  and  share  price  will  vary.  In  the  12 
months  ending  2/5/87  the  high  price  was  $12.20,  and  the  low  was 
$10.99.  No  sales  charges.  Call  weekdays  8:30am  to  8:00pm  EST: 
1-800-638-5660. 

T.RoweFHce  mi 

Invest  With  Confidence  WKJmk 

Mail  to:  T.  Rowe  Price 

100  East  Pratt  Street,  Baltimore,  MD  21202 
k     Send  a  prospectus  with  more  complete  infor- 
m     mation,  including  management  fees  and 

other  charges  and  expenses.  I  will  read  it 
Hk     carefully  before  I  invest  or  send  money. 


Name 


Address 


City'State'Zip 


TH507 


High  tax-free  yields:  call  1-800-638-5660 


'Average  annualized  yield  for  the  thirty  days  ending  2/5/87  based  on  an  average  price  per  share 
of  $12.12.  Average  maturity  during  this  period  was  23.6  years.  Income  may  be  subject  to  state  and 
local  taxes.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Aetna  Life  &  Casualty   74 

Alberto-Culver    124 

Alcoa   170 

Allen   82 

Allied  Electronics   100 

Allied-Signal    132,  157 

AMD    174 

Amerada  Hess   43 

American  Express 

(Robinson  Humphrey)    110 

American  Express 

(Shearson  Lehman  Brothers)    20,  69,  82 

American  Health  Systems   69 

AMR  (American  Airlines)  69,  106 

Anglo- American    100 

Apple  Computer  69,  1 74 

Aramco   60 

Arctic  Slope  Regional   43 

Armaments  Corp  of  South  Africa    100 

Arnold  &  Porter   40 

Asea    100 

Astoria  Federal  Savings   74 

AT&T    48,  90,  114 

Baker  International   45,  174 

Bankers  Trust   90 

Barclays  Bank    100 

Baskin-Robbins    128 

Bateman  Eichler, 

Hill  Richards   160 

Eddie  Bauer   136 

Baume  et  Mereier   137 

Bausch  &  Lomb   146 

BBC    150 

L.L.  Bean   136 

Bear,  Steams   69 

Bechtel   60 

Beneficial    146 

Bethlehem  Steel    48,  157,  174 

Bexar  County  (Tex.)  Health 

Facilities  Development   42 

Biltrite   16 

Black  &  Decker   48 

Blinder  International  Enterprises   82 

Boeing    106,  183 

Boettcher    160 

Boston  Properties   69 

Brand  Insulations    178 

Brecker  &  Merryman   69 

British  Petroleum   43 

Brock  Hotels   179 

Brooks  Brothers    136 

Burlington  Industries    120 

Benedictine    152 


Cameron- Iron  Works   45,  174 

Canon   66,  114 

Capital  Cities/ ABC   69 

Carpenter  Technology   48 

Cartier   137 

CDA  Investment  Technologies   170 

Chase  Manhattan   40,  146 

Chevron   43,  1 70 

Chili's    128 

Christie's   6,  144 

Chrysler    183 

Chubb   90 

Cigna  74 

Circle  K   128 

Circuit  City    136 

Citicorp  40,  146 

Clements  Fine  Art  Auctioneers    144 

Coated  Sales    120 

Coca-Cola    16,  82,  100,  110 

Coca-Cola  Bottling  Co  Consolidated    1 10 

Conoco  43 

Consumers  Power    146 

Cook  Inlet  Region   43 

Crazy  Eddie   82,  136 

Credit  Suisse  First  Boston   64 

Daewoo   10 

Daimler-Benz    183 

Dain  Bosworth   82 

Dalton  Camp   43 

DCNY   167 

De  Beers   100 

Diamond  Shamrock   43 

Dietrich   48 

Digital  Equipment    114,  174 

Christian  Dior    152 

Walt  Disney   16 

Donrey   78 

Douglas  Aircraft    183 

Dow  Janes  (Wall  Street  Journal)  40,  69 

Dresser  Industries   45 

Drexel  Burnham  Lambert    40,  69 

Du  Pont    120,  170 

Dunkin'  Donuts    128 

Dynascan   8 

Ebel    137 

Egon  Zehnder  International    59 

Exxon    43,  1 70,  1 74 

Federated  Department  Stores 

(Bloomingdale's)   48 

Fidelity   162 

First  Boston   69 

Fischbach  8 

Fluor  60 


Ford  Motor  

Fuller  Products   

The  Gap  Stores  

Carrett  Galleries   

GCA  

General  Electric    69,  90, 

General  Electric  (RCA)   

General  Mills  (Izod, 

Ship  'n  Shore)   

General  Motors    10,  100, 

Genrad   

GMR   II 

Goldman,  Sachs   69, 

Goodyear  Tire  &  Rubber    j 

Gourntan  Report   

Government  National  Mortgage 

Association    160, 

Gram's  interest  Rate  Observer   

Greyhound  

GTE  

Halliburton   45, 

Hallmark  Cards   

Hallwood  Group  

Hardy   

Hart  Galleries   

Hazclden   

Hcidnck  &  Struggles    16, 

HJ.  Heinz   

Henley  Group   

Hershey  Foods   

Holland  Holland   

Home  Shopping  Network   

Homestake  Mining   

Household  International  

Hughes  Tool   

Humana   

E.F.  Hutton   

IBM    69,  74,  100, 

Imasco  USA  (Hardee's  Food 

Systems)   

Information  Resources  

Intel  

Isuzu   

ITT  

Fred  loaillier   

Jolxmriesburfi  Star  

Johnson  Products   

PWT  Group   

Kane,  Parsons   

Keefe  Bruyettc   

Kenjo  Jewelers   

Kidder,  Peabody   40,  45,  60, 

Komatsu   
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aryland  National   168 
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cDonald's    16,  128 
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iller  &  Schroeder's  Municipal  Investors 
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ssan  Motor    132,  150 

jrth  American  Watch  (Concord)   137 

IVA   106 

fnex  (New  York  Telephone)    140 

fshore  Data  Services   45 

den  Cameras  66 

g.  C.  Olivetti    1 14 

ympus   66 

jpenheimer  Management    160 

ihman's  Sporting  Goods    136 

sens-Illinois   170 


PaineWebber  Group    69,  146.  160 

Panasonic  8 

Patek  Philippe    137 

Peat,  Marwick,  Mitchell    78 

Pennzoil    170 

Pentax   66 

Peoples  Savings  &  Loan  42 

PepsiCo   178 

Petrobras   45 

Pfizer  69 

Philip  Morris  (General  Foods)    16,  170 

Phillips  Van  Heusen   48 

Piaget    137 

Pillsbury  (Burger  King)    10,  128 

Piper  Jaffray   82 

Porsche   8 

Price  Waterhouse    74 

T.  Rowe  Price   162 

Procter  &  Gamble   69,  100 

Prudential  Securities  Group   35,  179 

Putco   100 

Putnam    160 

Quaker  Oats 

(Fisher-Price  Toys)   48 

Quaker  State  8 

Reading  Railroad   48 

Reebok   48 

Reliance  Group  Holdings   69 

Revlon   124 

Reynolds  Metals   152 

River  Oaks  Bank  &  Trust   144 

Rochester  &  Pittsburgh  Coal    20 

Rolex   137 

Rouse    162 

Royal  Dutch/Shell  Group  60,  74 

Rykoff-Sexton   168 

Salomon    168 

Sasol   100 

Schlumberger   45,  1 74 

Seagate  Technology    158 

Sears,  Roebuck   48 

Sears,  Roebuck 

(Dean  Witter  Reynolds)   160 

Seidler  Amdec  Securities    178 

Hattori  Seiko    137 

The  Sharper  Image    136 

Shea  &  Gould  40 

Sige   1 14 

Sigma  Designs   82 

Smith  International   45 

Soft  Sheen  Products    124 

Sony   8 

Sotheby's  Holdings   6,  144 


Southwest  Airlines    106 

Spears  45 

Stamps  26 

Standard  Oil  of  Ohio  43 

Standard  Shares    178 

J.P.  Stevens    120 

Paul  Stuart    136 

Sud  Aviation   183 

Sun   90 

SunTrust  Banks    168 

Sutro    160 

Suzuki   10 

Tax  Analysts    74 

Teledyne    178 

Texaco    170,  174 

Texas  Air    106 

Touche  Ross   69 

Toyota  48,  132 

Travelers  74 

Travelers  (Dillon,  Reed)   40 

Travelers  Mortgage  Service    69 

Triumph  Adlcr    1 14 

TSK   45 

TWA   90 

Twenty-First  Securities   80 

U.S.  News  &  World  Report   69 

U.S.  Steel    183 

U.S.  Trust    168 

UAL    106,  140 

Union  Carbide  69,  1 70 

Unisys  (Sperry,  Burroughs)   69 

United  Sciences  of  America   8 

The  United  States  Shoe 

(Freeman  Shoe)   48 

United  Technologies   170 

United  Telecom    146 

Unocal   43 

USAir  90 

USF&G   42 

USX   157,  170,  174 

Vanguard  Marketing    162 

VF  (Lee)   48 

Wedtech    14 

Wendy's  International    128 

Westinghouse  Electric    140 

Westmoreland  Coal    20 

Whcrehousc  Entertainment    168 

Wilshire  Associates   157 

F.W.  Woolworth    170 

Writer   162 

Wyomissing  Industries   48 

Xerox  69,  114 

Yashica   66 
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The  single,  most  meaningful 
measurement  of  corporate  performance. 


Forbes  presents  the  19th  Annual  Ranking  of 
America's  largest  corporations. 

The  500s  opportunity 

Because  of  its  editorial 
importance,  it  is  a  special  issue 
published  in  addition  to  Forbes 
regular  biweekly  schedule.  An< 
the  most  reliable  single  referen 
of  top  corporate  performance 
published,  the  Annual  Director 
provides  increased  longevity  ai 
visibility  for  advertisers,  as  we 
maximum  response  in  reader 
inquiries. 

Take  advantage  of  the 
opportunities  the  Forbes  500s  c 
your  1987  advertising  program 
Contact  your  Forbes  represents 
for  more  information  and 
reservations  or  call  Stephen  G. 
Nicoll,  Director  of  Advertising 
(212)  620-2228. 

The  Forbes  500s 

Issue  Date:  April  27,  1987 
Closing  Date:  March  23,  19 
Partial  Pages:  March  16,  19 


The  Forbes  500s 

The  best  formula  to  measure 
success  is  to  look  at  all  measures  of 
success.  In  the  April  27th  issue, 
Forbes  will  rank  the  top  500  U.S. 
companies  by  4  separate  measures 
of  accomplishment;  Sales,  Profits, 
Assets  and  Market  Value.  Forbes' 
Annual  Directory  will  also  include 
statistical  reports  on  "Jobs  and 
Productivity",  and  "The  500s  on 
Wall  Street','  which  track  the  stock 
market  records  of  every  company 
listed  on  one  or  more  of  the  Forbes 
rankings — approximately  800  in  all 

Powerful  subscriber 
market 

The  Forbes  500s  is  an 
important  business  tool  used  year- 
round  by  Forbes'  powerful 
executive  and  investor  audience. 
With  a  circulation  of  720,000, 
nearly  half  of  Forbes'  subscribers 
hold  top  management  positions  in 
business.  They  are  also  active 
investors.  Eighty-eight  percent 


own  corporate  stock  with  average 
holdings  valued  at  $55 1 ,000.  And, 
over  half  serve  as  investment 
advisors  for  individuals, 
corporations,  estates,  trusts  and 
pension  funds. 


Forbes 

Capitalist  "fool 


Flashbacks 


Edited  by  Dero  A.  Saunders 


Roads  like  the  Southern  had  to  scratch  hard  for  new  business  to  meet  truck  challenges 


rhe  more  things  change. .  . ." 
Items  from  past  issues  of  Forbes 


ixty  years  ago  in  Forbes 

rom  the  issue  of  March  IS,  1927) 

rhe  decline  in  domestic  commodity 
ices  which  began  in  the  latter  part 
the  past  month  has  continued  thus 
r  in  March,  and  the  downward 
ovement  seems  to  have  gained  mo- 
entum  in  recent  weeks.  The  decline 
is  been  rather  general  in  the  grain 
arket  and  also  among  most  of  the 
her  classes  of  important  domestic 
immodities." 

Another  Vanderbilt  box  in  the  Met- 
politan  Opera  House  has  been  sold, 
e  newspapers  announce.  This  draws 
tention  afresh  to  the  decay  of  the 
inderbilt  family  as  a  financial  pow- 
.  The  Vanderbilt  dynasty  is  disinte- 
ating.  Not  one  Vanderbilt  is  a  force 
the  world  of  large  affairs  today.  The 
lly  Vanderbilt  the  public  has  heard 
lything  about  during  recent  years  is 
e  youthful  Cornelius,  who 
unched  several  tabloid  newspapers, 
ith  disastrous  financial  consc- 
iences— so  disastrous  that  he  has 
lpaid  debts  of  a  million  or  two.  .  .  ." 


aker  Heights  near  Cleveland  was  one 
the  first  planned  U.S.  suburbs 


if ty  years  ago 

rom  the  issue  of  March  15,  1937) 

t  is  my  judgment  that  in  our  compe- 
tion  with  the  Japanese  textile  indus- 
y  we  are  not  competing  with  labor 
:ploitation  or  with  lower  living  stan- 
irds.  It  is  more  correct  to  say  that  we 
e  competing  with  a  totally  different 
ode  of  life." — President  Claudius  T. 
lurchison,  Cotton-Textile  Institute 


"March  opens  with  history-making 
labor  developments  as  John  Lewis' 
CIO  vertical  unions  chalk  up  striking 
gains.  Steel  industry's  united  front 
against  them  breaks  as  Carnegie-Illi- 
nois, U.S.  Steel  subsidiary,  negotiates 
with  CIO's  Steel  Workers  Organizing 
Committee.  Though  bargaining  cov- 
ers only  union  members,  negotiations 
hold  deep  implications  for  all  busi- 
ness. Meanwhile,  General  Electric  in- 
vites CIO  union  to  confer;  Chrysler 
begins  bargaining  with  CIO's  United 
Automobile  Workers;  and  business- 
men, knowing  that  other  steel  compa- 
nies often  follow  U.S.  Steel's  lead  in 
prices,  wages,  hours,  wonder  if  they'll 
also  follow  in  changed  attitude  to- 
ward unions." 


Twenty-five  years  ago 

(From  the  issue  of  March  15,  1962) 

"By  the  end  of  last  year,  predictions  of 
a  developing  boom  were  everywhere. 
When  President  Kennedy  sent  his  an- 
nual economic  report  to  Congress  in 
January,  he  lined  up  firmly  with  the 
optimists,  projecting  a  10%  gain  in 
gross  national  product  for  1962  (to  an 
annual  rate  of  $570  billion).  .  .  . 

"Last  month  many  of  the  optimists 
were  having  second  thoughts.  In  Janu- 
ary, the  latest  month  for  which  de- 
tailed figures  were  available,  the  re- 
covery had  definitely  faltered." 

"For  the  first  time  in  the  brief  history 
of  the  space  age,  more  people  were 
employed  in  the  missile  industry  last 
year  than  in  companies  making 
manned  aircraft  and  parts.  Total  num- 
ber of  missile  employees  in  1961  was 
565,000,  according  to  the  U.S.  Labor 
Department,  with  more  than  one- 
third  of  them  at  work  in  California." 


"Douglas  Aircraft  has  withdrawn 
from  the  medium-range  passenger  jet 
market.  It  will  cancel  an  agreement  it 
had  for  two  years  with  Sud  Aviation 
to  sell  the  French  company's  Cara- 
velle  in  the  Western  Hemisphere. 
Douglas  executives  had  hoped  for 
enough  Caravelle  orders  to  make  pro- 
duction here,  on  a  license  basis,  pay 
off.  But  Boeing's  727  has  proved  too 
tough  to  beat." 


Ten  years  ago 

(From  the  issue  of  March  15,  1977) 

"The  International  Monetary  Fund 

reports  that  by  the  end  of  1976  Saudi 
Arabia  was  the  second-richest  coun- 
try in  the  world,  behind  only  Ger- 
many. At  the  end  of  1976  Germany 
had  $34.8  billion  of  international  re- 
serves in  foreign  currencies  and  gold. 
Saudi  Arabia  had  $27  billion  of  re- 
serves, a  near-doubling  in  two  years. 
In  a  year  or  two  Germany,  too,  may  be 
left  in  the  dust  by  the  Saudis.  We  tend 
to  think  of  the  U.S.  as  having  tremen- 
dous power  and  wealth.  But  our  hold- 
ings of  foreign  exchange,  gold,  special 
drawing  rights  and  position  in  the 
IMF  are  a  sad  third,  with  reserves  at 
the  end  of  last  year  totaling  only  $  1 8.3 
billion." 

"In  law-abiding  Germany,  auto  theft 
is  big  business.  About  65,000  cars 
were  stolen  last  year,  about  3%  of  all 
those  registered,  despite  strict  regula- 
tions requiring  locked  doors  and  igni- 
tions. In  not-so-law-abiding  Italy,  the 
figure  was  264,000  including  80,000 
autos  belonging  to  tourists,  mostly 
German.  Car  thieves,  it  seems,  love 
the  Mercedes-Benz  [as)  prime  'import- 
export  merchandise'.  .  .  ." 
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1  like  a  friend  better 
for  having  faults  that 
one  can  talk  about. 
William  Hazlitt 


Friends  are  a  second  existence. 
Baltasar  GraciAn 


If  we  all  told  what  we  know  of 
one  another  there  would  not  be 
four  friends  in  the  world. 
Blaise  Pascal 


Friends  are  like  a  pleasant  park 
where  you  wish  to  go;  while  you 
may  enjoy  the  flowers,  you  must 
not  eat  them. 
Ed  Howe 


A  friend  in  power  is  a  friend  lost. 
Henry  Adams 


Acquaintance:  a  degree  of 
friendship  called  slight 
when  its  object  is  poor  or 
obscure,  and  intimate  when 
he  is  rich  or  famous. 
Ambrose  Bierce 


He  that  has  friends 
has  no  friend. 
Samuel  Johnson 


A  metaphor:  To  maintain 
power  one  will  eventually 
be  required  to  kill 
a  friend. 
Earl  Shorris 


There  is  nothing  meritorious 
but  virtue  and  friendship; 
and,  indeed,  friendship 
itself  is  only  a  part 
of  virtue. 
Alexander  Pope 


Nothing  is  so  dangerous  as  an 
ignorant  friend;  a  wise  enemy 
is  much  better. 
Jean  de  La  Fontaine 


Thoughts 

on  the  Business  of  Life 


The  bird  a  nest,  the  spider  a 
web,  man  friendship. 
William  Blake 


To  have  sincere  friends  one  must  be 
a  sincere  friend.  Friendship  implies 
loyalty,  esteem,  cordiality,  sympathy, 
affection,  readiness  to  aid,  to  help, 
to  fight  for,  if  need  he.  The  real 
friend  is  he  or  she  who  can  share 
all  our  sorrows  and  double  all  our 
joys.  Poets  and  sages  all  tlyrough 
the  ages  have  reserved  their  loftiest 
language  for  the  portraying 
of  true  friendship. 
B.C.  Forbes 


Flatterers  look  like  friends, 
as  wolves  like  dogs. 
George  Chapman 


Can't  I  be  your  friend, 
but  I  must  be  your  fool  too? 


H.G.  Bohn 


Friendship's  full  of  dregs. 
Shakespeare 


Our  friends  abandon  us  only 
too  easily,  and  our  enemies 
are  implacable. 
Voltaire 


Friendship  being  incompatible 
with  truth,  only  the  mute  dialogue 
with  our  enemies  is  fruitful. 
E.M.  Cioran 


There  are  no  friends  at  cards 
or  world  politics. 
Finley  Peter  Dunne 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc. ,  60 Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


True   friendship   is   like  sourj 
health,  the  value  of  it  is  seldo 
known  until  it  be  lost. 
Charles  Caleb  Colton 


Friendships,  like  marriages, 
are  dependent  on  avoiding 
the  unforgivable. 
John  D.  MacDonald 


Friendship  is  an  arrangement  by 
which  we  undertake  to  exchange 
small  favors  for  big  ones. 
Montesquieu 


A  Text . . . 

Forsake  not  an  old  friend, 
for  the  new  is  not 
comparable  unto  him. 

ECCLESIASTICUS  9:10 


Sent  in  by  Paul  Stone,  Atlanta,  Ga.  Wha 
your  favorite  text?  The  Forbes  Scrapbook 
Thoughts  on  the  Business  of  Life  is  present 
to  senders  of  texts  used. 


It  is  more  shameful  to  distrust 
our  friends  than  to  be 
deceived  by  them. 
La  Rochefoucauld 


He  who  is  the  friend  of  all 
humanity  is  not  my  friend. 
Moliere 


I  am  already  so  popular  that 
someone  who  vilifies  me  become 
more  popular  than  I  am. 
Karl  Kraus 


A  friend  who  is  near  and  dear 
may  in  time  become  as  useless 
as  a  relative. 
George  Ade 
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Sterling.  The  Dream  Is  Bom. 


The  style  and  comfort  are  unmistakably  British. 
The  performance  comes  from  a  new  V-6  engine 
specially-built  by  Honda.  Together  they  advanced  the 
state  of  the  European  luxury  road  car. 

Sterling  comes  equipped  with  every  luxury  you 
should  expect  in  a  European  road  car,  and  many  you 
should  demand.  Rich  burled  walnut.  Supple  Connolly 
leather  and  the  Bosch  Anti-lock  Braking  System 
(ABS)*  Electric  moonroof.  Air  Conditioning.  Power 
windows.  Cruise  control.  A  six-speaker  high  fidelity 
system.  Remote  infrared  locking  and  an  advanced  . 
security  system. 

"A  Mercedes  owner  would  consider  it  keenly 

priced,  especially  when  looking  at  all  the 

goodies  ...I  can  even  see  Sterling  giving 

Jaguar  cause  for  worry.' 

—The  London  Financial  Times. 

The  heart  of  Sterling  s  sophisticated  perform- 
ance is  Honda  s  Formula  One  bred  2.5  liter,  V-6  engine. 


Sterling  sprints  the  traditional  benchmark  of  0-60  in 
8. 8  seconds,  and  will  reach  130  should  law  in  the  fast 
lane  ever  permit. 

"With  the  possible  exception  of  the 
Concorde,  no  machine  so  nicely  put 
together  has  ever  before  come  out  of 
England!' 

—Car  &  Driver  Magazine. 

Before  your  Sterling  leaves  the  factory,  it 
receives  over  900  quality  checks.  Then  it's  covered 
by  a  36  month 1 36, 000  mile  limited  warranty"  And 
we've  added  Sterling  PlusSM  nationwide  24-hour 
emergency  road  service  and  travel  assistance. 1 

For  the  name  of  your  nearest  Sterling  dealer,  call 
1-800-622-0550.  In  Illinois,  call  1-800-622-0440. 

And  come  drive  beyond  your  dream  of  what  a 
luxury  road  car  can  be. 


Sterling 825S  $19,000.  Sterling 825SL  $23,900. 


'Both  standard  on  the  825  SL-and  available  as  an  extra-cost  option  on  the  825S. 
"See  dealer  tor  details  on  unlimited  warranty  and  Sterling  P(os.S»» 
t Sterling  Plus  is  a  service  mark  of  Austin  Rover  Cars  ot  North  America  and  is  offered  in  cooperation  with  Cross  Country  Motor  Club. 
tManutacturer's  suggested  retail  prices.  Actual  prices  set  by  dealer.  Taxes,  license,  freight,  dealer  prep,  options  and  other  dealer  charges  extra 
Prices  may  change  without  notic  ,  m7  noy#r  c,f ,  „,  NorM)  4(Tw(cJ1 


Successful 

firms  recognize 


you  cant  be 

all  things  to  all 
people. 


For  70  years  Cushman  &  Wakefield 
has  specialized  exclusively  in  business  real 
estate,  unlike  other  firms  who  give  much  of 
their  attention  to  residential  real  estate. 

So,  no  one  offers  greater  insight  into  the 
business  of  only  business  real  estate  than 
Cushman  &  Wakefield. 

From  leasing  to  property  management, 
asset  management  to  appraisal,  financing 
to  sales,  our  business  experts  know  business 
real  estate. 

We  can  show  you,  for  example,  new  ways 
to  capitalize  on  your  existing  assets,  intro- 
duce you  to  innovative  financing  approaches, 
or  help  you  raise  capital  in  domestic  and 
international  markets.  We  do  it  best  because 
our  investment  experts  specialize  only  in  real 
estate  unlike  firms  that  deal  in  a  variety  of 
capital  market  commodities. 

For  the  unmatched  business  real  estate 
expertise  and  quality  you  get  only  from  the 
leader,  it's  Cushman  &  Wakefield. 


WAKEFIELD 

A  ROCKEFELLER  GROUP  COMPANY 

Business  Americas  Real  Estate  Firm. 


What  is 
strength? 


In  banking,  the  single  most  important  test  of  strength  is  capital. 
But  it's  not  the  only  one. 

At  Chemical,  we  recently  increased  our  capital  by  nearly  one 
billion  dollars,  and  our  capital  to  assets  ratio  puts  us  ahead  of  most  of 
our  competitors. 

But  we  set  performance  standards  for  ourselves  that  measure 
more  than  capital  levels  or  ratios  and  emphasize  the  skill  with  which 
we  deploy  our  capital  for  our  clients. 

We've  invested  our  capital  to  expand  into  investment  banking, 
using  it  to  support  an  average  securities  trading  volume  of  40  billion 
dollars  a  day. 

We've  broken  new  ground  in  interstate  banking— committing 
capital  to  the  largest  interstate  merger  in  banking  history,  with  Texas 
Commerce  Bancshares,  and  to  the  largest  merger  between  a  New 
York  and  a  New  Jersey  bank,  with  Horizon  Bancorp. 

In  the  end,  no  amount  of  capital  will  protect  a  bank  against  poor 
management,  while  there's  no  limit  to  what  hard  work,  sound 
management  and  imagination  can  accomplish  with  the  capital  we  have. 

That's  why  we're  proud  of  our  bank's  capital  strength  and  even 
prouder  of  our  personal  strengths:  CHEIVHOALEJMISJK 
financial  skill  and  judgment.         The  bottom  line  is  excellence. 
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The  will,  and  the  means 

It's  a  new  day'at  GE,  Senior  Editor  Ed  Finn  reports  in  our  cover 
story  this  issue.  At  GE,  Finn  writes,  profit  is  now  the  company's 
most  important  product.  Having  made  the  biggest  nonencrgy 
deal  in  U.S.  history  only  last  June,  when  it  bought  RCA  for  $6.4 
billion,  GE  is  hungry  for  yet  more.  It  has  the  will,  and  the 
means,  to  bring  off  another  RCA-size  deal. 

That  approach  to  improved  financial  performance  stands  in 
sharp  contrast  to,  say,  General  Motors,  which  in  its  own  strug- 
gle to  impress  investors  now  plans  to  invest  up  to  $5  billion  in  a 
stock  buyback  scheme.  With  GE's  shares  trading  at  close  td 
their  alltimc  high,  the  men  in  Fairfield,  Conn,  have  no  need  oil 
stock  buybacks.  The  story,  including  a  list  of  GE's  potential 
takeover  targets,  begins  on  page  74. 


When  doctors  disagree 


"The  enormous  growth  of  trading  in  financial  index  futures— 
the  S&P's  500,  the  S&P's  100,  the  NYSE  Composite  and  th< 
Value  Line  Index — has  me  deeply  worried,"  writes  Forbes  col 
umnist  David  Dreman  in  this  issue.  A  few  pages  later  his 
colleague  Stanley  Angnst  notes  the  alarm  these  instrument' 
inspire  in  sophisticated  observers  like  Dreman,  and  then  he  goes 
on  to  say:  "The  concern  is  unwarranted,  and  ...  I  think  I  car 
prove  it."  What's  going  on  here?  Can't  Forbes  make  up  its 
mind;  Nothing  of  the  kind.  What's  going  on  is  the  Money  & 
Investments  section's  doing  its  proper  business — letting  somq 
of  the  best  minds  covering  the  investment  scene  call  their  shots 
as  they  sec  them. 

There  is  no  party  line  on  the  meaning  of  the  news.  As  Dave 
Dreman  sees  it,  the  big  danger  in  stock  index  futures  trading  i? 
that  so  much  of  it  occurs  on  razor-thin  margins.  Trading  pro 
grams  based  on  the  action,  Dreman  fears,  can  spill  over  into  the 
stock  market  itself  and  make  it  far  more  volatile.  Stan  Angnst 
with  a  little  help  from  a  friend,  dives  into  the  numbers  tracking 
the  action  to  date  to  show  that  thus  far  there  is  no  undue 
volatility. 

Forbes  readers  will  be  the  wiser,  we  think,  for  their  disagree 
mcnt.  Dreman's  column  ("Doomsday  machine")  is  on  page  1 76 
Angrist's  ("The  not  so  awful,  truth")  on  page  180. 
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The  Cornerstone  Of  The  Toyota 

Touch. 

©  1987  Toyota  Motor  Sales.  U.S./ 

V,  Inc 

'uaiity.  A  word  talked  about 
everywhere.  But  at  Toyota 
we  produce  it  every  day  And 
the  Toyota  Touch  means 
you  can  expect  it.  Every  day. 
Your  satisfaction  is 
important  to  us.  If  you  have 
a  question  or  concern, 
we  want  to  know.  Talk  to  your 
Toyota  dealer,  or  call  our 
toll-free  number:  1-800-331-4331 
Quality  Value.  Satisfaction. 
Every  mile  of  the  way. 
That's  the  Toyota  Touch. 


who  TOYOTA 

COULD  ASK  IUTUIM 
FOR  ANYTHING 
MORE! 

Get  More  From  Life. . .  Buckle  Up! 


Between  vexing  insurance  problems  and  non-insura 


When  traditional  paths  to  coverage 
prove  impassable,  lames  insurance 
brokers  build  new  ways  to  get  there. 
nrr.es  is  a  trailblazer  in  forming  and 
ng  non-traditional  risk  man- 


agement alternatives.  Such  as  self- 
insurance,  off-shore  captives,  risk 
retention  groups,  and  over  50  differ- 
ent kinds  of  association  programs. 
In  industries  like  energy  and  phar- 


maceuticals, in  legal  and  medi 
malpractice,  in  professional  a 
D  &  O  liability,  lames  is  pioneer 
new  routes. 
In  more  than  90  offices  around 


tions  is  a  dangerous  chasm. 


■Will— — MMMMM 


ntry.  through  the  network  of  the 
Igwick  Group,  in  64  countries 
Idwide.  lames  innovations  sur- 
jnt  the  difficulties  to  take  clients 
?re  they  want  to  go. 


James  builds  the  bridge. 


America's  premier  insurance  broker 


Follow-Through 
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Who'll  sell 
what  to 
whom? 

Sept.  16,  1985 


The  U.S.'  estimated  121,000  inde- 
pendent sales  reps — agents  who 
act  as  outside  sales  forces  for  manu- 
facturers— are  the  Willy  Lomans  of 
American  business,  last  year  selling 
about  $150  billion  worth  of  goods. 
Those  efforts  accounted  for  roughly 
3.5%  of  the  gross  national  product — 
most  on  contracts  with  30-day  cancel- 
ation clauses.  As  Forbes  noted  two 
years  ago,  the  reps  were  )arred  when 
companies,  notably  several  Japanese 
consumer  electronics  makers,  began 
dropping  them  in  favor  of  their  own 
in-house  salesmen.  When  one  rep 
won  $625,000  in  a  case  against  Maxell 
for  the  firm's  too-hasty  termination  of 
his  deal  with  it,  other  suits  started. 
Most  are  still  in  the  courts,  but  manu- 
facturers have  taken  heed.  JVC,  an- 
other Japanese  consumer  electronics 
company,  for  example,  decided  last 
year  to  sell  directly  but  gave  its  reps  a 
year's  grace  to  find  other  lines. 

Now,  the  reps  say,  they  face  attack 
from  another  quarter — retailers.  The 
Organization  of  Manufacturers'  Rep- 
resentatives in  Washington,  D.C. 
charges  that  Wal-Mart,  the  nation's 
fourth-largest  retailer,  insists  on  by- 
passing manufacturers'  reps.  "Ninety 
percent  of  the  manufacturers  that  sell 
there  have  been  put  under  pressure  to 
drop  their  reps,"  says  a  spokesman. 

Wal-Mart  President  David  Glass 
claims  the  company  has  no  such  poli- 
cy, but  he  admits  it  "probably"  buys 
direct  more  often  now.  "We  don't  tell 
others  how  to  run  their  businesses, 
and  they  shouldn't  tell  us,"  he  says. 

Lowe's,  the  $2  billion  building  sup- 
ply chain,  Fingerhut,  a  $785  million 
catalog  house,  and  K  mart's  Builders 
Square  stores  also  now  bypass  reps 
most  of  the  time.  This  rattles  other 
retailers,  from  giant  Target  to  one- 
store  outfits  like  West's  of  Jasper,  Tex. 
Small  stores  rely  on  reps  and  fear  be- 
ing forced  to  buy  directly,  probably  at 
higher  costs.  Hundreds  of  small  man- 
ners using  reps  instead  of  in- 
housc  sales  forces  arc  also  worried. 


The  reps  argue  that  if  manufactur- 
ers have  to  hire  their  own  sales  forces, 
prices  can  only  go  up.  Retailers  that 
insist  on  being  served  directly  by 
manufacturers  could  drive  some  sup- 
pliers, particularly  small  ones,  out  of 
business,  they  say,  and  ultimately 
hurt  themselves  by  allowing  direct 
sellers  to  monopolize  their  markets. 


Where  are 
you,  Mr. 
Cheslock? 


Feb. 


198: 


Forbes'  skeptical  story  on  Home 
Shopping  Network  was  barely  in 
print  when  the  ring  pictured  above 
arrived.  The  woman  who  bought  it 
saw  it  on  a  Home  Shopping  Network 
program,  pitched  as  an  "exquisite  em- 
erald and  diamond  heart  ring,"  with  a 
retail  value  of  $500.  Lucky  home 
shoppers  could  have  it  for  $243.  En- 
tranced, she  made  the  call,  provided 
her  MasterCard  number,  got  the  ring 
in  the  mail — and  was  reduced  to  tears. 

Under  TV  lights,  the  ring  looked 
dazzling.  Under  a  jeweler's  glass,  the 
dazzle  disappears.  "Five  hundred  dol- 
lars retail  value  is  dead  wrong,"  ex- 
claims a  reputable  New  York  jeweler 
who  appraised  the  ring  for  Forbes. 
"The  diamonds  are  a  joke — worth 
about  $15.  The  emeralds?  The  best 
you  can  say  about  them  is  they're 
green."  His  appraisal:  $240  retail. 

What  about  that  formal-looking 
certificate  of  appraisal  that  accompa- 
nied the  ring?  Headed  "J&J  Cheslock, 
Jewelry  Appraisers  Since  1956,"  it 
gave  the  heart  ring  an  appraised  value 
of  $600,  signed  by  one  Jack  Cheslock. 
Calls  to  Cheslock's  Baltimore  office 
raised  an  answering  machine. 

If  this  ring  is  representative,  Home 
Shopping  Network  could  be  in  for 
many  unhappy  returns.  Investors 
have  begun  to  "return"  some  of  their 
Home  Shopping  Network  stock.  Fol- 
lowing the  Forbes  story,  HSN  shares 
fell  more  than  25%,  to  $28.  The  com- 
pany's plan  to  acquire  competitor 
COMB  was  scuttled.  Still,  at  a  recent 
$33  Home  Shopping's  market  capital- 
ization is  a  fanciful  $2.8  billion.  Some 
fads  die  hard. 


How  to 
market 
good  works 

Apr.  21,  1986 


A year  ago  Forbes  found  that  Save 
the  Children  Federation,  the 
country's  oldest  child-sponsorship 
agency,  was  using  advertising  sleight- 
of-hand.  While  entertainment  stars 
like  Paul  Newman  were  promoting 
the  joys  of  sponsoring  particular  chil- 
dren, the  charity  had  for  two  years 
been  putting  all  its  funds  into  com- 
munity projects  and  not  individual 
support  efforts.  Little  Pedro  never  di- 
rectly got  a  nickel. 

Save  the  Children  charged  in  a  re- 
cent annual  report  to  New  York  State 
that  Forbes'  1986  story  was  "on  the 
whole,  inaccurate."  But  after  the  sto- 
ry appeared,  Connecticut's  attorney 
general  ordered  the  charity  to  change 
its  advertising.  Two  network  news 
teams  marched  on  the  agency's  base 
in  Westport,  Conn,  and  confirmed  the 
story.  The  charity  itself  issued  a  long- 
overdue  in-house  manual  spelling  out 
tighter  sponsorship  procedures. 

The  agency's  61 -year-old  president, 
David  Guyer,  also  has  his  attorneys 
battling  some  unsettling  lawsuits.  In 
Arkansas  21  families  are  suing  for  $21 
million,  contending  that  their  chil- 
dren were  inaccurately  portrayed  by 
Save  the  Children  as  being  needy.  In 
another  lawsuit,  filed  in  New  Mexico, 
an  agency  field  director  charges  that 
he  was  harassed  and  eventually  fired 
for  talking  to  Forbes  and  to  NBC. 
Save  the  Children  is  countersuing. 

Meanwhile,  a  new  marketing  ap- 
proach is  under  way.  One  ad  has  actor 
Jack  Klugman  extolling  the  benefits 
of  both  child  sponsorship  and  com- 
munity development.  "If  you  take  is- 
sue with  the  whole  sponsorship  con- 
cept, then  the  ads  haven't  changed 
much  at  all,"  says  David  Ormstcdt,  an 
assistant  Connecticut  attorney  gener- 
al. "But  if  you  take  issue  only  with 
the  'question  of  funding,  which  we 
did,  then  the  ads  now  make  it  pretty 
clear  that  the  sponsors'  money  is 
pooled  for  community  projects." 

Federal  grants  to  Save  the  Children 
continue — $39  million  worth  in  fiscal 
1986 — but  income  from  the  private 
sector,  which  grew  a  remarkable  36% 
on  an  average  annual  basis  since  1981, 
was  essentially  flat.  What  price,  truth 
in  advertising?  Wait  and  see. 
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The 
Clone 

Killer. 

INTRODUCING  THE  COMMODORE  PC10  COMPUTER 


IBM-PC*  XT  Compatible.  But  never  call  it  a  clone. 
Call  it  the  Clone  Killer.  Because  with  the  PClO's  combina- 
tion of  graphics,  expandability,  reliability,  and  price, 
there's  no  reason  to  settle  for  a  mere  clone. 

The  Color  You  Want.  At  Commodore,  we  don't  see 
color  graphics  as  a  frilly  extra.  It's  a  necessity  for  any  seri- 
ous business  user... or  anyone  who  wants  to  run  great 
educational  programs  and  games  at  home.  That's  why  all 
PClO's  come  with  a  powerful  multi-function  graphics  card 
built  right  in.  So  you  get  color  and  graphics,  right  out  of 
the  box. 

The  Expandability  You  Want.  Never  take  expandabil 
ity  for  granted.  Because  some  clones  simply  can't  accept 
standard  expansion  cards.  And  that  means  when  the  time 
comes  to  expand,  some  clone  owners  will  have  a  lot  fewer 
options. 

Not  PC10  owners.  They  keep  their  freedom  of  choice. 
And,  adding  virtually  any  standard  expansion  card  is  as 
simple  as  slipping  it  into  one  of  5  full-size  internal  slots. 

The  Name  You  Trust.  You  wouldn't  buy  a  car  from  a 
computer  company.  So  why  would  you  buy  a  computer 
from  a  car  company?  Or  a  video  game  or  stereo  company, 
for  that  matter?  Fortunately,  the  PC10  was  designed  by 
Commodore— the  world's  largest  seller  of  home  com- 
puters. We  back  up  our  product  with  a  tough,  1  year  lim- 
ited warranty  and  over  1,000  service  centers  across  the 
country.  And  we'll  never  confuse  a  disk  drive  with  a 
drive  shaft. 

The  Unbeatable  Deal  You  Want.  We  built  our  name 
by  selling  better  technology  at  a  better  price.  And  the 
PC10  is  no  different.  Through  April  30  at  participating 
dealers,  you  can  get  a  PC10-2  with  640K  RAM  and  two 
disk  drives  for  only  $999^.*  Or  you  can  have  the  PC10-1 

COMMODORE  AND  THE  COMMODORE  LOCO  ARE  REGISTERED  TRADEMARKS  OF  COMMODORE  ELECTRONICS, 
LTD.  THE  CLONE  KILLER, '  THE  COMMODORE  PC10  AND  IT'S  NOT  A  CLONE    IT'S  A  COMMODORE''  ARE  TRADE 
MARKS  OF  COMMODORE  ELECTRONICS.  LTD  IBM  PC  IS  A  REGISTERED  TRADEMARK  OF  INTERNATIONAL  BUSI 
NESS  MACHINES  CORPORATION  MS  DOS  AND  GW  BASIC  ARE  REGISTERED  TRADEMARKS  OF  MICROSOFT 
CORPORATION  SIDEKICK  IS  A  REGISTERED  TRADEMARK  OF  BORLAND  INTERNATIONAL.  INC. 


with  512K  RAM  and  one  disk  drive  for  only  $849^.* 
Both  prices  include  over  $200^°  in  free  software,  includ- 
ing MS-DOS®  3.2,  Borland's  SideKick?  and  GW-BASIC.® 

So  if  your  dealer  asks  you  if  you're  in  the  market  for  a 
clone,  say  no.  Say  you're  looking  for  a  Commodore. 
For  the  name  of  a  PC10  dealer  near  you,  call 


1-800-345-8112. 
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It's  not  a  clone. 
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Trends 


Automobiles 


Soy  sauce  for  the  gander 

For  U.S.  automakers,  "buyer  in- 
centives" like  cash  bonuses  and 
giveaway  interest  on  car  loans  have 
become  a  way  of  life.  Now  it  is  Japan's 
turn.  Subaru  has  lately  joined  Toyota, 
Nissan  and  Mitsubishi  in  an  effort  to 
spur  sales  by  dangling  discounts  be- 
fore shoppers  in  the  form  of  cash  al- 
lowances to  dealers.  With  a  January 
inventory  double  that  of  the  year  be- 
fore, Subaru  is  offering  dealers  $500  to 
$1,200  per  car  to  move  7,000  leftover 
1986  models.  Toyota  is  putting  up 
$200  to  $1,000,  Nissan  $300  to  $600 
on  some  models,  and  Mitsubishi  be- 
tween $400  and  $1,000.  Mazda  is  still 
selling  its  cars  without  incentives  (al- 
though, like  most  Japanese  makers,  it 
does  have  them  on  its  trucks).  The 
reason  for  the  incentives?  No  mystery 
there.  Not  only  has  the  rocketing  yen 
forced  up  Japanese  car  prices  in  the 
U.S.,  but  demand  from  American  car 
buyers  has  been  weakening  for  U.S. 
and  Japanese  cars  alike.  Together,  the 
two  forces  mean  tougher  sales  and, 
ultimately,  slimmer  profits  for  all 
automakers,  Japan's  included. 


Investing 


Fidelity's  new  tack 

Boston-based  Fidelity  Investments 
has  been  selling  almost  all  of  its 
100-odd  mutual  funds  for  years  direct- 
ly via  toll-free  telephone  numbers, 
coupons  and  newspaper  ads.  Now  it  is 
going  after  the  broker-dealer  market, 
which  sells  perhaps  75%  of  all  mutu- 
als.  Fidelity's  vehicle  is  a  new  line  of 
Plymouth  mutual  funds,  to  be  sold 
only  through  broker-dealers  with  a 
3%  upfront  "load"  or  sales  fee.  The 
first  of  the  new  line,  a  "special  situa- 
tion" fund,  was  introduced  last  Au- 
gust, and  a  month  ago  three  more 
went  on  sale  through  brokers  and  fi- 
nancial advisers.  With  about  $75  bil- 
lion under  management,  Fidelity  is 
already  the  largest  private  seller  of 
mutuals  in  the  country,  and  the  new 
line  should  strengthen  its  lead.  Will 
brokers  go  for  the  low  3%  charge,  vs. 
the  7%  to  8%  commissions  paid  by 
other  load  funds?  So  far,  apparently 
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so.  Since  it  was  offered  in  August,  the 
Plymouth  special  situation  fund  has 
drawn  in  $150  million  from  eager 
clients. 


Where  ignorance  is 
bliss . . . 

After  canvassing  more  than  600 
high-bracket  investors,  New 
York  Life  Insurance  learned  some- 
thing it  might  have  guessed  from  the 
start:  Not  many  people  know  how  to 
invest  under  the  tax  reform  act.  More 
than  half  (55%)  of  those  queried  said 
they  didn't  know  which  investments 
would  fare  best  from  a  tax  standpoint 
under  the  new  law.  Among  the  45% 
who  did  have  opinions,  common 
stocks  were  the  investment  choice, 
followed  by  real  estate,  mutual  funds 
and  bonds.  An  overwhelming  44% 
said  they  relied  on  their  accountants 
for  investment  advice  and  18%  on 
"no  one."  Brokers  had  the  ear  of  13%, 
and  financial  planners  were  tied  with 
spouses  at  10%.  What  must  have  cha- 
grined New  York  Life  was  that,  when 
questioned  about  specific  invest- 
ments, only  4%  knew  that  universal 
life  insurance  provided  tax  relief  and 
only  2%  named  annuities  as  a  viable 
option.  The  wry  reaction  of  Lee  Gam- 
mill  Jr.,  a  New  York  Life  senior  vice 
president:  "This  survey  clearly  shows 
a  gap  in  investor  knowledge." 


Marketing 


Computers  as  salesmen 

Computers  can  already  read,  write, 
figure  and  remember.  Now  the 
question  is,  can  they  also  sell?  With 
18  million  personal  computers  at 
home,  13  million  more  on  office  desks 
(and  30.6  million  office  workers  ex- 
pected to  have  them  by  1990),  admen 
scent  a  new  medium.  Entrepreneurs 
such  as  The  SoftAd  Group  of  Sausa- 
lito,  Calif,  and  Einstein  Automation 
Solutions,  Inc.  in  New  York  City  are 
turning  out  computer  diskettes  with 
"interactive"  ads  that  allow  custom- 
ers to  ask  questions  and  get  answers. 
Pop  in  the  disks,  key  in  a  few  letters 
and — presto — the  disks  produce  a 
spiel  and  stand  ready  to  respond  to 
questions.  The  advantage,  according 
to  J.G.  Sandom,  Einstein's  head  of 
marketing,  is  that  consumers  retain 


only  20%  of  what  they  hear,  30%  of 
what  they  both  see  and  hear,  but  60% 
when  they  can  interact.  Einstein  has 
been  producing  its  InterAds  on  IBM- 
compatible  diskettes  since  late  last 
year — and  distributing  them  by  mail 
and  through  presentations  to  several 
thousand  computer  users  around  the 
country,  at  an  average  cost  to  adver- 
tisers of  $7,000  for  master  disks  and 
$1.15  to  $2  per  copy.  Its  20  clients  to 
date  include  Hearst  publications, 
Citibank,  TWA  and  Alden  Group,  a 
New  York  City  ad  agency.  Soft  Ad  has 
made  ads  for  Buick,  Chase  Manhat- 
tan, BMW  and  Covidea  (a  videotex 
joint  venture  of  AT&T",  Chemical 
Bank,  Bank  of  America  and  Time 
Inc.).  Charles  Schwab,  the  big  dis- 
count broker,  has  come  up  with  its 
own  ads  on  computer  disks. 


Population 


Long  live  youth! 

Longer  life  spans,  earlier  retirement 
and  the  steady  growth  in  the  num- 
ber of  senior — and  nonproducing — 
citizens  already  have  American  plan- 
ners worrying  about  the  future.  But 
the  U.S.  has  no  monopoly  on  these 
changes.  They  are  evident  throughout 
the  industrialized  world,  according  to 
a  study  by  the  International  Labor  Or- 
ganization in  Geneva.  In  1950  the  So- 
viet Union,  for  instance,  had  9  million 
people  over  60  and  not  working;  by 
the  year  2025,  that  figure  could  top  71 
million.  Japan's  seniors  will  grow 
from  3.6  million  to  26  million  in  the 
same  time  span.  The  other  half  of  the 

Yaki*  lcv  Ta»  Sovfoto 


Russia 's  senior  citizens 


As  the  world  goes  gray. 
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i  problem,  the  ILO  notes,  is  that  the 
I  increase  in  the  active,  working  popu- 
lation will  be  slight  and,  after  2000, 
[declining.  This  means  an  ever  m- 
j creasing  burden  on  workers  to  sup- 
:  port  an  ever  increasing  number  of 
Inonworkers.  In  1950,  the  ILO  points 
lout,  there  were  156  nonproducers  for 
I  every  1,000  workers  in  the  developed 
j  world.  By  2025,  there  could  be  455  for 
i  every  1,000.  That  means  that  in  less 
:>  than  two  generations  the  number  of 
people  looking  for  support  from  each 
1,000  workers  in  the  U.S.  will  go  from 
184  to  428;  in  the  U.S.S.R.,  from  94  to 
408;  in  West  Germany,  from  222  to 
l  701.  In  short,  productivity  will  have 
!•  to  rise  dramatically  or  else  living  stan- 
i  dards  will  have  but  one  direction  in 
>  which  to  go — down. 


Labor 


The  job  map 

The  places  to  look  for  job  growth  in 
the  coming  decades  will  be  the 
Sunbelt  cities,  including  Dallas, 
Houston,  Atlanta  and  Phoenix,  and 
the  two  coasts.  The  National  Plan- 
ning Association,  a  private  Washing- 
ton, D.C-based  group,  says  that  the 
Los  Angeles  and  Washington  metro- 
politan regions  will  be  the  prime  em- 
ployment areas  over  the  next  25  years. 
Economist  Nestor  Terleckyj  figures 
that  each  of  the  39  metropolitan  areas 
the  association  measured  will  create 
at  least  250,000  jobs  by  2010.  But  Los 
Angeles,  he  projects,  will  have  nearly 
6  million  by  then,  a  1.4  million  in- 
crease, while  Washington  and  its  en- 
virons will  have  more  than  3.4  mil- 
lion people  working,  a  growth  of  1.1 
million.  As  an  extra  added  attraction 
for  those  looking  west,  the  associa- 
tion says  the  Anaheim-Santa  Ana  area 
just  southeast  of  Los  Angeles  is  ex- 
pected to  rank  third  in  new  jobs,  with 
978,000. 


Sports 


Crashing  the  sports  act 

A30-second  spot  on  the  1987  Super- 
bowl  cost  advertisers  $600,000— 
8%  more  than  last  year — for  fewer 
viewers.  But  the  blockbuster  event  is 
no  longer  the  only  ad  game  in  town. 
Sports  marketing  is  a  $3  billion  indus- 
try— and  booming — says  Thomas 
Osenton,  associate  publisher  of  Sports 
Marketing  News  in  Westport,  Conn. 
Dozens  of  big-name  companies  like 
Nabisco  and  Manufacturers  Hanover 
are  creating  their  own  local  and  re- 


Fencers  in  action 

Tailoring  the  sports  dollar. 


—ism 

gional  amateur  sporting  events — from 
bike  and  road  races  to  golf  tourna- 
ments— as  ways  to  sell  to  target  audi- 
ences, not  for  30  seconds,  but  for 
weeks  or  even  months  on  end.  BMW 
has  started  the  BMW  Tennis  Plus 
Challenge,  an  amateur  tournament, 
to  give  its  southeastern  dealers  expo- 
sure among  the  region's  well-heeled 
tennis  players.  Cost:  about  $150,000  a 
year.  Smaller  companies  are  playing 
the  new  game,  too.  New  York  City's 
Enterprise  Press,  a  private  commer- 
cial printer,  has  put  its  name  on  the 
U.S.  Fencing  Association's  world 
class  annual  saber  tournament  to  beef 
up  its  name  among  clients — for  less 
than  $100,000  a  year.  The  Dallas 
Morning  News  is  building  circulation 
with  its  "Triple  Crown"  triathlon. 
Last  month  even  volleyball  got  into 
the  act,  as  one  group,  Major  League 
Volleyball,  Inc.  in  Sausalito,  Calif., 
launched  a  coast-to-coast,  six-team 
women's  league,  offering  local  team 
sponsorships  up  to  $10,000. 


Environment 


Making  profit  a  dirty  word 

California  has  another  first:  a  Safe 
Drinking  Water  &  Toxics  En- 
forcement Act  that  could  prove  a  ma- 
jor headache  for  the  state's  business 
community.  Under  the  new  act,  firms 
with  more  than  ten  employees  are 
now  barred  from  exposing  anyone  to 
"reproductive  toxins"  or  chemicals 
"known  to  the  state"  to  cause  cancer. 
Disposing  of  any  chemicals  on  the 
state's  master  list  into  potential 
sources  of  drinking  water  is  also 
banned.  The  problem,  warns  the 
American  Council  on  Science  & 
Health,  is  that  no  one  has  been  able  to 
set  a  "safe"  level  for  most  carcino- 
gens. In  fact,  the  list  of  known  cancer- 


causing  agents  includes  natural 
chemicals  in  staples  like  peanut  but- 
ter, pepper  and  mushrooms.  Further 
complicating  matters,  the  law  covers 
only  for-profit  enterprises,  not  gov- 
ernment agencies  or  charities.  We 
don't  get  the  rationale.  Does  Califor- 
nia not  care  about  its  citizens  working 
in  the  latter  two  categories,  or  might 
it  be  simply  that  the  state's  legislators 
find  it  easier  to  make  life  tougher  for 
anyone  in  business  to  make  money? 


Government 


Big  Brother  joins  the  Army 

After  a  year  of  testing,  the  Army  is 
ready  to  go  national  with  the  lat- 
est government  surveillance  gim- 
mick, a  hot  line  for  whistle-blowers, 
both  in  and  out  of  uniform.  The  idea 
has  been  tested  at  four  Army  bases — 
Fort  Bragg,  N.C.,  Fort  Gordon,  Ga., 
Fort  Hood,  Tex.  and  Fort  Lewis, 
Wash. — and  the  high  command 
thinks  its  new  800  number  is  just  the 
thing  to  let  civilian  employees  and 
soldiers  tip  off  suspected  espionage — 
the  primary  intention — and  other 
wrongdoing.  The  word  will  be  spread 
via  enclosures  in  the  April  paychecks. 
The  number:  800-callspy. 


Management 


Computer-style  decisions 

Computer-generated  "decision 
support"  systems  have  been 
catching  on  with  major  corpora- 
tions— the  market  for  them  is  already 
$125  million  and  growing  by  20%  a 
year.  By  plugging  variables  (prices,  in- 
terest rates,  etc.)  into  special  software 
programs,  executives  can  try  to  deter- 
mine the  potential  outcome  of  major 
investment  plans.  Public  Service  of 
Colorado,  for  example,  bought  natural 
gas  under  fixed-price  contracts  until  a 
decision  support  system  helped  its  ex- 
ecutives discover  that  buying  from 
small  producers  at  seasonal  prices 
could  save  $250  million  over  five 
years.  Now  a  new  program  with  "arti- 
ficial intelligence,"  offered  by  Trav- 
elers/Diebold's  Execucom  in  Austin, 
Tex.,  can  tell  executives  not  only 
what  to  expect  but  why,  for  invest- 
ments with  up  to  2,000  variables — 
such  as  billion-dollar  oil  drilling  pro- 
grams. Developed  over  three  years 
with  help  from  artificial  intelligence 
experts  at  Carnegie-Mellon,  the  pro- 
gram is  being  distributed  to  1,100  of 
Execucom's  clients. 
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OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks. 
Box  157,  Warsaw.  Missouri  65355 
Obtain  the  Property  Report  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  has  judged  the  merits  or  value,  if  any,  of  this 
property  Equal  Credit  and  Housing  Opportunity 
Not  an  offer  or  solicitation  in  those  states  where  the 
property  is  not  registered 


Forbes  Subscriber  Service 

60  Fifth  Avenue 
New  York,  NY  10011 

Call:  1-800-772-9200  Ext.  338 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
the  subscription  you  prefer.  □  1  year 
$45  □  3  years  $90  (the  equivalent  of 
one  year  free).  Canadian  orders,  1  year 
$79C,  3  years  $176C.  Orders  for  other 
countries  add  $35  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Subscriber  number 


Name      (please  print) 


New  Address 


City 



v.atc-  Zip 


Date  of  address  change 

F-3820 




Uncle  Sam  ain't  broke 

Sir:  From  all  corners  we  are  being  told 
that  we  are  strapping  our  grandchil- 
dren's grandchildren  with  the  grow- 
ing national  debt.  Give  me  a  break. 

At  the  end  of  1983  the  total  assets 
managed  by  the  100  largest  money 
managers  was  one  trillion  bucks.  This 
is  subject  to  income  and  estate  tax 
when  distributed.  That's  a  lot  of 
dough  down  the  line. 

Furthermore,  the  great  inflation  of 
the  Seventies  and  early  Eighties  has 
driven  real  property  values  through 
the  roof,  to  say  nothing  of  the  recent 
surge  of  wealth  manifesting  itself  in 
stock  appreciation  that  has  yet  to  be 
estate  taxed.  Uncle  Sam  has  a  cash 
flow  problem  (don't  we  all),  not  a  net 
worth  problem. 
— Austin  E.  (Brud)  Hodgkinsjr. 
Poughkeepsie,  N.Y. 


Conservative  snow  job 

Sir:  Had  we  conservatives  known 
that  12  inches  of  snow  would  paralyze 
Washington,  D.C.,  we  would  have 
bought  snowmaking  machinery  for 
that  town  a  long  time  ago. 
— Walt  Buescher 
Pigeon  Forge,  Tenn. 


U  ilium  •*  eeimUodhn  Camp 


Snow,  new  weapon  of  the  right 


But  can  they  read? 

Sir:  The  "No  more  Mr.  Nice  Guy" 
cover  story  on  trade  (Feb.  9)  was  su- 
perb. A  reprint  should  be  put  under 
the  pillow  of  every  congressman. 

— AS.  Grove 
Chief  Executive, 
Intel  Corp. 
Santa  Clara,  Calif. 

Sir:  During  my  last  trip  to  your  coun- 
try, I  noticed  a  new  awareness  grow- 
ing among  the  U.S.  leaders  that  the 


U.S.  should  recover  its  competitive- 
ness to  heal  a  huge  trade  deficit.  One 
of  the  lessons  I  have  learned  from 
protected  industries  in  Korea  is  that) 
competitiveness  cannot  grow  under 
protectionism. 

In  Korea  the  least  competitive  in- 
dustries are  all  those  heavily  protect- 
ed with  no  competition. 
— Chung,  Se  Yung 
Chairman, 
Hyundai  Motor  Co. 
Seoul,  Korea 


Slice  the  price 

Sir:  Contrary  to  your  moralizing  as- 
sertion (Fact  and  Comment,  Feb.  23) 
that  American  companies  are  opting 
for  higher  prices  rather  than  higher 
market  share  (vis-a-vis  import  prices 
driven  up  by  the  falling  dollar),  our 
company  has  done  just  the  opposite. 
In  January  we  lowered  pizza  sauce 
prices  to  our  customers  7%,  concur- 
rent with  the  recent  6%  dollar  decline 
against  the  lira. 
— Dean  A.  Cortopassi 
Chairman  and  Chief  Executive, 
Stanislaus  Food  Products  Co. 
Modesto,  Calif. 


A  cure  for  pork? 

Sir:  Re  "A  Cure  For  Potholes"  (Fact 
and  Comment,  Feb.  23).  A  friend  who  is 
in  the  business  of  making  various  po- 
tions for  weatherproofing  said  of 
course  he  could  mix  a  batch  of  some- 
thing but  then  lectured  to  me  like  I 
was  a  child. 

The  highway  bureaucrats  are  horri- 
fied at  such  an  idea — "What,  and  lose 
all  that  pork  and  patronage?" 
— Donald  G.  Thompson 
Montecito,  Calif. 


Blasting  the  networks 

Sir:  This  ad  man  believes  that  the 
television  networks  are  wrong,  dead 
wrong,  to  refuse  showing  condom  ads. 
I  am  embarrassed  by  their  "religious 
and  moral"  argument. 

Television  can  blow  a  hole  in  our 
consciousness;  that's  precisely  what 
is  now  required,  given  the  highly 
charged  nature  and  terror  of  AIDS  and 
teenage  pregnancy. 

The  prevention  of  unwanted  preg- 
nancies and  the  preservation  of  life  far 
outweigh  the  so-called  "moral  and  re- 
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ligious  risks"  of  advertising  condoms 
on  television. 

— Patrick  R.  Fallon 
Chairman, 
Fallon  McElligott 
Minneapolis,  Minn. 


Keep  foreigners  out 

;;  Sir:  MSF  Jr.  should  be  spanked  by  his 
I  father.  His  comments  concerning  the 
;i  greater  need  for  more  immigrants 
!]  ("We  Need  More  People,"  Fact  and 
Comment  II,  Feb.  9)  reveal  his  current 
i  ivory,  tower  status.  I  have  experience 
i  with  providing  health  care  to  the  legal 
t  and  illegal  poverty-stricken  immi- 
grants here  in  Los  Angeles,  and  it  is  an 
unbelievable  drain  on  the  resources  of 
this  city  and  state. 
— Edward  D.  Betz,  M.D. 
Encino,  Calif. 


Durable  "fad" 

Sir:  Your  story  "Fabulous  fads  that 
fizzled"  (Feb.  23)  implied  that  Winne- 
bago "mammoth  roadsters"  were  just 
a  fad  of  the  early  Seventies.  Since 
1967,  when  Winnebago  introduced  its 
low-priced  ($4,995)  model,  the  indus- 
try has  sold  more  than  1.5  million 
motor  homes,  with  Winnebago  as  its 
largest  producer,  building  more  than 
200,000  of  these  vehicles. 

What  you  perceived  as  a  fad  was  in 
reality  a  new  industry  that  flourishes 
to  this  day.  The  lowest  price  of  Win- 
nebago common  stock  was  l7/s  (in 
1980),  not  VA. 
— Frank  Rotta 

Director,  Corporate  Public  Relations, 
Winnebago  Industries,  Inc. 
Forest  Cit\>,  Iowa 


'That's  the first  dollar  I  ever  earned,  and  that 's  my  first 
Cricketeer  suit." 


CRICKETEER 

GOOD  CORPORATE  MATERIAL 
Cricketeer,  1290  Ave  of  the  Americas,  NY.  NY  10104  A  Phillips- Van  Heusen  Company 


Benighted 

Sir:  In  a  final  desperate  attempt  to 
bring  you  to  your  senses  with  regard 
to  your  insane  concept  of  mixing  ci- 
gars and  fine  food  and  wine  in  public 
eating  places  (Fact  and  Comment,  Feb. 
9),  I  wish  to  state  the  following: 


FINE  FOOD,  FINE  WINE,  FI$&>6a<ARS 

are  a  traditional ^wT^'^A.tf  fe'^f^ftT^' 

A  RESTAURANT  ALWAYS  SEEMS 

better    linn  lhi  rnllr  inrf  '  1 — 


John  A  Groobey 
San  Francisco,  Calif. 


WEST  COAST 
EXECUTIVES  ARE 
DESTINED  FORTHE 
BOTTOM. 

LUFT  TAUCHER 

International  Rappelling  Tours  for  Executives  and  Professionals. 

1-800-843-0709 

Rappelling  down  300  foot  rock  walls  high  in  the  Alps  can  give 
your  mind,  body,  and  career  a  valuable  emotional,  physical  and  spiritual  lift. 
Our  executive  tours  are  first-class  in  every  aspect.  From  international  resort  hotels  to 
highly-skilled  Alpine  instructors,  everything  you  need  for  a  safe,  comfortable  trip  is  provided. 
No  previous  rappelling  experience  necessary.  No  strenuous  climbing  involved.  What  is 
required  is  mental  toughness  and  the  desire  to  accomplish  the  extraordinary.  Call  for  a 
free  brochure  detailing  our  exciting  June  20-28  tour  to  the  Bavarian  Alps. 
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A  SMART  INVESTMENT 
MANAGER  KNOWS  WHEN 

TO  USE  IT. 


In  the  fast-paced  world  of  institutional  investing, 
when  it's  time  to  leave,  it's  often  too  late. 

For  example,  who  would  have  believed  in  1985  that 
oil  prices  would  plummet?  Certainly  not  the  consumer 
who  was  paying  over  a  dollar  a  gallon  at  the  pump. 

Yet  some  asset  managers  foresaw  declining  prices. 

One  of  these  people  was  a  CIGNA  bond  portfolio 
manager.  Acting  early,  this  manager  reduced  hold- 
ings in  energy  and  energy-related  issues  well  before 
oil  prices  took  a  nosedive  in  early  1986. 

Quality  decision-making,  plus  the  ability  to  act 
swiftly,  are  great  strengths  at  CIGNA.  Our  asset 
management  teams  fully  understand  our  customers' 
objectives  so  that  when  conditions  change,  we're 
ready  to  act. 

Well  before  the  Chernobyl  nuclear  accident,  our 
ream  had  developed  a  contingency  strategy 

2rn  larking  industrial  stocks  that  would  be  negatively 
d  by  just  such  an  event.  When  the  disaster  hit, 


our  international  team  was  ready  to  sell  the  stocks 
immediately 

The  same  expertise  goes  into  the  less  liquid  world  c 
real  estate.  Recently,  in  a  major  metropolitan  area, 
CIGNA's  real  estate  managers  identified  an  impendit 
glut  in  office  space.  They  knew  that  after  twenty 
profitable  years,  it  was  the  right  time  to  exit. 

CIGNA  companies  can  offer  your  company  exper 
asset  management  in  equity  securities,  fixed  income 
securities,  real  estate,- private  placements,  venture 
capital  and  international  investments.  For  more  infor- 
mation, please  write  CIGNA  Corporation,  Dept.  R11, 
One  Logan  Square,  Philadelphia,  PA  19103. 

Because  every  exit  is  an  entrance  to  another  suc- 
cessful investment,  CIGNA  prides  itself  in  being  able 


act  quickly  to  meet  the  needs  of 
our  clients.  It's  one  more  example 
of  CIGNA's  commitment  to  per- 


sonalized service  to  business. 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  ONLY  GOOD  THING  TO  COME  OUT  OF  THE  IRAN  MESS  IS 

Howard  Baker. 
And  that's  a  great  good. 

ARGUING  OVER  WHO  WILL  INHERIT  BAKER'S  PRESIDENTIAL  SUPPORTERS 


is  one  of  the  more  blindly  dumb  exercises  to  date  in  the 
steeplechase  for  the  GOP  nomination. 

Why  is  George  Bush  still  ahead  in  current  polls? 

Exposure.  Name  recognition. 

Why  has  GOP  leader  Senator  Bob  Dole  been  moving  up? 
Timely  exposure  leading  to  greater  name  recognition. 
Why  is  Jack  Kemp  not  moving  up  in  the  polls? 
Little  current  exposure. 

And  who's  getting  total  exposure — and  going  to  contin- 
ue to  get  virtually  as  much  as  the  President  himself? 
Howard  Baker. 


If  he  serves  the  country  and  the  President  with  the  same 
enormously  effective  capabilities  with  which  he  served  his 
country  and  Congress  and  Party  as  Senate  Majority  Leader, 
he'll  quickly  be  the  front-runner. 

And  that's  not  a  big  "if." 

It's  a  distinct  likelihood. 

Without  question,  Howard  Baker  himself  considers  he 
has  removed  himself  as  a  candidate  by  accepting  the 
President's  call  to  duty  at  a  time  of  critical  need.  But  for 
everyone  else  to  think  he's  out  is  a  perfect  example  of 
unthinking. 


NAMING  NIXON  TO  HEAD  NEGOTIATIONS  ON  ARMS  CONTROLS 


would  be  a  brilliant  ten  strike. 

Coming  on  top  of  the  Howard  Baker  appointment,  it 
would  get  the  minds  of  the  American  people  and  the 
Congress  and  the  Administration  back  to  the  business  of 
governing,  back  to  the  future. 

Who  knows  more  about  top-level  dealing  with  the 


Soviets?  What  could  be  more  timely,  given  Gorbachev's 
latest  arms  control  proposal? 

Drafting  former  President  Nixon  to  carry  out  this 
enormously  consequential  mission  would  demonstrate 
in  a  dramatically  significant  way  that  President  Reagan's 
guts  and  brains  are  in  fine  fettle. 


OUR  CONSTITUTION  HAS  NEVER  HAD  IT  EASY 


As  we  reverently  prepare  to  mark  the  bicentennial  of 
our  Constitution,  it's  probably  healthy  to  remember 
that  it  was  adopted  200  years  ago  by  the  skin  of  its 
teeth. 

It  evolved  in  a  crucible  of  fierce  debate  over  a  long,  hot 
Philadelphia  summer. 

Virginia's  ratification  was  fought  for  by  Virginians 
George  Washington,  James  Madison,  James  Monroe  and 
Thomas  Jefferson.  And  bitterly  fought  against  by  Patrick 
Henry.  The  vote?  89  for  and  79  opposed. 

In  New  York  it  won  approval  by  just  three  votes. 

In  a  popular  vote,  Rhode  Island  rejected  the  Constitution. 


So  arguments  about  constitutionality  have  raged  contin- 
uously, and  not  the  least  of  them  was  over  the  document 
itself.  Our  Constitution,  200  years  old,  is  hallowed,  yes. 
Hollow,  no.  It's  a  living  document,  subject  to  interpreta- 
tion as  times  and  circumstances  evolve  in  ways  unforesee- 
able by  Founding  Fathers.  They  themselves  differed  as  to 
what  it  should  say  and  mean  even  at  the  time  of  its 
creation  and  subsequent  adoption. 

Its  purpose,  though,  was  never  in  doubt:  the  preserva- 
tion of  individual  freedoms,  circumscribed  only  by  the 
rights  of  others  and  the  necessity  to  preserve  and  protect  a 
nation  dedicated  to  those  basics. 
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FASCINATING  AVIATION  FORECASTS  MADE  75  YEARS  AGO 


'Biplane  designed  by  and  made 
for  Mr  Wilcox,  1910" 


;  j  |  y  vve  acquired  a  July  15,  1911  issue  of  Country 
Life  in  America,  published  by  Doubleday,  Page  &.  Co. 
Crystal-balling  where  aircraft  were  headed  from  their 
then-primeval  state  makes  for  delightful  reading. 

"One  day,  while  ar- 
guing with  a  man  on 
the  possibilities  of  avi- 
ation, he  tried  to  con- 
vince me  that  the  air 
was  too  soft  a  medium 
in  which  to  be  able  to 
properly  manipulate  a 
machine  with  safety — but  upon  one  occasion  this  soft  air, 
thrown  from  the  propeller  of  a  70-horsepower  engine, 
impressed  itself  upon  me  so  strongly  that  I  could  hardly 
hold  my  head  up  against  it. 

"At  the  present  time  one  of  the  greatest  drawbacks  to 
the  aeroplane  as  a  vehicle  of  commerce  is  the  speed  neces- 
sary to  give  the  planes  the  lift  required  to  leave  the  ground. 
This  means  running  along  the  ground  at  a  high  rate  of 
speed  in  a  very  delicately  built  vehicle,  with  danger  of  its 
being  wrecked  while  still  on  the  ground.  Especially  is  this 
true  in  alighting,  when  the  aviator  is  unable  to  pick  out  a 
landing  place  with  as  much  care  as  he  would  choose  a 
starting  place."  — Philip  Wakeman  Wilcox 

"It  would  seem  easy  enough  to  build  a  machine  so  big  and 
to  equip  it  with  engines  so  powerful  that  1,000  tons  could  be 
carried.  Such  machines  exist  only  in  novels.  .  .  . 

"On  a  starless,  moonless  night,  who  could  thwart  a 
courageous  smuggler  on  the  border  line  between  Canada 
and  the  United  States,  with  a  belt  of  diamonds  around 
his  waist  on  which  the  duty  is  $10,000?  .  .  . 

"The  time  is  almost  at 
hand  when  an  air  pilot  will 
be  compelled  to  pass  an  ex- 
amination for  a  license,  for 
which  reason  he  will  be 
more  or  less  subject  to  gov- 
ernment surveillance.  .  .  . 

"Picture  to  yourself  a 
larger  and  heavier  machine 
than  we  have  at  present,  a 


"As  a  future  commercial  possibility, 
the  dirigible  airship  is  far  more 
promising  than  the  aeroplane" 


kind  of  air  yacht,  weighing  at  least  three  tons,  and  built 
with  a  boat  body  decked  in.  It  can  carry  three  men  easily.  It 
rushes  through  the  air  at  speeds  of  100  to  150  miles  an 
hour,  for  the  reason  that  high  speed  in  flying  means  less 
expenditure  of  power  than  low  speed.  Its  supporting  sur- 
face is  adjustable  in  area.  When  it  starts  it  uses  the  full 
expanse  of  its  huge  planes;  in  flight  it  folds  its  planes  until 
they  become  mere  fins.  .  .  . 

"Government  marks  indicate  our  course.  As  we  skim 
high  .ibove  a  town  you  see  painted  on  the  roof  of  a  black  gas 


tank  the  words,  'West  Haven.'  With  a  glance  at  your  air  map 
you  turn  to  me  and  shout  into  the  ear  trumpet,  which  I  have 
strapped  to  my  head  so  that  I  may  hear  you  above  the  roar  of 
the  motor:  'West  Haven.  Steer  south  for  Austin.'  Two 
thousand  feet  up  in  the  air  the  letters  seem  no  larger  than 
those  on  this  printed  page;  yet  they  are  thirty  feet  high. 
They  are  as  buoys  to  a  mariner." — Waldemar  Kaempffert 
"There  must  be  prepared  lanes  of  cleared  spaces  radiat- 
ing from  all  large  cities  and  connecting  all  important 
centres  of  population,  or  at  least  there  must  be  frequent 
cleared  spaces,  sufficient  in  number,  and  near  enough 
together,  to  enable  an  aeroplanist  to  effect  a  safe  landing 
when  at  any  time  his  engine  goes  wrong. 

"The  provision  of  such  cleared  spaces  with  hotels,  ga- 
rages and  repair  shop  should 
furnish  such  lucrative  busi- 
ness as  to  lead  to  their  estab- 
lishment by  private  enter- 
prise on  the  main  lines  of 
aerial  travel  all  over  the 
country,  and  in  time  such 
alighting  areas  or  cleared 
lanes  and  spaces  will  be  pro- 
vided by  the  state  govern- 
ments, just  as  the  common 
highways  are  to-day  provided 
for  the  horse-drawn  vehicle 
and  the  automobile.  .  .  . 

"We  may  readily  perceive  that  aeroplanes  will  not  be 
very  efficient  against  lines  of  troops  upon  the  battlefield; 
while  quick-firing  guns,  able  to  throw  from  forty  to  fifty 
shrapnel  shells  per  minute,  armed  with  a  time  fuse  set  to 
burst  in  flight  just  before  reaching  an  aeroplane,  liberating 
a  lot  of  bullets  and  shell  fragments,  moving  forward  with 
great  velocity,  in  an  enlarging  circle,  will  be  able  to  keep 
the  near  sky  well  cleared  of  the  aeroplanes  of  an  enemy — 
at  any  rate,  will  be  able  to  prevent  them  from  coming  in 
sufficient  numbers  and  near  enough  to  do  very  much 
damage  either  to  troops  or  fortifications. 

"It  has  already  been  demonstrated  perfectly  practicable 
to  construct  aeroplanes  capable  of  carrying  three  men  with 
the  necessary  small  arms,  accoutrements  and  explosives  for 
the  raiders'  outfit.  In  large  numbers,  such  aeroplanes  can 
easily  be  constructed  at  a  cost  not  exceeding  $2,500.  Thus, 

an  army  of  a  hundred 
thousand  raiders  would 
be  able  to  invade  an  en- 
emy's country  with 
3,500  aeroplanes  at 
about  half  the  cost  of  a 
modern  dreadnought." 


"A  larger  machine  than  [exists),  a  kind 
of  air  yacht,  weighing  at  least  3  tons" 


"The  first  aeroplane  flight  from  a  battleship 


-Hudson  Maxim 
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"GO  HOME,  YANKS"— AND  TAKE  ME  WITH  YOU 


In  varying  numbers,  in  various  countries,  anti-American 
demonstrations,  of  different  degrees  of  ferocity  and  for 
differing — often  opposite — reasons,  splash  across  our  TV 
screens  and  front  pages. 

One  could  easily  conclude  we're  widely  unloved. 


'Tain't  so,  though. 

In  response  to  the  State  Department's  opening  of  10,000 
immigration  visas  that  won't  require  meeting  the  regular, 
very  tough  requirements,  there  have  been  so  far  over  1 
million  applications  from  all  over  the  world. 


WITHIN  24  HOURS,  THREE  WERE  BEYOND  REACH 


We'd  asked  the  Heinzes  to  be  our  guests  at  a  Worthy 
Cause  dinner  and,  on  returning  from  an  Amazonian  voy- 
age, followed  up  with  a  telephone  call  to  see  whether  they 
could  make  it.  They  couldn't.  Jack,  chairman  of  H.J.  Heinz 
Co.  and  father  of  Pennsylvania's  Senator  Heinz,  had  just 
died  of  a  heart  attack.  That  warm,  wonderfully  good  man 
was  gone. 

In  the  meantime,  on  the  desk  was  this  message  (center). 


David  Susskind  had  been  Called  and  it  was  no  longer 
possible  to  return  his. 

Also  on  the  desk  was  this  gift  (right)  from  Andy  Warhol, 
generously  inscribed  and  signed.  Soon  after  its  delivery 
and  before  it  was  possible  to  say  Thank  You  to  this  most 
extraordinary  Figure  of  his  Age,  he  too  had  been  Delivered. 

Among  the  phrases  we  all  use  so  often,  none  is  more 
deceptive  than  the  line,  "We  have  plenty  of  time." 


1  The  Heinzes  aboard  Forbes'  Capitalist  Tool 

WISE, 

added  to  words'  ends,  isn't. 


To:   MSr...  

Date:   <=?/j&.  

Time  

WHILE  YOU  WERE  OUT 

M  ..  J&Jhl^.../^k**4^/:.  

of   

Phone  ...^r.«..(S>X«.^  


TELEPHONED 

I 

^  

PLEASE  CALL 

-P7 

RETURNED  YOUR  CALL 

WILL  CALL  AGAIN 

WANTS  TO  SEE  YOU 

RUSH 

NEVER 

be  too  pleased  too  often. 


BOOKS 


CORKMTE 
WARRIORS 

SbcOassk  Casesbi  \mriutn 

Byslaess 
DOK.I  AS  K.K  IMS£\ 


#  The  Corporate  Warriors — by  Doug- 
las K.  Ramsey  (Houghton  Mifflin  Co., 
$17.95).  Six  of  the  biggest  no-holds- 
barred  corporate  battles  yet  waged, 
grippingly,  incitefully  unraveled.  Few 
murder  mysteries  can  hold  a  candle  to 
the  bloody  ruthlessness  involved  in 
corporate  murder  for  Sbillions. 
Excerpts:  Often  accused  of  surrounding  himself  with  yes 
men,  the  MCI  boss  [Bill  McGowan]  good-naturedly 
I  denied  it.  "It's  not  true,"  he  would  joke.  "When  I  tell 
;  them  to  say  no,  they  say  no."  ...  '7  don't  know,"  Gerry 
l  Gitner  answered  when  asked  how  Don  Burr  [People 
\  Express]  got  most  of  the  employees  to  follow  him.  "How 
i  did  Jim  Jones  get  all  those  people  to  drink  Kool- 
I  Aid}"...  Approaching  the  conference  room  where  a 
couple  of  dozen  members  of  the  trade  press  were 
I  gathering,  the  importance  of  the  occasion  began  to  sink 
in.  "Okay,"  Daniel  Schorr  muttered  audibly,  "here  I  go, 
gambling   a   lifelong   reputation."    Without  breaking 
I  stride,  Ted  Turner  turned  to  his  new  senior  correspon- 
!  dent.  "You're  gambling  a  reputation,"  he  said,  a  trace  of 
bravado  in  his  voice.  "I'm  gambling  $100  million!" .  .  . 
"They  only  have  two  emotions,"  McGowan  quipped  to  a 
reporter,  talking,  not  unadmiringly,  about  Wall  Street 
financiers  in  general.  "Fear  and  greed." 


THE 

SELLING 

OFTHK  A' 

cROYAh 
TAMILV 


llll  \I\MKH  I  <>l  I  Ml 
HKIIIMIM()N\K<  in 
JOHN  W.MftON 


J 


#  The  Selling  of  the  Royal  Family — 

by  John  Pearson  (Simon  &  Schuster, 
$17.95).  Extraordinary,  isn't  it,  that 
most  of  the  world — led  by  former 
American  Colonials — is  engrossed  in 
the  comings,  goings,  diddles  and  do- 
ings of  the  British  Royals.  This  book, 
often  surprisingly  candid,  shows  how 
sometimes  it's  done  with  mirrors  frequently  held  up  by 
enthused  journalists  of  air,  print  and  film. 

Excerpts:  Princess  Anne  complained  that  the  press  were 
"simply  a  bloody  nuisance,"  always  getting  in  the  way, 
frightening  the  horses  and — the  ultimate  indignity — "in- 
sisting on  asking  foolish  questions"  at  the  worst  possible 
moment.  As  she  put  it  angrily,  "When  you've  fallen  off  a 
horse  four  times,  you  don 't  want  to  be  asked  what  you  had 
for  breakfast." .  .  .  That  one  word,  "royal,"  has  now  be- 
come a  sort  of  universal  talisman,  magically  investing  the 
most  humdrum  incident  with  an  instant  emotional  appeal 
inconceivable  in  any  other  context.  A  junior  member  of  the 
staff  at  Clarence  House  is  arrested  with  a  knife — producing 
instant  banner  headlines  about  "Royal  Servant  in  Knife 
Drama. "  A  woman  who  once  rode  with  Prince  Philip  is 
involved  in  a  colorful  divorce — which  inevitably  becomes 
"Woman  Friend  of  Royalty  in  Sex  Romps. " 
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THE  MERCEDES-BENZ  190  CLASS: 
THE  SUBTLE  DIFFERENCE  BETWEEN  MASTERING 
THE  ROAD  AND  MERELY  COPING  WITH  IT 


lie  road  passes  beneath  you  as  always,  but  the 
ensations  are  markedly  different.  So  is  your 
tale  of  mind.  This  is  your  first 
xperience  with  a  190  Class  se- 
lan.  but  already  you  are  driving 
vith  calm  confidence.  The  car 
las  earned  your  trust. 

It  feels  resolutely  stable, 
ping  precisely  where  you  steer  it. 
efusing  to  waver  off  course  or  wallow 
>ver  potholes.  Even  the  severest  bumps  seem 
)nly  a  minor  disturbance  as  the  suspension 
|ently  quells  the  violence  underneath.  INegoti- 
iing  a  run  of  switchback  turns  seems  more 
•online  business  than  high  drama  as  the  ear 
hifts direction  nimbly  in  response  to  yoursteer- 
ng  commands.  Sports  sedans  might  occasion- 
lllv  handle  this  adroitly,  but  they  seldom  feel 
his  composed. 

Suddenly  the  pavement  deteriorates 
nto  washboard  gravel,  but  the  car  tracks  stead- 
fastly ahead,  curiously  unfazed  by  the  change 
n  terrain.  It  occurs  to  you  that  you  have  yet  to 
lear  a  squeak  or  rattle.  The  engine  remains 
dmost  subliminally  quiet,  wind  noise  a  faint 
vhisper  when  you  hear  it  at  all.  You  nonnalk 
eel  an  urge  to  stretch  your  legs  after  sitting  for  so 
ong,  but  now  you  leel  the  urge  to  keep  driv  ing. 


Even  ii  vou  chose  the  automatic  transmission, 
von  still  find  it  easv  to  shift  manual-style  when 
the  mood  strikes,  locating  each 
gear  by  leel  without  glancing 
downward.  Your  driving  has 
become  pleasurablv  instinctive, 
as  driving  at  its  best  should  be. 

This  ostensiblv  mystical 
exaltation  ol  the  driv  ing  experience 
springs  from  such  technological  ad- 
vances as  "the  most  sophisticated  steel  suspen- 
sion ever  put  into  volume  production"  (Britain's 
Car  Magazine).  And  the  simple  fact  that  a  100 
Class  sedan  is  built  likeeverv  Mercedes-Benz— 
not  one  ergonomic  or  safety  principle  sacrificed 
(or  the  sake  ol  cosmetic  luxury  or  digital  show- 
manship. Every  detail  ol  construction  and  as- 
sembly meeting  universally  env  ied  standards. 

The  result  is  a  sedan  that  does  not 
"challenge"  you  in  the  macho  sports-sedan 
tradition,  but  rather  serves  as  a  congenial  and 
supremely  capable  ally— at  once  exciting  and 
obedient,  responsive  and  considerate.  The  road 
provides  challenge  enough. 


Engineered  like  no  other  car  in  the  world 


l'»H7  Mercedn-Benz  of  N.A..  Inc..  M  vale,  V.I 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


A  Miracle! 

Enterprise  staffer  Tammie  Nichols 
is  still  chuckling  over  an  incident  she 
witnessed  at  Bannister  Mall  in  Kansas 
City  last  week.  A  man  parked  his  car 
in  a  handicapped  space.  As  he  walked 
briskly  away  an  onlooker  shouted,  "A 
Miracle!  A  Miracle!" 

—"Jab's  Gab," 
Benton  County  Enterprise  (Mo.) 

Gothic 

Gothic  caught  on  all  over  Western 
Europe  in  the  late  twelfth  century. 
Early  in  our  own  century,  Collegiate 
Gothic  became  de  rigueur  for  colleges 
from  Yale  and  Princeton  to  the  Univer- 
sity of  Chicago.  There  is  a  story,  proba- 
bly apocryphal,  that  someone  at  the 
University  of  Chicago  wrote  his  coun- 
terpart at  Oxford  asking  how  to  design 
a  building  in  the  Gothic  manner.  The 
reply  came  back,  "Sorry.  We  can't  help 
you.  We  haven't  built  a  Gothic  build- 
ing in  six  hundred  years." 

— Russell  Lynes, 
Architectural  Digest 

"Set  a  Thief . . 

Within  his  Administration  [Frank- 
lin D.]  Roosevelt  was  putting  together 
clashing  group  interests.  Partly,  it  en- 
abled him  to  keep  power  in  his  hands 
by  acting  as  umpire  of  controversy. 
And  partly,  he  was  testing  out  the 
strength  of  the  various  opinions  and 
constituencies  for  which  his  aides 
spoke.  Who  had  political  muscle,  who 


mere  intellectual  probity?  (When  he 
appointed  as  head  of  the  Securities  &. 
Exchange  Commission  Joseph  P.  Ken- 
nedy, that  "stock  market  plunger,"  as 
Ickes  growled,  Roosevelt  smilingly 
answered  the  outraged  liberals:  "Set  a 
thief  to  catch  a  thief.") 

— Irving  Howe, 
New  York  Times  Book  Review 

A  Name  To  Remember 

You  need  a  good  gallery  so  the  "rul- 
ing class"  will  notice  you  and  spread 
enough  confidence  in  your  future  so 
collectors  will  buy  you,  whether  for 
five  hundred  dollars  or  fifty  thousand. 
No  matter  how  good  you  are,  if  you're 
not  promoted  right,  you  won't  be  one 
of  those  remembered  names. 

— Andy  Warhol, 
POPism:  The  Warhol  '60s 

Off  the  Books 

Studies  indicate  that  the  value  of 
underground  activities — which  can 
range  from  moonlighting  to  drug  traf- 
ficking— is  between  S350  billion  and 
$500  billion  annually  nationwide. 
The  IRS  has  concluded  that  more  than 
S90  billion  in  taxes  is  lost  each  year 
because  of  unreported  income. 

From  the  federal  government's  per- 
spective, the  sheer  scale  of  the  prob- 
lem makes  it  necessary  to  track 
down  violators.  Taxpayers  and  mer- 
chants in  towns  like  Homestead,  Pa. 
have  mixed  feelings. 

One  former  mill  worker  says  that 


half  the  people  he  knows  are  working 
off  the  books.  For  the  most  part,  they 
are  intensely  proud  people  who  hang 
the  American  flag  from  their  neat 
front  porches  on  holidays  and  respect 
the  law,  believing  strongly  in  right 
and  wrong.  But  their  changed  circum- 
stances have  altered  the  way  many  of 
them  think. 

"You  tell  me.  Your  kids  go  to  bed 
crying  at  night  because  they're 
hungry.  Is  'off  the  books'  going  to  both- 
er you?"  asks  a  former  steelworker. 

— Clare  Ansberry, 
Wall  Street  Journal 


I  was  taught  that 
the  highest  obligation 
of  a  lawyer  to  his  client  was 
to  keep  the  client  out  of 
the  courtroom  if  possible. 

— Warren  E.  Burger, 
former  Chief  Justice  of  the  U.S. 


Blind  Damage 

The  superpowers  often  behave  like 
two  heavily  armed  blind  men  feeling 
their  way  around  a  room,  each  believ- 
ing himself  in  mortal  peril  from  the 
other,  whom  he  assumes  to  have  per- 
fect vision.  Each  side  should  know 
that  frequently  uncertainty,  compro- 
mise, and  incoherence  are  the  essence 
of  policymaking.  Yet  each  tends  to 
ascribe  to  the  other  side  a  consisten- 
cy, foresight,  and  coherence  that  its 
own  experience  belies.  Of  course, 
over  time  even  two  armed  blind  men 
in  a  room  can  do  enormous  damage  to 
each  other,  not  to  speak  of  the  room. 

— White  House  Years, 
by  Henry  Kissinger 

Oil  Recession 

What  do  you  call  a  geologist  in 
Houston?  "Waiter!" 

— New  York  Times 

Out  of  Bounds? 

In  his  enthralling  book  Arnold:  the 
Education  of  a  Bodybuilder,  Arnold 
Schwarzenegger  quotes  Plato  on  the 
subject.  "Plato  wrote  that  man  should 
strive  for  a  balance  between  the  mind 
and  the  body."  There  is  something  to 
it,  even  if  you  can't  help  wondering 
what  Arnold's  mind  must  look  like  if 
his  body  is  balanced  by  it.  Plato  would 
have  jumped  out  of  his  sandals  at  the 
mere  thought  of  a  human  being  ever 
looking  like  Arnold — i.e.,  like  a 
brown  condom  full  of  walnuts. 

— Flying  Visits,  by  Clive  James 
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"When  you  rent  a  car  from  Avis,  you  rent  a  car  from  me. 
"That's  why  I'm  determined  to  have  a  spotless  car 
ready  and  waiting  for  you  when  you've  reserved  it. 
"You  see  at  Avis,  we  take  pride  in  what  we  do. 
"And  what  we.  want  to  do  most  is  keep  you  satisfied." 

Margaret  McNeill 
 Rental  Sales  Agent 


TRYING  HARDER  THAN  THE  REST. 


HIUtillliiHu. 


\     :      GARFIEU      "  • 


At  Embassy  Suites®  hotels,  we'll 
spoil  \  nn  with  a  lot  of  extras.  At  no 
extra  cost. 

Two  rooms  for  the  price  of  one. 

Every  room  in  an  Embassy  Suites 
hotel  is  really  a  two-rmm  suite  with  a 
luxurious  living  room  and  a  spacious 
private  bedroom.  You'll  find  it  gives 
you  plenty  of  space  to  work.  And 
relax.  And  you'll  find  it  all  for  the 
price  of  an  ordinary  hotel  room. 


EMBASSY 
=*= 

CUITEC 

^HOTELSs. 


nitcil  I'cature  Syndicate.  Ii 


Free  breakfast  and  cocktails* 

Come  by  our  beautiful  atrium  every 
morning  for  a  free  c<  k  >ked-to-order 
breakfast,  Then  stop  by  in  the  evening 
for  two  hours  of  c<  >mplimentary 
C(  x/ktails.' 

Extra  room.  Extraordinary  value. 

On  your  next  trip,  spoil  yoursell  at  an 
Embassy  Suites  hotel.  You'll  find  The 
Suite  Life®  you  deserve.  At  a  price  you 
don't  haw  to  be  a  fat  cat  toaff<  >rd. 


V  >u  don't  have  to  be  a  fat  cat 
to  enjoy  The  Suite  Life.sm 

For  reservations  call  1-800-EMBASSY  or  your  trawl  agent. 

+  Subject  to  siaii'  and  local  laws 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  I  )eputy  Editor-in-(  ]liicl 


BRAZIL  HAS  HALTED  INTEREST  PAYMENTS 


to  force  easier  terms  from  the  banks.  Argentina  and  others 
may  follow  suit.  This  turn  in  the  Third  World  debt  crisis  is 
an  opportunity  for  fundamental  and  constructive  change. 

Every  nation  with  a  debt  problem  shares  the  common 
characteristics  of  too  much  regulation,  too  much  taxation, 
too  much  government  bureaucratization. 

Our  banks  and  our  government  should  offer  these  debt- 
ors a  deal:  If  they  loosen  up  their  overstrangulated,  over- 
taxed economies,  lenders  will  provide  some  relief  on  sei 
vicing  their  debts. 

Would  bank  earnings  be  pummeled;  Our  regulators 
could  certainly  find  imaginative  ways  to  cushion  such 
hits.  Anyway,  the  stock  market  hasn't  taken  those  Third 
World  profits  seriously  for  a  long  time:  P/E  ratios  of  major 
banks  are  less  than  half  the  stock  market  average. 


Debt-strapped  nations  should  be  inspired  by  the  likes  of 
South  Korea,  which  is  also  heavily  in  hock  to  foreign 
lenders.  The  Koreans  allow  far  more  economic  freedom  to 
their  people.  The  resultant  economic  growth  enables 
Seoul  to  service  its  obligations  with  ease. 

Countries  that  cooperate  would  find  their  debt  burden 
being  lightened  in  another  way:  Their  stock  ni.n  kets  would 
boom.  Equity  values  in  the  Largest  developing  countries 
come  to  about  $150  billion.  If  over  the  next  five  years  the 
total  worth  of  stocks  reached  the  ratio  to  GNP  that  exists, 
say,  in  Taiwan,  it  would  exceed  the  loans  to  foreign  hanks. 

With  verve,  imagination  and  determination,  the  belea- 
guered Reagan  Administration  can  turn  Brazil's  woes  into 
an  opportunity  for  global  economic  expansion  that  could 
rival  that  triggered  by  the  Marshall  Plan  40  years  ago. 


A  MAJOR  ENVIRONMENTAL  BATTLE 


is  brewing  in  Congress  concerning  Alaska's  Arctic  Nation- 
al Wildlife  Range.  The  Interior  Department  would  like  to 
permit  exploratory  drilling  on  a  small  piece  of  this  real 
estate  because  of  strong  indications  that  there  may  be 
enormous  amounts  of  oil  and  gas  there.  Environmentalists 
are  up  in  arms,  claiming  that  such  activity  would  dese- 
crate the  area  and  jeopardize  the  caribou  that  live  there.  In 
response,  Congress  may  pass  a  bill  to  bar  any  leasing. 

The  arguments  against  exploration  don't  hold  up. 

Oil  is  currently  produced  in  many  sensitive  areas  around 
the  nation,  including  the  National  Audubon  Society's 


wildlife  sanctuary  in  Louisiana.  Despite  dire  warnings  to 
the  contrary,  the  caribou  herd  near  Alaska's  North  Slope- 
has  more  than  tripled  in  size  since  the  development  of 
those  oilfields  and  the  construction  of  the  trans-Alaska 
pipeline.  In  another  wildlife  refuge  in  Alaska,  wheie  oil 
has  been  produced,  animal  life  is  also  thriving. 

We  must  find  out  if  major  reserves  are  there.  Over  40%  of 
our  oil  is  now  imported.  Our  dependency  on  the  always 
unstable  Mideast  grows.  If  development  should  be  warrant- 
ed in  northeastern  Alaska,  it  would  take  years  before  we 
would  have  significant  amounts  of  oil  and  gas  production. 


WE'RE  GETTING  SOMETHING  FOR  OUR  MONEY 


With  rising  medical  costs  again  in  the  headlines,  it  may    sharp  declines 
be  of  some  comfort  for  Americans  to  real- 
ize that  our  health  care  dollars  have  not 
been  entirely  wasted. 

The  bottom  line  is  that  longevity  is 
increasing  at  an  unprecedented  pace.  We 
arc  living  longer  and  longer.  Since  1970, 
longevity  has  been  rising  at  its  fastest  pace 
since  the  statistics  began  to  be  recorded. 

Until  the  end  of  World  War  II,  longevity 
increases  came  about  primarily  because  ol 


ROSE  11%  IN  '86, 
COUNTER  TO  TREND 

FAR  AHEAD  OF  INFLATION, 
Data  Spur  Debate 


in  infant  and  childhood  mortality.  Now  the 
Sains  are  being  made  among  the  middle- 
aged  and  the  elderly.  Since  1940,  the  life 
expectancy  of  a  40-year-old  has  jumped 
six  years.  Previously,  gains  for  people  in 
this  group  were  nominal.  Even  more  dra- 
matic increases  have  been  taking  place  for 
those  who  leach  the  age  of  65. 

Better  diet  and  better  exercise  have  been 
enormous  helps.  But  the  health  care  in- 
dustry deserves  some  of  the  credit  as  well. 
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Westirighouse? 
What  an  enlightened 


lending! 


Westinghouse  is  no  longer  making  those 
famous  light  bulbs,  but  we're  certainly  light- 
ing up  the  world  of  asset-based  lending. 

Westinghouse  Credit  is  in  the  business 
of  providing  manufacturers,  distributors 
and  other  service  companies  with  innova- 
tive ways  to  finance  growth.  Whether  you 
need  working  capital  or  acquisition  financ- 
ing, we  can  turn  your  assets  into  the  cash  to 
power  that  growth. 

Based  upon  your  receivables  or  inven- 
tory, our  specialists  can  design  a  revolving 
credit  facility  to  meet  your  specific  business 
needs.  Or  we  can  meet  those  needs  through 
a  customized  term  loan  secured  by  your 
fixed  assets. 


Find  out  for  yourself  why  we're  one  of 
America's  fastest  growing  resources  for 
business  capital.  A  lender  with  so  many 
satisfied  customers  that  over  $2  billion  of 
our  financing  last  year  was  repeat  business. 

For  your  copy  of  the  Westinghouse 
Credit  Guide  to  Creative  Financing,  write 
to  Betty  Adler  at  Westinghouse  Credit, 
One  Oxford  Centre,  Pittsburgh,  PA  15219. 

After  all,  you  don't  want  to  miss  the 
chance  to  plug  into  One  of  the  leading  power 
sources  for  business  growth. 


Westinghouse  Credit 

Westinghouse  Credit  Corporation:  Commercial  and  Residential  Real  Estate  Financing 
Corporate  Financing/Acquisition  Financing/Asset-Based  Lending/Leasing/Fixed  Asset  Financing 

You  can  be  sure. . .if  it's  Westinghouse  (w) 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


The  new  W  4  form 
is  rose-tinted, 
but  that's  all 


A  spending  pause 
that  refreshes? 
Or  a  stumble? 


There  will  be 
an  effect  abroad, 

too,  barring 
policy  changes 


1987  TAXES— WORSE  THAN  YOU  THINK 

There  is  added  torture  to  this  year's  tax  season.  As  Americans  go 
into  the  confessional  to  work  out  what  they  still  owe  the  feds  for  1986, 
they  should  also  calculate  in  detail  how  much  they  will  owe  in  1987. 

It  could  be  lots  more  than  most  people  expect,  despite  the  calming  rose 
tint  on  the  revised,  "simplified"  W-4  form. 

Evidence  from  a  sample  survey  (limited  to  recasting  60  individuals' 
1985  returns)  suggests  tax  hikes  could  hit  all  income  groups,  not  just 
upper-income  people  as  earlier  predicted.  But  top  earners  in  the  group 
surveyed  by  South  Carolina  accountant  Del  Bradshaw  and  Washington 
University's  Richard  McKenzie  could  be  really  hit. 

Those  in  the  survey  with  incomes  between  $100,000  and  $565,000 
would  face  an  astounding  24.5%  higher  average  federal  tax  liability  in 
1987,  on  the  basis  of  their  1985  income  pattern. 

Moreover,  this  group  had  no  higher  than  average  tax  shelters  nor 
unusual  capital  gains.  And,  while  some  will  rearrange  things  to  mini- 
mize the  anticipated  hike,  there  is  a  cost  to  doing  so. 

As  the  bad  news  sinks  in,  the  serious  question  is  what  it  will  do  to 
consumer  spending.  It's  already  showing  signs  of  slowing,  to  at  best  a 
2.5%  growth  in  1987,  or  about  half  the  rate  of  the  last  three  years. 

The  evidence  is  mixed  whether  this  will  be  a  pause  that  refreshes  or  a 
permanent  slowdown.  Personal  savings  jumped  in  January,  from  abys- 
mally low  levels,  but  surveys  show  consumer  confidence  is  sagging.  "If 
it's  a  real  downturn,"  says  Shearson  Lehman  economist  Allen  Sinai, 
"we'll  be  lucky  to  see  1%  real  GNP  growth  this  year." 

Auto  sales  are  obviously  the  hardest  hit — so  far.  Total  inventories, 
including  imports,  at  the  end  of  February  were  around  2  million  cars,  a 
90-day  supply  at  present  sales  rates.  GM  is  the  hardest  hit,  with  close 
to  a  million  unsold  cars.  If  March  sales  do  no  better,  GM  could  add 
200,000  to  its  stocks.  Production  cutbacks  would  likely  follow. 

What's  bad  for  GM  would  soon  be  bad  for  the  U.S.  as  the  effect  rippled 
out  through  suppliers.  The  9.9%  drop  in  nondefense  durable  goods 
orders  in  January  shows  there's  no  bounce  yet  in  manufacturing  to  take 
up  the  slack,  despite  the  lower  dollar. 

Foreigners  would  not  be  immune  from  the  effects  of  an  extended 
slowdown  in  U.S.  consumer  spending.  Americans  have  been  spending 
about  $156  billion  a  year  (in  1982  dollars)  on  foreign  durables  (cars, 
television  sets,  VCRs  and  the  like),  roughly  double  the  1980  level.  The 
lower  dollar  will  trim  that  demand. 

The  only  markets  to  which  Japan  and  Germany  can  realistically  look 
to  replace  these  lost  sales  are  their  own.  But  there  are  few  signs  they 
have  gotten  the  message  that  they  need  to  expand  internal  demand. 

For  all  the  Groups  (of  Three,  Five,  Six)  recently  groping  in  Paris  for 
currency  stability  and  economic  coordination,  the  Japanese  still  strug- 
gle for  consensus,  while  the  West  Germans  stolidly  refuse  to  budge. 
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The  Forbes  Index 
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Cheaper  money  isn't  helping.  Despite  mortgage  rates  at 
the  lowest  level  of  the  decade,  new  housing  starts  dropped 
7.8%  from  December  to  January.  Also,  following  a  robust 
December,  retail  sales  fell  5.8%,  to  $119.3  billion,  in 
January.  A  big  downswing  m  auto  sales  was  to  blame  here. 
These  two  components  helped  bring  down  The  Forbes 
Index  by  0.4%. 


Personal  income  rose  0.5%  in  January,  to  $2, 1 27  billion 
but  failed  to  keep  pace  with  inflation.  The  Consume 
Price  Index  increased  0.6%  (before  seasonal  adjustment 
in  January,  the  sharpest  monthly  gain  in  three  years.  / 
weaker  dollar  has  helped  industrial  production,  whicl 
went  up  0.4%  in  January,  but  it  has  reduced  consumers 
purchasing  power  by  making  imports  more  expensive. 


The  Forbes  Index  Components 


I  In  I  orbes  Index  is  .i  measure  of  I J  S  c  run  .u  1 1  vit  v 

composed  of  eight  equally  weighted  elements  Total  in- 
dustrial production,  new  chums  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
puces,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Foiihls  monitors  ten 
series  of  I)  S  government  data  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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blaster  of  Possibilities:  David  L.Wolper. 


Producer :  Liberty  Weekend, 
'84  L.A.  Olympic  Ceremonies, 
The  Thorn  Birds,  Roots. 

"Substance  is  the  difference 
letween  an  extravaganza  and 
a  historical  event. " 


The  '84  Olympics  and  Liberty  Week- 
nd  were  more  than  just  extravaganzas, 
hey  were  a  celebration  of  human  values, 
aptured  in  a  universal  outpouring  of  pride 
nd  spint.  It  was  the  substance  of  these 
!!  vents  that  allowed  us  to  not  only  celebrate 
listory  but  to  become  a  part  of  it. 

From  a  more  personal  perspective,  1 
iave  found  that  substance  makes  the  dif- 
jrence  in  almost  everything- even  a  credit 
ard.  That's  why  I  carry  a  Gold  MasterCard® 
ard.  Not  only  can  1  use  it  in  more  places 
fhan  any  other  gold  card,  it  provides  me 
pth  guaranteed  hotel  reservations,  easy 
ash  access  and  emergency  travel  services. 
Hnd  with  the  amount  of  business  travel  I 
to,  the  substantial  credit  line  has  really 
ome  in  handy  more  than  once. 

Whether  I'm  celebrating  my  wedding 
nniversary  with  my  wife,  Gloria,  or  the 
nniversary  of  a  country  with  millions,  my 
jold  MasterCard  makes  anything  possible. 


1  SUPERIOR 

6000 

UOLPER 

aster  The  Possibilities 


Introducing  the  mo 


[  low,  one  might  reasonably  ask,  can  we 
describe  that  mud  splattered  and,  admittedly, 
unconventional  vehicle  as  beautiful? 

Quite  easily,  actually. 

Many  people  find  the  Range  Rover 
stunningly  attractive. 

h's  a  favourite  vehicle  of  the  British 
arisi  ocracy.  And  of  fashionable  drivers  from 
St,  Moritz  to  Milan.  It  was  also  exhibited  at 
Che  I  OU\  re  as  an  example  of  elegant  design. 

W  hat  makes  the  Range  Rover  even  more 


beautiful,  though,  is  that  its  pedigree  is  pure 
Land  Rover.  And  it  comes  tested  on  tracts 
from  the  Screngeti  to  the  Australian  Outback. 

On  the  road  and  off,  no  vehicle  in  the 
world  that  can  match  us  overall  performance. 

Consider  this:  In  addition  to  its  tenacious 
4-whccl  drive,  the  Range  Rover's  differential 
can  be  locked  at  the  shift  of  a  lever  to  provide 
grip  enough  tor  a  bli/./.ard  or  bog. 

And  this:  The  Range  Kom  i  boasts  a 
cleverly  engineered  suspension  system  that 


can  see  you  readily  across  terrain  rough 
rough  as  thjs. 

Finally,  consider  this:  With  the  stre 
to  pull  7,700  pounds,  it  can  go  tow  to  t< 
with  vehicles  even  larger  than  itself. 

It  can  climb  up  a  slope  of  up  to  45 
degrees,  and  splash  through  water  deep 
enough  for  a  boat.  It  even  excels  on  the 
surface  that  presents  a  serious  problem 
most  rugged  4x4s:  A  paved  road. 

The  Range  Rov  er  not  only  surpass 


eautiful  vehicle  in  the  world. 


PLEASE  BUCKLE  UP  FOR  SECURITY. 


>ad  performance  of  other  off-road 

.les,  it  gives  most  passenger  cars  a  run  for 

dollars,  pounds  and  Deutchmarks. 
With  its  fuel  injected  V-8  engine,  it 
es  around  at  around  100  mph  on  Kuro- 

motorw  ays.  And  since  it  was  built  for 
ory  even  more  daunting  than  Park  Ave- 
>r  Rodeo  Drive,  it  cushions  the  bumps, 
;s  and  potholes  of  a  mere  road  in  a  way  no 
lary  car  can. 

On  top  of  all  that,  the  Range  Rover 


comes  with  all  the  standard  equipment  of 
any  luxury  car.  Including  power  windows. 


armchair  seating,  a  spectacular  theft-deterrent 
stereo  system  and  headlamp  washers. 

Not  surprisingly,  the  Range  Rover  also 
comes  with  a  price  tag  somewhat  north  of 
$30,000.  Which  many  consider  a  perfectly 
reasonable  expense. 

However,  why  not  determine  that  for 
yourself?  Simply  dial  1-800-FINE  4WD  for 
the  dealer  most  convenient  to  you. 

After  all,  the  uglier  driving  gets  the  more 
beautiful  a  Range  Rover  becomes. 


Forbes 


The  collapse  ofMalcom  McLean  s  U.S.  Lines 
should  help  his  rivals.  But  in  shipping, 
nothing  is  as  it  seems  to  be. 


Malcom  McLean's 
pirate  ships 


By  Allan  Dodds  Frank 


Many    will    pay    for  Malcom 
McLean's  mistake.  The  only  question 
is:  Will  it  be  just  his  creditors  or  his 
U.S.  flag  competitors  too? 
The  mistake  takes  the  form  of 


McLean  Industries'  12  monster 
"econships,"  each  of  which  can  carry 
2,240  containers.  Loaded  with  $1.2 
billion  in  debt,  the  ships — operated  by 
McLean's  U.S.  Lines  subsidiary — idle 
at  piers  in  New  York,  Tacoma,  Singa- 
pore and  Hong  Kong,  where  they 


await  the  auctioneer's  hammer. 

Competing  U.S.  flag  carriers  trem-l 
ble  at  the  prospect  of  foreigners  get- 
ting the  ships.  Explains  Gerald  Sei- 
fert,  counsel  for  the  House  Merchanl 
Marine  &  Fisheries  Committee 
"These  vessels  in  foreign  hands 
would  serve  as  killer  ships  in  an> 
trade  in  which  they  operate.  Combin- 
ing the  low  acquisition  cost  with  low 
operating  costs  and  high  capacity, 
they  would  be  true  pirate  ships." 

Malcom  McLean  is,  of  course,  one 
of  the  transportation  industry's  great 
innovators.  In  1956,  as  a  trucking  op- 
erator, he  was  the  first  to  put  truck 
trailers  on  ships.  Later  he  built  a  small 
steamship  line  into  Sea-Land  Service, 
Inc.,  the  first  containership  company. 

"Malcom  McLean  is  one  of  the  few 
men  who  changed  the  world,"  says 
former  Citicorp  Chairman  Waken 
Wriston,  who,  as  an  up-and-coming 
banker,  financed  the  bold  shipper. 

McLean  sold  Sea-Land  in  1969  tc 
R.J.  Reynolds  Tobacco  Co.  for  a  per- 
sonal profit  of  $160  million.  (RJR  spun 


McLean  Industries'  containerships  on  the  Hudson  River,  awaiting  auction 
Kilter  ships  in  foreign  hands? 


McCurrv  Magnum 
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off  Sea-Land  in  1984,  and  last  year  the 
shipping  company  was  taken  over  by 
CSX  for  $804  million.)  But  sitting  on 
RJR's  board  didn't  fit  with  McLean's 
high-risk  style.  He  figured  he  had  one 
more  vision  and  one  more  company  in 
him.  In  1976  he  consolidated  his  real 
estate  holdings  as  McLean  Industries 
and,  in  1978,  bought  U.S.  Lines  from 
Walter  Kidde  &  Co. 

Behind  McLean's  new  vision  was 
his  conviction  that  oil  prices  would 
continue  to  rise.  He  calculated  that 
huge,  slowly  steaming  containerships 
making  regular  stops  around  the 
world  could  charge  such  low  rates 
that  they  would  command  market 
share  despite  longer  delivery  times. 

The  vision  required  a  new  ship  de- 
sign. To  keep  costs  low,  McLean  built 
his  ships  on  Daewoo  Industries'  Okpo 
ways  in  South  Korea.  Cost:  $47.5  mil- 
lion per  ship,  with  Korea's  Export/Im- 
port Bank  guaranteeing  50%  of  the 
construction  price. 

Lenders  fought  to  fi- 
nance McLean's  vision. 
Prudential  Insurance, 
General  Electric  Credit 
Corp.,  Citicorp,  Bank  of 
America,  Chemical  Bank 
and  others  lined  up  to  par- 
ticipate. In  August  1983 
First  Boston  and  Pruden- 
tial-Bache  raised  $24  mil- 
lion by  selling  8%  of 
McLean  Industries  to  the 
public.  The  two  invest- 
ment houses  also  flogged 
two  packages  of  warrants 
and  debentures  for  more 
than  $240  million.  "We 
didn't  have  any  guns  at 
any  bankers'  necks  get- 
ting them  to  finance  these 
ships,"  McLean,  in  a  rare 
interview,  tells  Forbes. 
"They  put  the  money  up 
on  their  own." 

"Lenders  go  on  yester- 
day's record,"  says  Wris- 
ton,  explaining  the  enthu- 
siastic reception  of  the 
risky  securities,  "and  he 
(McLean)  had  been  very 
successful  in  the  past." 

By  building  his  monster 
ships  outside  the  U.S., 
McLean  lost  construction 
subsidies  the  U.S.  Mari- 
time Administration 
(MarAd)  gives  for  ships 
built  in  the  U.S.  But  by 
registering  the  12  ships 
under  the  U.S.  flag, 
McLean  did  qualify  the  re- 
mainder of  his  fleet  for 
MarAd  operating  subsi- 
dies, $165  million,  spread 


over  five  years. 

When  you  think  on  the  scale  of  a 
Malcom  McLean,  potential  rewards 
are  immense.  But  so  is  the  potential 
for  disaster,  as  McLean  discovered. 

When  Middle  East  traffic  failed  to 
materialize,  McLean's  around-the- 
world  service  ran  light  on  several  key 
legs.  This  while  McLean  was  unable 
to  trim  his  docking,  loading,  pickup 
and  delivery  and  other  land  costs, 
where  75%  to  80%  of  the  expenses  in 
container  shipping  are  incurred. 

Making  matters  worse,  oil  prices 
didn't  escalate,  as  McLean  had  bet, 
but  began  falling.  That  put  his  18- 
knot  ships  at  a  further  disadvantage  to 
his  competitors'  24-knot  ships. 

In  1984  deregulation  of  the  old  ship- 
ping conferences  set  off  a  frenzy  of 
rate  cuts.  Desperate  to  fill  its  huge 
ships,  McLean  had  to  match  the  rates, 
even  some  below  cost.  From  net  in- 
come of  $61.6  million  in  1984  on  rev- 


"We  just  guessed  wrong" 


For  a  1982  speech  at  the  U.S.  Merchant  Marine  Acade- 
my, Malcom  McLean  (above)  presented  a  cartoon  ac- 
count of  the  perils  of  container  shipping.  He  dubbed  his 
talk,  "The  story  of  Pandora's  box."  As  events  unfolded, 
the  warnings  eerily  foreshadowed  McLean  Industries' 
own  demise. 


enues  of  $959.5  million,  the  company 
sank  in  1985,  losing  $72.5  million  on 
$1.2  billion.  By  third-quarter  1986 
McLean  had  lost  $237  million. 

"I'm  not  making  any  excuses," 
McLean  says.  "We  were  the  victim  of 
a  big  capital  program.  When  the 
(freight]  rates  went  down,  we  couldn't 
make  it.  We  just  guessed  wrong." 

Now  McLean's  U.S.  competitors 
worry  that  his  wrong  guess  could 
swamp  them.  The  creditors,  who 
wield  considerable  political  power, 
want  the  ships  auctioned  to  the  high- 
est bidder.  Foreign  bidders,  with  low- 
er operating  costs,  might  well  offer 
$20  million  or  more  for  each  ship — if 
the  Maritime  Administration  issues  a 
waiver  permitting  the  ships  to  sail 
under  foreign  flags. 

U.S.  flag  carriers,  of  course,  are  urg- 
ing MarAd  not  to  allow  the  ships  to  go 
foreign.  So,  too,  are  the  maritime 
unions.  The  ships,  after  all,  represent 
some  500  jobs  for  Ameri- 
can seamen  and  another 
500  for  dockside  workers. 

And  if  MarAd  does  not 
allow  foreigners  to  bid  on 
the  ships?  U.S.  operators 
may  offer  as  little  as  $10 
million  apiece.  Feelers  for 
bids  are  already  out  to 
Sea-Land  and  American 
President  Lines. 

There  is  another  reason 
U.S.  flag  carriers  would 
like  to  pick  up  McLean's 
ships  at  a  fire  sale.  Two 
bills  under  congressional 
consideration  could  make 
the  ships  much  more 
valuable.  One  bill,  pushed 
by  House  Merchant  Ma- 
rine Committee  Chair- 
man Walter  Jones 
(D-N.C),  would  require 
foreign  countries  export- 
ing to  the  U.S.  to  use 
American  ships  for  some 
of  the  trade. 

Another  bill,  promoted 
by  Representative  Mario 
Biaggi  (D-N.Y.),  could  in- 
crease operating  subsidies 
to  U.S.  flagships — and  ex- 
tend the  subsidies  to  for- 
eign-built ships  that,  like 
McLean's,  use  U.S.  crews. 
By  directing  foreign  busi- 
ness and  fattening  subsi- 
dies, the  two  bills  could, 
overnight,  turn  overca- 
pacity in  U.S.  flag  vessels 
into  a  shortage. 

With  so  much  at  stake, 
the  struggle  to  profit  from 
Malcom  McLean's  great 
mistake  will  be  fierce.  ■ 
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re  the  Japanese  and  South  Koreans  finally 
getting  ready  to  buy  Alaskan  natural  gas? 


Gas  for  the  lamps 
of  Seoul? 


By  Lawrence  Minard 


If  the  Japanese,  Koreans  and  Tai- 
wanese are  serious  about  reducing 
their  trade  surpluses — $81  billion, 
combined,  last  year — against  the  U.S., 
there  is  a  U.S.  product  to  which  they 
could  quickly  commit:  Alaskan  natu- 
ral gas.  So  much  natural  gas  comes  up 
with  the  crude  oil  on  the  North  Slope 
that  the  Prudhoe  Bay  field's  owner- 
operators,  Standard  Oil  and  Arco,  are 
reinjecting  the  gas  at  the  rate  of  2.6 
billion  cubic  feet  a  day  (bcf/d). 

Over  the  years,  several  schemes 
have  been  advanced  to  create  a  mar- 
ket for  the  gas.  One  was  the  Alaska 
Natural  Gas  Transporta- 
tion System  (Angts)  pro- 
posal, which  was  ap- 
proved by  the  U.S.  and  Ca- 
nadian governments  in 
1977.  Under  it,  a  4,790- 
mile  pipeline  would  have 
been  built  from  the  North 
Slope  through  Canada, 
piping  the  gas  into  mid- 
western  and  California 
markets  (see  map).  Project- 
ed cost  in  1980:  about  $40 
billion,  which  reflected 
inflation  and  interest 
rates  at  the  time. 

The  Angts  proposal  re- 
mains the  only  federally 
approved  gas  pipeline 
project.  But  falling  energy 
prices  have  postponed  the 
project,  perhaps  indefi- 
nitely: five  of  the  original 
ten  members  of  the  con- 
sortium- backing  Angts 
have  dropped  out.  Says  a 
leading  North  Slope  oil 
executive  bluntly:  "Angts 
is  dead." 

What  may  have  more 


life  in  it  is  a  five-year-old  competing 
proposal  by  Anchorage's  Yukon  Pacif- 
ic Corp.  to  ship  liquefied  natural  gas 
across  the  Pacific.  Yukon  Pacific  has 
substantial  backers,  including  CSX 
Corp.,  with  a  one-third  interest;  for- 
mer Alaska  Governor  Walter  J.  Hickel 
and  other  investors,  with  another 
one-third;  and  Supra  Corp.,  one-third. 
Supra's  owners  include  former  Arco 
Chairman  Robert  O.  Anderson  and 
shipping  magnate  Daniel  K.  Ludwig. 

Yukon  Pacific's  proposed  Trans- 
Alaska  Gas  System  (Tags)  would  run  a 
pipeline  along  most  of  the  existing 
Trans-Alaska  oil  pipeline's  right-of- 
way  800  miles  south  to  Valdez.  There 


the  gas  would  be  liquefied  and 
shipped  to  Asia. 

In  his  modest  Anchorage  offices, 
Yukon  Pacific  Chief  Executive  How- 
ard Griffith  says  he  would  like  to  mar- 
ket all  14  million  metric  tons  of  lique- 
fied natural  gas  a  year  (the  equivalent 
of  around  2  billion  cubic  feet  daily)  of 
North  Slope  gas  available.  But  Tags, 
he  adds,  could  be  viable  on  half  that 
volume. 

Japan  is  the  most  obvious  prospect. 
It  currently  consumes  around  28  mil- 
lion metric  tons  of  gas  annually,  most 
of  it  imported  from  Indonesia  and  Bru- 
nei. Projecting  energy  needs  is  notori- 
ously difficult.  But  according  to  the 
Japan  Gas  Association's  latest  fore- 
cast, Japanese  gas  consumption  will 
rise  to  over  42  million  metric  tons 
annually  by  the  year  2000.  Yet  con- 
tracts and  commitments  have  been 
signed  for  up  to  35  million  metric 
tons.  Yukon  Pacific  wants  to  supply 
the  additional  7  million  or  8  million 
metric  tons. 

But  so  large  is  Tags'  scale,  says  Yu- 
kon Pacific  Treasurer  Mead  Tread- 
well,  that  "it's  too  big  for  any  one 
country  to  take  on."  For  Tags  to  work 
well,  Korea  would  have  to  sign  on  for 
around  6  million  metric  tons  a  year. 
Or  Taiwan  would  have  to. 

Why  have  the  Asians  so  far  failed  to 
commit  to  Alaskan  gas?  Price,  main- 
ly. In  1982  the  estimated  cost  of  Tags' 
pipeline,  compressor  stations  and  15 
LNG  tankers  was  $14  billion  (some 
$27  billion,  factoring  in  inflation  and 
prevailing  interest  rates). 
That  put  Alaskan  gas  at  a 
steep  disadvantage 
against  gas  from  Indonesia 
and  Brunei.  Alaskan  gas  is 
still  at  a  disadvantage,  but 
somewhat  less  so.  Falling 
inflation  and  interest 
rates,  and  improved 
knowledge  of  arctic  and 
subarctic  construction 
gleaned  from  the  North 
Slope's  1974-84  building 
boom,  have  sharply  re- 
duced all  North  Slope 
construction  cost  projec- 
tions. Says  Treadwell: 
"Once  we  applied  a  lot  of 
study  to  that  $14  billion 
number,  we  came  up  with 
less  than  $10  billion,  at 
least  10%  less." 

Treadwell  expects  the 
U.S. -Japan  Energy  Work- 
ing Group,  created  by 
President  Reagan  in  1983 
to  promote  U.S.  energy 
exports  to  Japan,  will  con- 
clude this  year  that  Tags 
is  viable.  He  predicts  the 
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Japanese  will  sign  letters  of  intent  to 
buy  Alaskan  gas  early  next  year,  with 
deliveries  beginning  in  1995  or  1996. 
Treadwell  also  notes  that  the  Com- 
merce and  State  departments  have 
forcefully  raised  the  gas  issue  in  trade 
talks  with  the  Japanese  and  Koreans. 
"Support  like  that,"  says  Treadwell, 
"doesn't  go  unnoticed  over  there." 

If  Yukon  Pacific  can  sell  gas  to  the 
Asians  and  arrange  Tags'  financing,  it 


will  still  face  a  fight  from  its  primary 
competitor,  the  Alaska  Natural  Gas 
Transportation  System.  Late  last 
month,  lawyers  for  Angts  insisted  to 
the  Federal  Energy  Regulatory  Com- 
mission that  Angts  has  exclusive 
right  to  market  existing  North  Slope 
gas  reserves,  implying  that  Yukon  Pa- 
cific has  nothing  to  sell.  On  Yukon 
Pacific's  side  in  this  debate  is  the  state 
of  Alaska.  It  doesn't  care  who  trades 


in  its  gas,  so  long  as  someone  does. 

Standard  Oil  President  Frank  Mo- 
sier  would  also  like  to  sell  his  Prud- 
hoe  Bay  gas.  Mosier  doubts  that  either 
Angts  or  Tags  will  move  ahead  until 
oil  gets  back  over  $25  a  barrel.  But  he 
says:  "If  someone  can  make  Tags 
work,  we  stand  ready  to  make  our  gas 
available.  We'd  feel  blessed  if  some- 
thing happened  to  allow  us  to  market 
our  North  Slope  gas."  ■ 


The  world's  largest  citrus  co-op,  Sunkist, 
prospered  through  the  slump  in  U.S.  agri- 
culture. But  the  future  looks  a  lot  tougher. 

Sunset  in 
the  groves? 


By  Ellen  Paris 


Much  of  U.S.  agribusiness  has  been  a 
disaster  area,  but  not  so  the  citrus 
industry.  Take  Sunkist,  the  world's 


of  one  of  the  most  widely  recognized 
brand  names  in  the  world.  While  reve- 
nues for  fiscal  1986  (ending  Oct.  31) 
were  down  slightly — $831  million,  vs. 
$837  million  in  1985 — last  year  was 


largest  citrus  cooperative  and  owner    still  the  second-best  in  Sunkist  Grow- 


ers, Inc.'s  94-year  history.  Income  (the 
payments  to  the  co-op's  almost  6,000 
members  in  California  and  Arizona) 
was  $592  million,  compared  with 
$619  million  the  year  before. 

Clearly  Sunkist  has  been  squeezing 
clever  decisions  out  of  its  board.  As 
far  back  as  the  early  1970s,  in  fact,  it 
was  insuring  itself  against  a  citrus 
fruit  glut  by  cutting  back  on  acreage 
under  cultivation.  Between  1975  and 
1985,  for  example,  total  California 
and  Arizona  Valencia  orange  acreage 
dropped  21%,  to  79,000  acres.  Lemon 
acreage  dropped  27%  in  the  same  peri- 
od, to  67,000. 

At  the  same  time,  with  citrus  de- 
mand in  this  country  barely  holding 
steady,  Sunkist  has  been  aggressively 
cultivating  lucrative  and  fast-growing 
export  markets,  particularly  Japan. 
Sunkist's  skillful  diplomacy  has  man- 
aged to  boost  Japan's  orange  import 
quota  by  740%  since  1975,  to  126,000 
metric  tons.  Last  year  the  co-op 
shipped  some  1 1  million  cartons  of 


Sunkist  President  Russell  llanlin 

Juggling  premium-priced  oranges  and.  a  declining  market  share. 
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oraSiges>  lemons  and  grapefruit  to  Ja- 
pan, worth  $147  million  in  revenue, 
up  24%  from  the  year  before.  When- 
ever there  is  a  Japanese  contingent 
expected  at  Sunkist's  Sherman  Oaks, 
Calif,  headquarters,  the  company 
runs  up  the  Japanese  flag  alongside 
the  American.  "People  around  here 
must  think  we're  the  Japanese  consu- 
late," laughs  Sunkist's  president,  Rus- 
sell Hanlin. 

In  the  States,  however,  the  citrus 
fruit  market  has  begun  to  sour.  And 
Sunkist's  problem  is  not  in  Florida.  Of 
the  co-op's  shipments,  70%  is  fresh 
fruit,  not  the  lower-margined,  Florida 
oranges  that  largely  end  up  in  pro- 
cessed orange  juice.  Sunkist's  compe- 
tition in  the  supermarket  produce 
section  these  days  is  other  fresh  fruit 
and  producers  in  other  countries.  Re- 
member, oranges  were  once  the  main- 
stay of  the  food  store  fruit  section, 
especially  during  the  winter.  But  now, 
South  American  growers  have  im- 
proved their  packing  and  shipping  so 
shoppers  in  this  country  have  their 
pick  of  grapes,  peaches,  plums  and 
strawberries  shipped  from  places  like 
Chile.  Even  in  citrus,  Sunkist's  com- 
petition now  comes  not  only  from 
Florida  and  Texas  but  also  from  Spain, 
Chile  and  Israel. 

The  result:  Sunkist's  once-com- 
manding market  share  has  been  slip- 
ping. It  now  supplies  40%  of  the  fresh 
oranges,  lemons  and  grapefruit  sold  in 
the  U.S.,  down  from  72%  in  1970.  At 
the  same  time,  the  number  of  Sunkist 
growers  has  also  been  shrinking.  In 
1970  Sunkist  had  9,200  members.  To- 
day there  are  5,900,  though  individ- 
ually their  groves  are  larger.  Current- 
ly Sunkist  grower-members  have 
200,000  acres  under  cultivation, 
down  from  262,000  acres  in  1975. 

Tax  reform,  which  eliminates  in- 
vestment tax  credits  and  lengthens 
cost-recovery  cycles  for  tree-crop 
farming,  will  not  help  keep  growers  in 
the  groves.  Hardest  hit  will  be  the 
absentee  grower/investors  who  ac- 
count for  about  20%  of  Sunkist's 
membership.  "These  people  have 
really  been  farming  the  tax  laws  rath- 
er than  oranges,"  admits  Hanlin,  not- 
ing a  decline  in  new  investment  activ- 
ity since  January  1. 

If  that  weren't  enough,  the  Reagan 
Administration,  though  more  than  a 
little  distracted  these  days,  is  threat- 
ening to  abolish  the  last  of  federal 
volume  restrictions  on  citrus  sales. 
These  volume  quotas,  called  market- 
ing orders,  were  introduced  back  in 
1937  to  help  prevent  gluts  leading  to 
destructive  price  wars  among  grow- 
They  now  exist  only  in  Sunkist 
territory  and,  for  all  practical  pur- 


poses, arc  controlled  by  the  co-op. 

Sunkist,  which  Hanlin  says  spends 
$250,000  a  year  lobbying  in  Washing- 
ton (industry  insiders  say  it's  closer  to 
$1-  million),  has  so  far  held  off  the 
deregulators.  But  time  is  not  on  Sun- 
kist's side.  The  restrictions,  declared 
the  January  1987  Economic  Report  of 
the  President  on  Agricultural  Policy 
Reform,  "generate  extra  profits  for  es- 
tablished producers." 

For  Sunkist,  more  than  the  price  of 
oranges  at  the  store  is  at  stake.  A  lot  of 
shoppers  are  willing  to  pay  more  for 
the  Sunkist  brand  on  an  orange,  be- 
cause they  believe  Sunkist  means  bet- 
ter quality.  It  was,  and  is,  a  consider- 
able marketing  triumph.  "We  got  our- 
selves out  of  the  trap  of  commodity 
selling,  where  the  lowest  price  gets 
the  business,"  says  Hanlin.  At  a  Los 
Angeles  supermarket  recently,  Sun- 
kist navel  oranges  sold  for  69  cents, 
vs.  39  cents  for  the  non-Sunkist  kind. 

But  some  of  Sunkist's  own  mem- 
ber-growers no  longer  value  that  edge. 
They  now  pay  a  55-cents-per-carton 


levy  to  the  co-op,  which  covers  ad- 
ministrative, selling  and  advertising 
costs  ($14  million  last  year).  Indepen- 
dent packers,  with  no  advertising 
budgets,  charge  around  half  that. 
There  is  talk  that  some  Sunkist  grow- 
ers are  already  selling  part  of  their 
crop  to  the  independents. 

Hanlin  says  he  would  like  to  reduce 
capital  investment  fees  to  his  growers 
in  an  attempt  to  attract  new  members 
and  keep  the  old  ones.  To  do  that,  he 
could  tap  into  some  $14  million  a  year 
that  the  co-op  now  earns  licensing  the 
Sunkist  name  for  soft  drinks,  candies, 
fruit  snacks  and  vitamins. 

The  trouble  is  that  Sunkist  needs  to 
go  in  two  directions  at  the  same  time. 
It  must  reduce  its  income  from  mem- 
bers' capital  fees  to  halt  defectors  and 
attract  new  growers.  But  it  sorely 
needs  that  income  to  promote  the  val- 
ue of  its  brand  name  and  for  lobbying 
to  cling  to  its  control  of  those  citrus 
marketing  orders. 

It  has  the  look  of  a  "heads  you  lose, 
tails  you  lose"  proposition.  ■ 


Having  made  one  fortune  from  resuscitat- 
ing Olivetti,  Carlo  De  Benedetti  is  now 
building  a  second  empire,  and  raising 
fears  he  is  spreading  his  talents  too  thin. 

Conglomeration 
Italian  style 


By  Steven  Solomon 


Next  year  Italy's  economy  may 
surpass  Britain's  for  the  first 
time  since  the  time  of  the  Mc- 
dicis.  If  so,  much  of  the  credit  will  go 
to  the  current  generation  of  Italian 
entrepreneurs.  Singular  among  this 
dazzling  breed  is  Carlo  De  Benedetti. 
Starting  in  1978  De  Benedetti  almost 
singlehandedly  rebuilt  Ing.  C.  Olivetti 
&.  C.  SpA.  into  Europe's  most  power- 
ful contender  in  office  automation,  its 
recent  problems  with  its  AT&T  con- 
nection (Forbes,  Mar  9]  notwith- 
standing. 

Now  the  energetic  Dc  Benedetti, 
52,  is  building  a  second,  more  person- 
al empire  around  Milan's  Compagnia 
Finanziaria  De  Benedetti,  or  Cofide. 
Formally  created  in  December  1985, 


Cofide  controls  a  Byzantine  maze  of 
holding  companies  and  their  industri- 
al and  financial  investments  (see  chart, 
opposite).  Its  consolidated  earnings 
came  to  only  $16.2  million  last  year. 
But  so  powerful  is  De  Benedetti's  rep- 
utation that  Cofide  already  has  a  mar- 
ket capitalization  of  $854  million  on 
the  Milan  bourse.  De  Benedetti  owns 
51%  of  Cofide. 

The  jewel  in  Cofide's  crown  is  its 
13%  stake  in  Olivetti.  This  is  held  by 
Compagnie  Industriali  Riunite,  a  pub- 
licly owned  company  of  which  Cofide 
owns  34%.  CIR  also  controls  Indus- 
trie Buitoni  Perugina,  Italy's  big  food 
group,  and  owns  Sasib,  a  major  indus- 
trial machinery  and  engineering 
company. 

Then  there  is  Sabaudia,  also  public- 
ly traded  in  Milan  and  51%  owned  by 
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CIR.  Sabaudia  has  investments  worth 
$365  million,  including  significant 
stakes  in  the  Pirelli  group,  the  giant 
rubber  and  tire  company;  in  the 
L'Espresso  and  Mondadori  publishing 
groups;  and  in  investment  banker 
Euromobiliare. 

Europe's  bickering  politicians  con- 
tinue to  postpone  the  reality  of  a  truly 
common  market,  but  De  Benedetti 
and  other  capitalists  are  knocking 
down  centuries-old  barriers.  France, 
especially,  has  attracted  De  Benedet- 
ti's  attention.  Cofide's  French  holding 
company,  Cerus,  trades  on  the  Paris 
Bourse.  Cerus  controls  Valeo, 
France's  $1.9  billion  (sales)  auto  com- 
ponents maker;  Yves  Saint  Laurent 
SA,  the  Paris  design  house;  and  has  a 
major  stake  in  $450  million  (sales) 
Presses  de  la  Cite,  a  publishing  and 
broadcasting  group. 

Add  it  up,  and  De  Benedetti  effec- 
tively controls  companies  with  total 
revenues  of  over  $10  billion. 

The  key  to  De  Benedetti 's  rapidly 
growing  empire  is  the  cheap  equity 
capital  his  presence  in  a  company  at- 
tracts. Soon  after  gaining  control  of  a 
company,  De  Benedetti  recapitalizes 
by  raising  new  equity  money  from  the 
public.  This  leads  to  fast  financial 
profits   and   an   improved  balance 


J  Kahac  Mpgnum 


Italy  's  Carlo  De  Benedetti 
A  passion  for  finance. 


sheet.  This,  in  turn  pushes  up  the  new 
issue  price.  Last  year  De  Benedetti- 
controlled  companies  raised  about 
one-fifth  of  all  fresh  equity  raised  on 
the  Milan  stock  exchange.  Significant 
additional  sums  were  raised  in  Paris. 
Says  one  Italian  executive  of  De  Bene- 
detti: "Not  even  Agnelli  [chairman  of 
Fiat]  has  played  the  market  in  Italy  so 
well." 

Businessmen  close  to  De  Benedetti 


say  his  greatest  talent  is  as  a  financier, 
not  an  industrialist.  His  passion  for 
financial  assets  nearly  drew  him  into 
Roberto  Calvi's  ill-starred  Banco  Am- 
brosiano.  De  Benedetti  has,  moreover, 
been  an  aggressive  issuer  of  nonvoting 
or  "savings"  shares,  which  give  all  the 
advantages  of  equity  finance  and  none 
of  the  disadvantage  of  giving  up  con- 
trol. Recently,  however,  the  Italian 
market  and  regulators  have  cooled  to 
nonvoting  shares. 

A  self-avowed  disciple  of  the  prof- 
its-first business  philosophy,  De  Ben- 
edetti cut  employment  by  about  10% 
and  fired  all  but  one  of  the  top  manag- 
ers upon  taking  charge  at  Olivetti.  He 
has  not  played  by  the  traditional  Ital- 
ian rules  of  building  alliances  with 
other  industrial  families  and  political 
parties.  When  Prime  Minister  Bettino 
Craxi  personally  killed  the  proposed 
sale  to  De  Benedetti  of  a  government- 
owned  food  group,  De  Benedetti  re- 
sponded by  suing  the  government, 
then  announcing  that  he  would  focus 
more  of  his  food  investments  outside 
Italy. 

If  De  Benedetti  has  a  master  plan, 
he  has  yet  to  articulate  it.  Last  year, 
he  claimed  he  would  begin  to  consoli- 
date his  businesses  around  food,  ma- 
chinery,   auto    components,  office 


Pieces  of  the  pie 


Numbers  in  parentheses  are  market 
capitalization  in  millions  of  dollars. 


Carlo  De  Benedetti 


Compagnie  Industrial! 
Riunite  (CIR) 

Holding  company 
($1,755) 


-34%- 


51% 


Compagnia  Finanziaria 
De  Benedetti  (Cofide) 

Master  holding  company 
($854) 


41% 


Cerus 

French  holding  company 
($650) 


■  13%. 


Valeo 

Auto  components 


■11.25%- 


Presses  de  la  Cite 

Publishing 


>-  37% 


Yves  Saint  Laurent 

Fashion 


100% 


Charles  of  the  Ritz 

Cosmetics  and  fragrances 


Industrial  holdings 
U  Financial  services 


51% 


-55%- 


Sogefi 

Auto  components 


Sasib 

Machinery 


-51%- 


Buitoni 

Food 


I — 13%— 


Olivetti 

Office  automation 


Sabaudia 

Investment  co. 
($458) 


-21.2%- 


Mondadori 

Publishing 


-17%— 


L'Espresso 

Publishing 


-5%- 


De  Benedetti's  holding  company, 
Cofide,  now  controls  companies 
with  aggregate  sales  of  $10  billion 
and  owns  stakes  in  several  more 
companies.  The  chart  below  shows 
most,  but  not  all,  of  Cofide's 
holdings. 


13.5% 


—13.5%- 


Socie'te'  Financiere 
de  Geneve  (Sofigen) 

International  investment  co. 


Banca  Agricola  Milanese 

Banking 


Latina 

Insurance 


■13%- 


.58% 


Pirelli 

Industrial  components 


Isefi 

Financial  services 


-35%- 


-19%— 


Euromobiliare 

Investment  banking 


F&F 

Mutual  funds 


100%J 
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automation  and  financial  services. 
Then,  in  the  fall,  he  acquired  a  37% 
stake  in  Yves  Saint  Laurent,  as  a  plat- 
form for  an  international  expansion 
into  cosmetics  and  other  luxury  prod- 
ucts. With  De  Bcnedctti  hchind  it, 
Yves  Saint  Laurent  bought  Charles  of 
the  Ritz,  the  cosmetics  and  fragrances 
firm,  for  about  $620  million. 

Is  De  Benedetti  spreading  himself 
too  thin,  as  some  Olivetti  investors 
are  beginning  to  fear?  Elserino  Piol 
and  Vittorio  Levi,  top  executives  at 
Olivetti,  see  no  cause  for  panic.  "The 
only  difference,"  says  Piol,  "is  that 
before  we  had  half  a  day  to  discuss  the 
situation  [with  De  Benedetti].  Now 
we  must  be  prepared  to  discuss  it  in 
one  hour." 

But  the  fears  persist.  Comments 
Henry  de  Vismes,  the  London-based 
director  of  Kleinwort  Benson  Interna- 
tional Investment  Ltd.:  "One  suspects 
that  his  [De  Benedetti 's[  best  effort 
has  been  going  into  companies  in 
which  he  has  a  big  stake,  rather  than 
into  Olivetti  " 

The  ever  wider  net  of  Cofide  and  its 
holdings  clearly  requires  the  maes- 
tro's  attentions.  Food  producer  Bui- 
toni  still  must  prove  that  its  1986 
improvement  represents  a  permanent 
turnaround.  French  auto  components 
firm  Valeo  is  losing  money.  Cofide 
purchased  some  of  its  financial  hold- 
ings, particularly  insurance,  at  very 
high  prices. 

"De  Benedetti  is  playing  a  very 
speculative,  very  financial  game," 
cautions  one  Italian  executive.  "He's 
very  good  at  it.  Yet  a  sudden  change  in 
the  market  could  hurt  him." 

Who  would  share  in  the  pain? 
Along  with  hundreds  of  thousands  of 
individual  Italian  investors,  Cofide's 
shareholders  include  American  Ex- 
press' Shearson  Lehman  Brothers 
(4.9%);  the  Suez  Group  (4.8%);  and 
S.G.  Warburg  &.  Co.;  Lombard  Odier; 
Dreyfus  Corp.;  and  Nomura  Securi- 
ties Co.,  Ltd. 

"A  lot  of  people  feel  you  must  in- 
vest where  the  actual  assets  are, 
which  is  Olivetti,"  explains  Bruce 
Clarke,  portfolio  manager  of  London- 
based  American  Express  Asset  Man- 
agement. "Others  say  you  must  in- 
vest closer  to  the  entrepreneur,  which 
is  Cofide." 

Worldwide,  this  is  the  age  of  the 
entrepreneur.  Olivetti's  shares  now 
trade  at  about  11  times  last  year's 
earnings;  Cofide's,  at  a  multiple  of  53. 
While  it  is  almost  inevitable  that  Car- 
lo De  Benedetti  will  one  day  stumble, 
an  increasing  number  of  investors  are 
betting  on  this  remarkable  business- 
i  tan's  agility  and  ability  to  regain  his 
(  if  he  does.  ■ 


Meet  Robert  Weingarten,  sign  of  the  times. 
He  has  built  a  $1.5  billion  financial  super- 
market from  scratch  in  three  years. 


Instant 
tycoon 


By  John  Heins 


Could  it  be  that  the  market  is 
getting  a  bit  frothy?  Read  this 
tale  of  a  purveyor  of  trendy  fi- 
nancial products  and  judge  for  your- 
self. It  is  the  story  of  a  man  who,  in 
scarcely  three  years,  has  created  a  bil- 
lion-dollar empire,  seemingly  from 
nothing.  The  empire— mutual  funds 
and  life  insurance — is  trading  at  35 
times  earnings  and  20  times  tangible 
net  worth.  If  the  market  does  not  en- 
tertain second  thoughts  about  these 
valuations,  our  hero  will  die  rich. 

The  subject  of  this  story  is  Robert 
Weingarten,  chairman  of  Los  Angeles' 
First  Capital  Holdings  Corp.  With 
First  Capital's  February  deal  to  buy 
E.F.  Hutton  Insurance  Group  Inc.  for 
$300  million,  Weingarten  has  built  a 
financial  services  firm  that  should 
have  at  least  $1.5  billion  in  sales  this 
year.  His  and  his  wife's  16%  stake  in 
First  Capital,  worth  next  to  nothing  in 
mid- 1984,  is  now  worth  $85  million. 

Weingarten,  45,  was  an  early  finan- 
cial products  whiz.  At  21  he  started  a 
New  York  research  boutique  on  in- 
surance stocks.  By  1966  the  firm  was 
making  markets  in  over  100  such 
stocks.  It  had  a  sales  force  of  20  when 
Weingarten  sold  out  to  the  now  de- 
funct retail  broker  Scheinman,  Hoch- 
stin  &  Trotta,  where  Weingarten  be- 
came head  of  sales  and  research.  From 
1971  to  1983  he  ran  Macro  Communi- 
cations, Inc.,  a  magazine  publisher 
whose  various  titles  included  Finan- 
cial World,  Saturday  Review  and  View. 
The  magazines  didn't  make  much 
money,  and  in  August  1982  he  decid- 
ed it  was  time  for  a  change. 

"I  had  gone  from  being  a  poor 
Brooklyn  kid  to  living  as  well  as  you 
could  in  New  York — house  at  the 


beach,  duplex  on  Fifth  Avenue, 
chauffeured  car,"  Weingarten  says.  "I 
thought,  if  it  gets  this  good  and  it's 
still  a  hassle,  maybe  I  ought  to  try 
something  different." 

By  mid- 1983  Weingarten  had  sold 
his  magazines  and  real  estate  and 
moved  to  Los  Angeles.  There,  using 
the  publicly  listed  shell  of  Macro,  he 
set  about  creating  what  he  calls  a 
"manufacturer  and  wholesaler  of  in 
vestment  products."  After  nearly  a 
year  of  scouting,  Weingarten  paid  $8 
million,  almost  all  borrowed,  to  buy 
Pilgrim  Group  Inc.,  a  load  mutual 
fund  manager. 

The  timing  was  perfect.  Weingarten 
expanded  Pilgrim's  nearly  nonexis 
tent  marketing  and  brought  out  sever 
al  innovative  funds,  including  i 
closed-end  regional-bank  fund  and 
three  funds  for  foreign  investors.  Run 
by  Weingarten's  wife  of  25  years,  Pa 
lomba,  Pilgrim  now  manages  nearly 
$2  billion  in  assets,  up  from  $350  mil 
lion  when  First  Capital  bought  it. 

Weingarten  upped  the  stakes  in  late 
1985  with  the  $75  million  purchase  of 
Fidelity  Bankers  Life  Insurance  from 
Monarch  Capital.  Fidelity's  strengths 
are  universal  life  and  single-premium 
whole  life,  sold  more  for  their  invest- 
ment potential  than  for  their  death 
benefits.  Weingarten's  timing  again 
was  great.  Investment-style  insurance 
has  taken  off,  mostly  because  Con 
gress  has,  for  now,  left  unmolested 
the  tax  deferral  on  policy  income 
Selling  through  both  insurance  agents 
and  brokers,  First  Capital's  insurance 
operation  took  in  roughly  $100  mil- 
lion in  premiums  in  January,  mostly 
from  a  new  single-premium  life  poli- 
cy called  Pilgrim-SPL.  "The  year  be- 
fore we  bought  Fidelity,  new  premi- 
ums for  the  entire  year  were  $24  mil- 
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The  Elegant  Spirit  ot  Cadillac. 


Cadillac  has  created  the 
Seville  to  be  America's  ultimate 
luxury  sedan.  Its  sophisticated 
styling  proves  an  aerodynamic 
automobile  can  also  be 
elegantly  distinctive.  It  incorpo- 
rates virtually  every  comfort, 
every  convenience  you  could 
ever  require.  Seville  inspires 
your  confidence  and  control. 
Impeccably  detailed  and 
backed  by  the  finest  warranty 
in  Seville  history. 

The  essence  of  elegance. 

Sleek  and  sophisticated.  This  is 
the  most  aerodynamically 
styled  Seville  ever,  which  means 
that  its  styling  actually  contrib- 
utes to  remarkable  interior  quiet 
and  road-holding  stability. 


The  comfort  of  America's 
ultimate  luxury  sedan. 

Seville  goes  beyond  the 
expected.  Consider:  Electronic 
Climate  Control  with  a  sun-load 
sensor  that  adjusts  the  interior 
temperature  to  enhance  your 
comfort.  And  in  the  Seville 
Elegante,  both  driver  and  front 
passenger  have  power  lumbar 
supports  and  power  seat 
recliners. 

Road  manners  that  inspire 
confidence. 

Seville  is  equally  comfortable  on 
mountain  switchbacks  or  in  city 
traffic.  With  the  handling  of  four- 
wheel  independent  suspension. 
The  spirited  response  of  a  trans- 
verse-mounted, fuel-injected 
V8  engine  with  front-wheel  drive. 
These  qualities  culminate  in 
new  levels  of  driver  satisfaction. 


A  fine  automobile  should  utilize 
fine  materials.  This  one  does. 

Supple  leather  and  luxurious 
cloth  are  handfitted  in  the  seat- 
ing areas.  Genuine  American 
walnut  is  inlaid  on  the  instru- 
ment panel  and  console.  And 
leading-edge  electronics 
constantly  keep  your  Seville 
comfortable,  convenient  and 
reliable. 

Seville's  new  6-year/60,000-mile 
warranty. 

Seville  assures  your  peace  of 
mind  with  a  new  longer  6-year/ 
60,000-mile  warranty* 

Your  Cadillac  dealer  invites 
you  to  experience  America's 
ultimate  luxury  sedan.  Seville, 
the  elegant  spirit  of  Cadillac. 

'See  your  dealer  for  the  terms  and  conditions 
of  this  new  limited  warranty. 


Watch  Cadillac  and  the  Masters®  on  CBS-TV  April  11th  and  12th. 


LET'S  GET  IT  TOGETHER.  .  . BUCKLE  UP. 
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First  Capital  Holdings'  Robert  Weingarten 

From  magazines  to  trendy  financial  products. 


lion,"  Weingarten  says. 

Last  year,  on  $192  million  in  sales, 
First  Capital  earned  $14.1  million,  71 
cents  per  fully  diluted  share.  The 
stock,  under  2  only  18  months  ago, 
trades  near  its  high  of  26%.  Jeffrey 
Kesslcr  at  Cowen  &  Co.  estimates 
that,  assuming  the  Hutton  deal  is  fi- 
nal by  Apr.  30,  First  Capital  could 
earn  $2.20  to  $2.40  a  share  this  year. 
Ebullient  talk  like  this  will  help 
Drexel  Burnham  sell  $250  million  in 
First  Capital  junk  bonds  and  convert- 
ible securities,  for  which  offering  pa- 
pers were  filed  with  the  SEC  last 
month.  The  new  capital  will  come  in 
handy.  Weingarten  wants  to  grow 
quickly  at  a  time  when  insurance  reg- 
ulators are  getting  edgy  over  the  capi- 
tal adequacy  of  aggressive  insurers. 

What  could  go  wrong?  Financing 
the  Hutton  Life  purchase  with  bank 
debt  and  high-yield  bonds  will  cost 
some  $28  million  a  year  in  interest. 
But  Hutton  Life  earned  only  $10  mil- 
lion, before  taxes  and  investment 
gains,  on  revenues  of  $734  million 
last  year. 

Selling  single-premium  universal 
and  whole  life  has  become  a  risky 
game  of  yield.  The  Pilgrim  single-pre- 
mium whole  life  earns  7Vt%  on  poli- 
cies sold  after  Mar.  15.  To  be  able  to 
offer  competitive  returns,  First  Capi- 
tal has  put  a  fourth  of  its  investment 
portfolio  into  high  yield  bonds.  The 
strategy  has  worked  well  in  recent 
yeais,  but  a  bad  economy  could  devas- 
iunk  bond  values.  So  could  a 


spike  in  interest  rates.  If  rates  shoot 
up  dramatically  in  the  next  few  years, 
policyholders  will  gladly  pay  surren- 
der charges  of  1%  to  7%  and  leave 
First  Capital  holding  a  bag  full  of  un- 
derwater bonds. 

The  most  immediate  threat  comes 
from  the  accounting  profession.  Rule- 
makers  have  proposed  a  change  that 
would  disallow  the  method  used  by 
First  Capital  to  account  for  profits  on 
its  single-premium  life.  First  Capital's 
aggressive  position  is  that  the  sale  of  a 
policy  all  but  assures  a  stream  of  prof- 
its in  future  years,  so  that  a  chunk  of 
those  future  profits  can  safely  be 
booked  today.  Weingarten,  that  is,  is 
counting  chickens  before  they  are 
hatched.  He  has  some  company — 
Transamerica  Occidental  and  Lincoln 
National  are  among  the  large  insurers 
using  a  similar  method  on  similar  pol- 
icies— but  the  betting  is  that  First  Ca- 
pital's method  won't  be  allowed 
much  longer. 

From  an  economic  viewpoint  Wcin- 
garten's  accounting  may  do  a  better 
job  of  describing  his  earnings  than 
would  a  more  conservative  method. 
But  accelerating  an  earnings  stream 
flies  in  the  face  of  accounting  tradi- 
tion. It's  something  like  striking  oil 
and  then  counting  as  income  for  the 
first  year  not  only  the  amount  of  oil 
sold  but  also  part  of  the  value  of  the 
well.  If  the  rulemakers  prevail,  says 
Robinson-Humphrey  analyst  Thomas 
Richter,  First  Capital  may  have  to  re- 
state its  earnings  downward  by  5 


cents  to  10  cents  a  share  for  1986  and 
25  cents  to  50  cents  for  1987. 

The  market  seems  convinced  that 
Weingarten  has  the  key  to  the  future. 
The  company's  year-end  tangible  net 
worth — shareholders'  equity  after  de- 
ducting goodwill — was  $27  million. 
Against  that,  investors  value  First 
Capital  Holdings  at  an  amazing  $530 
million. 

Weingarten  wants  to  make  another 
large  mutual  fund  acquisition  to  hedge 
his  bets  in  insurance.  He's  going  to 
blend  the  two  lines  in  a  variable  life 
product  that  allows  the  buyer  to  select 
a  Pilgrim  fund  for  the  investment  vehi- 
cle. He  also  recently  teamed  up  with 
Fort  Worth's  Robert  Bass  to  look  into 
using  First  Capital  channels  to  sell  real 
estate  investments. 

Weingarten  waves  his  hand  across 
the  panoramic  view  looking  north 
from  his  23rd-floor  Century  City  of- 
fice to  the  estates  in  Beverly  Hills,  Bel 
Air  and  Holmby  Hills,  where  he  now 
lives.  "A  lot  of  those  estates  are 
owned  by  guys  who  have  made  money 
in  the  financial  markets  in  the  last 
couple  of  years,  and  they  were  sold  by 
guys  who  got  killed  in  real  estate.  Ten 
years  ago  the  real  estate  guys  bought 
them  from  guys  who  were  getting 
killed  in  the  financial  markets.  That's 
going  to  rotate  again,  I  believe  that." 

The  verity  he  seems  to  have  hit  on 
is  this:  Those  who  live  by  speculative 
excesses  die  by  them.  It  isn't  yet  clear 
whether  Weingarten  qualifies  as  an 
exception  to  the  rule.  ■ 
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yOU'LL  BE  VERy  IMPRESSED 

WITH  THE  WAy  THIS 
NO-HEADACHE  COPIER  RUNS. 

yOU'LL  BE  EVEN  MORE  IMPRESSED 
IF  IT  EVER  BREAKS  DOWN. 


Better  copiers  and  the  industry's  most 
impressive  service  plan  virtually  eliminate  all 
of  your  most  common  copier  complaints. 

We  think  you'll  say  that  Pitney  Bowes  copiers  are 
the  best  you've  ever  had.  ^ 

We've  made  them  more  dependable,  versatile  JJ 
and  simpler  to  operate.  And,  they're  easier  to  fix  M 
if  anything  ever  does  go  wrong.  vj 

We've  even  created  one  of  the  most  extensive 
computer-dispatched  service  staffs  in  the  business. 
One  phone  call  puts  you  on-line  with  the  Customer 
Service  Support  Center  nearest  your  business.  So  if 
your  copier  needs  help,  you  get  it.  Almost  immediately. 

There's  more.  We  also  offer  flexible  financing  and 
supplies  and  service  contracts.  Which  means  we  can  cure 
headaches  for  people  who  use  copiers.  And  for  those 
who  pay  for  them. 

For  more  information,  call  1-800-MR.  BOWES 
(1-800-672-6937),  ext.  271.  Or  write  us  at  .1701  Crosby  St., 
Stamford,  CT  06926-0700. 


Pitney  Bowes 


fOU EXPECT  MORI 

AHDYOi 


There  are  few  names  left  in  commercial 
enterprise  that  still  raise  expectations 
among  their  customers. 
Pan  Am  is  one  of  them. 


And  we  intend  to  live  up  to  our  name 
At  a  time  when  airlines  shout  about 
price  and  whisper  about  service, 
Pan  Am  is  determined  to  provide  both 
low  prices  and  fast,  courteous,  reliable 
service  as  well. 


■ROM PAN  MM. 


To  begin  with,  our  maintenance  staff  has 
been  diligently  scrubbing  and  polishing  our 
entire  fleet  of  planes;  redecorating  our 
Clipper®  and  First  Class  with  new  upholstery 
and  carpeting. 

Our  Engineers  have  installed  new 
electronic  headsets  and  are  working  on 
bigger,  roomier  storage  space,  new  lighting, 
and  new  video  equipment. 

We're  introducing  an  all  new  reservations 
system  which  will  mean  faster  ticketing, 
rid  shorter  lines  at  the  airport. 
I  And,  once  you're  comfortably  on  board, 


we're  working  harder  than  ever 
to  get  you  j^^down  the  runway 


and  to  your  destination  on  time. 
Currently  Pan  Am  is  providing  one  of  the 
most  impressive  on-time  performance 
records  in  the  industry. 

Starting  today  you  can  expect 
even  more  from  Pan  Am,  because  we 
expect  more  from  ourselves. 


Uncle  Sam  is  an  easy  mark  when  it  comes 
to  lending  money.  And  when  it  comes  to 
collecting  on  all  those  outstanding  loans' 

Tough  as 
marshmallows 


By  Janet  Novack 

Headlines:  Government  Grabs 
Cars  of  Student  Loan  Dead- 
beats.  U.S.  Gets  Tough  on 
Debtors  Who  Don't  Pay;  Seizes  Tax 
Refunds. 

Uncle  Sam  cracking  down  on  delin- 
quent debtors,  right?  Not  quite.  At 
the  end  of  fiscal  1986  (Sept.  30),  the 
national  bad  debt — not  counting  the 
$41.9  billion  in  delinquent  taxes 
owed— stood  at  $26.3  billion,  8.4%  of 
all  nontax  receivables.  That  was  up 
from  $17.2  billion,  or  6.4%  of  receiv- 
ables, in  1983.  The  outlook  for  this 
year?  More  of  the  same. 

Yes,  we  are  talking  bad  Agriculture 
Department  debt  (some  38%),  but 
student  loans  are  another  19%  of  the 
problem,  with  small  business  loans 
gone  bad  accounting  for  another  10%. 
Veterans'  benefits  and  a  host  of  other 
programs  make  up  the  rest. 

Not  that  the  Congress  and  a  succes- 
sion of  budget  bureaucrats  are  indif- 
ferent to  this  increasingly  expensive 
mess.  In  1982  Congress  passed  some- 
thing called  the  Debt  Collection  Act, 
an  alleged  blueprint  for  tougher  en- 
forcement. It  allowed  government  to 
hand  over  deadbeat  loans  to  private 
collection  agencies.  But  the  feds  took 
three  years  to  award  the  contracts.  So 
far  only  $1.6  billion  has  been  referred 
to  collectors,  and  only  a  tiny  fraction 
of  that  fraction — $6  million,  or  half  a 
cent  on  the  dollar — has  been  returned 
to  the  Treasury. 

The  news  is  not  all  bad,  however. 
One  notable  success  is  the  Internal 
Revenue  Service's  so-called  refund 
offset  program.  In  1 986,  its  first  year, 
$152.5  million  in  tax  refunds  was 
withheld  from  citizens  who  were  not 
paying  off  their  government  loans. 
(Another  $44.5  million  poured  into 
the  agencies  from  anxious  debtors  af- 


ter they  were  warned  their  names 
would  be  given  to  the  IRS'  comput- 
ers.) Treasury  figures  it  could  pull  in 
as  much  as  $390  million  in  1987. 

But  even  if  the  government  does 
finally  clean  up  its  collection  act,  it 
faces  a  still  tougher  bad  loan  problem. 
That  is,  overcoming  the  firmly  en- 
trenched Capitol  Hill  tradition  of  ac- 
counting tricks — especially  off-bud- 


get lending — that  mask  the  true  mag- 
nitude of  outstanding  debt  and 
guarantee  a  deluge  of  future  collec- 
tion problems. 

Consider  guaranteed  student  loans. 
In  fiscal  1986  the  U.S.  issued  $8.2 
billion  of  them,  at  an  ultimate  cost  to 
the  taxpayer  (including  interest  subsi- 
dies and  a  10%  default  rate)  of  about 
$3  billion.  But  the  Reagan  Adminis- 
tration's 1986  budget,  using  accepted 
government  accounting  principles, 
shows  that  these  new  loans  produced 
$184  million  in  income.  Part  of  the 
trick:  The  U.S.  books  a  5%  loan  origi- 
nation fee  as  income  and  makes  no 
provision  for  losses. 


More  accounting  fiction:  Even 
when  losses  on  loan  programs  do  oc- 
cur, Congress  doesn't  necessarily  own 
up  to  them.  The  Farmers  Home  Ad- 
ministration's Agricultural  Credit  In- 
surance Fund,  which  makes  loans  to 
farmers,  had  "negative  equity" — a  cu- 
mulative unfunded  loss — of  $9.8  bil- 
lion at  the  end  of  1986,  up  from  $7.3 
billion  in  1985.  It  simply  borrows 
from  the  Treasury  to  cover  that  defi- 
cit, allowing  Congress  to  fudge  about 
how  much  the  nation's  farm  pro- 
grams really  cost.  Says  agency  Ad- 
ministrator Vance  Clark:  "If  we  were 
a  bank,  we'd  be  out  of  business.  The 
comptroller  wouldn't  stand  for  the 
things  we  do."  He  plans  to  write  off  $2 
billion  in  bad  loans  this  year,  and 
says,  "Losses  potentially  are  much 
greater  than  that." 

At  the  end  of  fiscal  1986  the  U.S. 
had  $252  billion  in  direct  loans  and 
$450  billion  in  loan  guarantees  out- 
standing, up  13%  and  24%,  respec- 
tively, from  1983.  In  the  same  three 
years  delinquent  debt  principal  alone 
rose  43%,  to  $15.2  billion.  Guaran- 
teed loan  defaults  hit  $8.1  billion,  or 
1.9%  of  outstanding  guarantees,  up 
from  0.98%  of  loans  in  fiscal  1984. 

Most  of  the  recipients  of  all  this 
easy  credit  are  homeowners,  farmers, 
businessmen  and  students  deemed 
worthy  by  Congress,  not  quite  so  wor- 
thy by  private  lenders.  Others,  how- 
ever, are  none  too  worthy  by  any  mea- 
sure. The  Energy  Department's  port- 
folio includes  a  $78.9  million  loan 
guarantee  for  an  ethanol  plant  built  by 
one  of  Saudi  arms  dealer  Adnan  Kha- 
shoggi's  now  shaky  companies.  The 
Rural  Electrification  Administra- 
tion's subsidized  borrowers  include 
utilities  in  the  ritzy  Aspen  and  Vail 
ski  areas  and  Hilton  Head  and  Myrtle 
Beach  resorts. 

Is  all  this  heavy  lending  good  for  the 
economy?  Doubtful  but  debatable. 
Regardless,  it  seems  axiomatic  that 
with  so  much  of  it  going  on,  govern- 
ment should  at  least  know  (and  tell 
taxpayers)  how  much  programs  cost 
and  make  a  creditable  effort  to  collect 
what's  owed. 

The  Reagan  Administration,  as 
guilty  as  any  of  playing  fast  and  loose 
at  the  federal  loan  accounting  game,  is 
now'  proposing  to  Congress  that  the 
budget  include  the  real  cost  of  loans 
when  they  are  made. 

The  outlook  is  uncertain,  but  that 
and  a  beefed-up  drive  on  deadbeats 
would  cut  the  alarming  annual 
growth  in  delinquent  debt.  The  real 
point  is  that  even  with  better  collec- 
tion, subsidized  loans  to  marginal 
borrowers  cost  money.  Why  not  be 
honest  about  just  how  much?  ■ 
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Hotels  ^Resorts 

THE  PEOPLE  AND  PLACES  OF  VVESTIN. 


The  traveller  is  best  nourished 
when  taste  is  seasoned  with  elegance. 

The  finest  food  feeds  both  the  body  and  the  spirit.  Its  taste 
is  complemented  and  heightened  by  its  presentation,  especially 
when  it  is  prepared  by  those  with  an  unquenchable  desire 
to  be  the  best.  The  Chefs  of  Westin.  All  of  them  are  endowed 
with  a  boundless  pride  and  sense  of  style  that  brings  a  special 
feeling  to  dining  at  a  Westin  restaurant,  one 
that  is  caring,  comfortable,  civilized. 


: 


Raimund  Hofmeister 

Executive  Chef 
Westin's  Century  Plaza 


ACAPl  I  (  o  .  VTLANTA  •  BOS  I  <  >\  •  <  U  GARY  •  <  VNCL'N  .  CHU  VGO  •  CINCINNATI  •  DALLAS  •  DENVER  .  DETROTF^LDMON  I  ON  •  H  PASO 
FORI  LAUDERDALE  •  GUADALAJARA  •  GL'Al  I  MALA  CITY  •  HONGKONG  -  HOLS  ION  •  ISLAND  ( >!•  HAWAII  .  IXIAPA  •  JOHANNESJBlj  Us  .  •  I.  \  NS  \s  <  in  .  K  \l  \I 
O  •  LOS  ANGELES  •  MANILA  •  MAN/ANILLO  •  MAI  I  •  MA/.AII  \\  •  Ml  \l<  <  >(  in  *  M<  )N  1  LRKL\  •  NEW  ORLEANS  •  NEW  YORK  •  bfctiU  •  OK \\(  .1  <  01  \n  .01  I  WW 
HOENiX  •  PITTSBURGH  •  PORTLAND  •  PUERTO  VAI.l  AR I A  •  PI  S \\  •  S \l  I  1.  AM-  CI  I  Y  •  -SALTILLO  •  SAN  FRANCIS.  .0  •  SAN  FR  ANCISCO  A1RPOK !  •  s\N  N\l  VADC  >R 
SEATTLE  •  SEOUL  •  SINGAPORE •  STAMFORD. CI.  •  IOKVO  .  1  OKOJilO  •  TUCSON  •  TULSA  •  VAIL  -  VANCOUVER  •  WASHINGTON.  DC.  •  WINNIPEG 


17  Westin  Hotels  &  Resorts 


Call  your  travel  consultant  or  800-228-3000. 


Planning  for  the  future  is  never  easy,  but  especially  so  in  today's  unpredictable 
financial  markets.  In  the  view  of  Trevor  Nicholas,  General  Manager  for  Resources 
at  Barclays  Bank,  London,  the  choice  of  the  right  computer  vendor  is  critical. 
"As  one  of  the  worlds  top  15  banks,  with  perhaps  more  branches  worldwide 
than  any  other,  we  realized  we  could  capitalize  on  this  strength.  By  linking  our 
offices  into  a  global  banking  network,  we  could  offer  the  same  range  and  quality 
of  services  to  our  commercial  customers,  no  matter  where  they  do  business. 
Digital's  role  is  fundamental  to  the  success  of  this  venture  ." 


"To  embark  on  a  5-year 
plan  to  network  thirty 
countries,  Barclays  needed 
one  vendor  who  could 
offer  worldwide  support." 


According  to  Nicholas,  three  factors  were  key.  "Digital  is  known  for  first-class 
communications,  including  the  ability  to  talk  to  the  IBM  world.  Plus,  the  com- 
patibility of  Digital's  products  lets  us  add  hardware  and  software  without  disrupt- 
ing users.  But,  most  importantly,  Digital  works  with  us.  They'listen  to  our  needs 
and  they  respond." 

To  learn  how  your  company  can  get  a  Competitive  advantage  now,  write: 
Digital  Equipment  Corporation,  200  Baker  Avenue, 
West  Concord,  Massachusetts  01742.  Or  call  y<  >ur 
local  sales  office. 


ill  ILa^C  1  IKJ  VY, 


©  Digital  Equipment  (  nrpnraf.  n  I'm'  I  Ik  nigit.il  logo  i.s  a  trademark  ol  I  iigital  i:.|iiipimnt  <  <  >rpor»tion  IBM  in  a  registered  trademark  »t  International  Business  Machines  Corp.  irati*  m 


apanese  businessmen  are  now  discover- 
ing what  their  U.S.  counterparts  have  long 
known:  The  best  place  for  inexpensive  Mex- 
ican labor  is  Mexico. 


How  to  mix 
sake  and  tequila 


By  Kathleen  K.  Wiegner 

How  will  Japan's  agile  export- 
ers maintain  their  margins  in 
the  face  of  the  rising  yen?  Ya- 
suo  Sasaki  is  already  on  to  part  of  the 
answer:  Mexico.  "If  we  don't  move 
into  Mexico,"  says  Sasaki,  executive 
vice  president  of  Sanyo  Industries 
(America  Corp.),  "we  will  not  be  able 


to  survive." 

First  in  trickles  and  now  in  force, 
Japanese  assembly  facilities  are  mov- 
ing to  the  Mexican  side  of  the  nearly 
2,000-mile-long  U.S. -Mexican  border. 
The  big  border  towns  of  Matamoros, 
Ciudad  Juarez  and  Tijuana  are  home 
to  the  "in-bond"  or  maquiladora  in- 
dustry. The  term  comes  from  the 
Spanish  word  maquila,  the  charge  that 


millers  collected  for  processing  grain. 
Maquiladoras  import  components  in- 
bond  or  duty-free,  assemble  them  us- 
ing cheap  Mexican  labor,  then  export 
the  finished  goods — mostly  into  the 
world's  richest  market  a  few  miles 
away.  This  is  becoming  very  big  busi- 
ness. Last  year  Mexico's  maquiladoras 
ranked  second  only  to  oil  among  the 
country's  leading  foreign  exchange 
earners. 

An  increasing  portion  of  maquila- 
dora investment  is  coming  from  Ja- 
pan, especially  into  Tijuana,  which 
has  become  one  of  the  fastest-growing 
cities  in  Mexico.  Of  the  150  permits 
issued  for  maquiladora  operations  last 
year,  half  were  for  companies  setting 
up  in  Tijuana.  By  some  estimates  al- 
most half  of  the  27,000  Mexicans  who 
work  in  the  city's  maquiladora  indus- 
try are  now  employed  by  Japanese 
companies.  At  its  Tijuana  plant,  elec- 
tronics giant  Matsushita  employs  al- 
most 1,600  workers,  who  assemble 
over  1  million  TV  set  chassis  (virtual- 
ly everything  but  the  picture  tube)  for 
shipment  to  Chicago  and  Canada  for 
final  assembly. 

Sanyo's  Sasaki  says  his  firm  has 
been  assembling  a  variety  of  small 


Sanyo  Industries  plant  in  Tijuana 

Lout-cost  labor  on  the  border  of  the  world's  richest  market. 
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WHAT  WE  COULD  TELL  YOU  ABOUT  THE  SAAB  900 
IN  THE  SPACE  BELOW  IS  NO  SUBSTITUTE  FOR  TEN  MINUTES 
IN  THE  SPACE  ABOVE. 


household  appliances— including 
compact  refrigerators,  electric  fans 
and  vacuum  cleaners — at  a  350,000- 
square-foot  plant  in  San  Diego  since 
1978.  In  1983  Sanyo  opened  a 
120,000-square-foot  assembly  facility 
in  Tijuana  that  has  now  been  expand- 
ed to  500,000  square  feet.  Says  Sasaki: 
"We're  trying  to  mix  sake  with  tequi- 
la and  come  up  with  something  new." 

A  primary  ingredient  here,  of 
course,  is  low  labor  costs.  The  Mexi- 
can manual  labor  rate,  including 
fringe  benefits,  currently  runs  less 
than  $1  an  hour,  three-fourths  the  rate 
in  Korea  and  a  quarter  or  less  of  that 
paid  in  the  U.S.  for  comparable  work. 

A  great  deal  of  Japan's  border  in- 
vestments do  not  originate  directly  in 
Japan  but  are  incorporated  as  subsid- 
iaries of  Japanese  operations  in  the 
U.S.  A  good  example  is  Sanoh  Corp., 
the  U.S.  subsidiary  of  Japan's  Sanoh 
Industrial  Ltd.  Sanoh  Vice  President 
Mas  Takai  says  he  had  been  turning 
out  condensers  and  shelves  for  Admi- 
ral and  Sanyo  refrigerators  at  his  plant 
in  San  Diego  since  1981.  But  caught 
between  U.S.  labor  costs  and  his  cus- 
tomers' demands  for  price  reductions 
so  they  can  compete  with  cheaper  im- 
ports, Takai  recently  packed  up  his 
machinery  and  moved  his  manufac- 
turing operations  to  Tijuana.  Says  Ta- 
kai, "Our  ballpark  estimate  is  that  our 


Sanoh  Cop.  's  Mas  Takai  (center)  with  Mexican  staff 
Costs  one-fifth  what  they  are  in  the  U.S. 


costs  will  be  one-fifth  what  they  are 
in  the  U.S." 

Or  consider  Sony  Corp.  It  has  long 
had  a  television  plant  in  Rancho  Ber- 
nardo, Calif.,  40  miles  from  Tijuana. 
Now  Sony  assembles  around  850,000 
TV  chassis  in  its  Tijuana  plant.  An- 
other   300,000-square-foot  Tijuana 


plant  is  under  construction. 

No  great  mystery  about  why  Tijua- 
na is  a  maquiladora  zone  of  preference 
among  the  Japanese.  Explains  Gon- 
zolo  Gomez-Monte,  a  lawyer  who  has 
helped  many  Japanese  companies  set 
up  in  Mexico:  "Tijuana  is  closer  than 
Texas  to  their  source  of  raw  materials 


PLAINLY  MORE. 

Canon's  new  FAX-620  brings  the  convenience  of  plain  paper  facsimile 
to  more  businesses  than  ever  before. 

Now  there's  a  plain  paper*  facsimile  within  reach  of  most  any  budget.  The  new  Canon  FAX-620. 
It  not  only  prints  your  messages  with  superb  clarity  on  paper  as  good  as  the  original, 

it  transmits  halftones,  too.  And  speed-dials  up  to  49  locations,  sending  a  crisp,  clear  page 
in  seconds.  It  also  sends  confidential  messages  and  relay  commands  to  another  Canon  fax  with 

compatible  features.  All  for  a  price  that  makes  plain  paper  facsimile  just  plain  affordable. 


from  the  Far  East."  But  other  border 
i  towns  have  their  appeal.  Toshiba 
|  America  is  expected  to  build  a  televi- 
sion assembly  plant  in  Ciudad  Juarez, 
near  El  Paso,  Tex.  Sony  has  an  audio- 
tape plant  in  Nuevo  Laredo  across 
from  Laredo,  Tex. 

The  Japanese  invasion  of  Mexico, 
understandably,  does  not  sit  well 
with  unions  and  their  supporters. 
Having  finally  lured  the  Japanese  into 
manufacturing  in  the  U.S.,  they  see 
some  of  those  jobs  now  moving  on  to 
Mexico.  Two  union-friendly  con- 
gressmen, James  Florio  (D-N.J.)  and 
Ralph  Regula  (R-Ohio),  have  openly 
questioned  the  whole  maquiladora 
program.  Union  leaders  are  calling  for 
steps  to  slow  down  moves  across  the 
border. 

Does  Mexican  investment  rob  the 
U.S.  economy  of  jobs?  The  Commerce 
Department  doesn't  think  so.  Its  staff- 
ers claim  that  the  maquiladora  pro- 
gram is  good  for  U.S.  job  creation.  For 
one  thing,  a  large  portion  of  the  com- 
ponents assembled  by  U.S.  companies 
in  Mexico  still  are  made  in  the  U.S., 
and  Japanese  companies  like  Hitachi 
are  actively  seeking  U.S.  sources  of 
supply.  For  another,  as  companies 
like  Sony  and  Matsushita  move  their 
more  labor-intensive  operations  into 
Mexico,  they  will  also  convert  their 
U.S.  factories  to  make  the  next  gener- 


ation of  more  technically  complex 
products — high-definition  TV  moni- 
tors and  projection  TVs.  Engineering, 
design  and  R&D  will  also  be  retained 
in  the  U.S. — all  of  which  require  bet- 
ter-paid and  higher-skilled  labor. 

The  maquiladora  system,  in  other 
words,  is  quickly  becoming  a  well- 
integrated  piece  of  the  international 
division  of  labor.  Last  December,  for 
example,  Hitachi  opened  a  plant  in 
Tijuana  capable  of  assembling  close 
to  100,000  color-TV  chassis  a  year. 
These  are  then  shipped  to  Hitachi's 
Anaheim,  Calif,  plant  for  final  assem- 
bly. If  it  were  not  for  the  reduced  costs 
on  the  subassemblies,  those  Anaheim 
jobs  would  be  at  risk. 

A  recent  study  by  the  University  of 
Texas  at  El  Paso  found  that  the  maqui- 
ladora industry  was  second  only  to 
government  spending  as  a  source  of 
economic  growth  in  El  Paso.  Across 
from  Tijuana  on  the  U.S.  side  of  the 
border,  at  Otay  Mesa,  Dallas-based 
developer  Trammell  Crow  Co.  plans 
to  spend  $50  million  transforming  60 
acres  of  desert  land  into  a  1 -million  - 
square-foot  warehouse  and  office 
complex  that  will  support  maquila- 
dora operations. 

Last  month  a  group  of  San  Diego 
economic  developers  traveled  to  Ja- 
pan to  promote  Tijuana  and  San  Diego 
to  more  Japanese  companies.  The  Jap- 


anese will  ask,  Are  there  cultural  dif- 
ficulties? The  Americans,  if  they  are 
candid,  will  reply,  Some.  Mexicans, 
awed  by  the  Japanese  penchant  for 
intense  fact-finding,  planning  and  de- 
tail, sometimes  refer  to  the  new  in- 
vestors as  "the  little  ants."  Some  Japa- 
nese, meanwhile,  worry  that  the  high 
turnover  rate  among  maquiladora 
workers  might  adversely  affect  prod- 
uct quality. 

But,  overall,  relations  are  good  and 
are  likely  to  remain  so  as  long  as  ev- 
eryone benefits.  The  Mexicans  proud- 
ly point  not  only  to  the  maquiladoras' 
foreign  exchange  earnings  but  also  to 
the  tidy  new  industrial  parks  that  are 
under  development  in  Tijuana.  The 
new  Sony  plant,  for  example,  will 
serve  as  the  anchor  for  a  park  that 
Carlo  Muzquiz,  whose  family  has 
leased  Sony  the  site,  says  will  eventu- 
ally include  a  child  care  center,  work- 
er housing  and  a  technical  college. 
Contrast  this  vision  with  the  run- 
down shacks  where  unemployed 
Mexicans  wait  to  make  their  illegal 
dash  across  the  border. 

And  the  payoff  for  Japan  and  the 
U.S.?  Sanyo's  Sasaki  puts  it  plainly. 
"We  now  must  move  at  least  a  por- 
tion of  manufacturing  into  Mexico  to 
keep  any  of  our  operations  in  the 
U.S.,"  he  says.  "It  is  a  question  of 
survival."  ■ 


SIMPLY  MORE. 

For  its  small  size  and  price,  Canon's  new  FAX-230  outperforms 
every  other  facsimile  in  its  class. 

Small  enough  to  fit  on  any  desk,  the  new  FAX-230  does  things  no  other  fax 
in  its  price  range  can.  Like  send  picture-perfect  halftones.  Even  confidential  messages  and 
relay  commands  like  the  FAX-620.  And  with  speed-dialing  plus  transmission  in  seconds, 
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At  Southland,  costs  arc  up  and  earnings 
arc  down.  Don't  be  surprised  if  the  raiders 
start  singing  . . . 

Thank  heaven 
for  7  Eleven 


By  Lisa  Gubernick 


Until  km  in  i  i.v  Southland 
Corp.,  owner  ol  the  7-Elcvcn 
convenience  store  chain,  had 
one  ol  the  most  enviable  records  in 
retailing:  sales  and  earnings  thai  went 
straight  up  foi  1 7  yens  without  intei 
ruption.  Hut  in  1986  the  firm's  perfoi 
mance  slipped,  and,  aftei  more  than  a 
decade  and  a  hall  ol  suc  h  gains,  nei 
operating  income  drooped  by  50%,  to 
$2.20  per  share. 

With  most  companies,  a  one-yeai 
earnings  hiccup  would  hardly  be 
worth  a  second  glance  But  in  the  cur- 


rent, unforgiving  business  climate, 
I  )allas  based  Southland  *  !orp.  finds  ii 
sell  no  Longei  the  darling  oi  investors, 
but    ol  all  things    a  potential  take 
over  target. 

Is  the  company  nervous''  You  bet. 
Southland     directors     last  autumn 

swallowed  an  antitakeovei  provision 
that  allows  shareholders  to  purchase 
new  shares  ol  preferred  stock  once  a 
raider  acquires  20%  ol  its  common 
stock.  Yet  courts  in  Texas,  where 
Southland  is  domiciled,  have  already 
raised  questions  about  the  Legality  oi 

SUCh  provisions,  ami  the  experts  say 

the  tad  ic  might  n<  >t  survive  a  <  hal 


f. ...  /| 


7  Eleven  store  in  St  Louis 
Southland's  supposed  to  have  the  leverage,  not  its  suppliers. 


lenge  by  shareholders. 

I  low  did  a  company  with  strong 
management  and  a  proven  record  of 
earnings  growth  get  into  this  jam  in 
the  first  place?  Simply  put,  South- 
land's mistake  was  to  stop  concen- 
trating on  the  distribution  of  products 
made  by  others  an  undertaking  with 
low  capital  requirements  and  to  he 
come  beguiled  by  vertical  integration. 
In  so  doing,  it  weighed  itsell  down 
with  a  welter  of  manufacturing  opera 
(ions,  Irom  lood  processing  to  oil 
refineries. 

Result?  Southland,  with  estimated 
1986  revenues  of  $10.6  billion,  now 
badly  lags  its  smaller  archrival,  Circle 
K,  not  only  in  earnings  growth  but  in 
profit  margins  as  well. 

Vertical  integration  was  a  plausible 
way  to  go  when  Southland  Chairman 
and  Chief  Executive  Officer  John 
Thompson  lirst  began  looking  at  the 
notion  in  the  late  1960s.  "'Twenty 
years  ago  it  was  hard  to  get  suppliers 
to  handle  convenience  stores,"  ex- 
plains one  veteran  in  the  held. 
"Southland  had  the  capital  to  supply 
its  own  goods,  so  it  did." 

Problems  multiplied  in  the  early 
1980s,  when  the  company  accelerated 
the  pace  oi  its  vertical  integration.  In 
1983  the  firm  bought  Citgo  Petro- 
leum Corp.  from  Occidental  Co.  for 
$777  million — just  as  the  refinery 
business  peaked.  More  recently  the 
company  spent  a  stunning  $50  mil- 
lion to  start  its  own  vidcocassette 
rental  distribution  network-  this  in 
contrast  to  rival  chains  like  Circle  K, 
which  has  been  content  to  rely  on 
outside  vendors  who  put  up  the  capi- 
tal to  operate  outlets  in  the  Circle  K 
stores. 

"Southland  insists  on  doing  things 
the  most  difficult,  capital  intensive 
way  possible,"  says  an  investment 
banker  who  follows  the  company's 
activities  closely.  "The  company  just 
doesn't  seem  to  realize  that  as  a  big 
client  it  has  the  leverage  to  control  its 
suppliers,  and  not  the  other  way 
around." 

In  the  rush  to  integrate,  Southland 
also  seems  to  have  forgotten  that  peo- 
ple shop  at  convenience  stores  to  save 
time,  not  money.  Last  fall,  in  a  move 
to  grab  market  share  in  supercompeti- 
tive  Texas  and  Florida,  7-Elcvcn  at- 
tempted to  match  grocery  store  prices 
on  its  three  hottest  items:  soda,  beer 
and  cigarettes. 

Even  superbly  managed  Circle  K 
got  entangled  in  the  price-cutting  de- 
bacle. Margins  at  both  chains  suf- 
fered, but  there's  a  difference:  Circle  K 
has  returned  to  its  old,  higher  prices; 
Southland  has  not 

On  Wall  Street,  where  nothing  is 
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THE  COMPANIES  OFAMERITECH 
ARE  LIGHTING  THE  WAY  TO  THE  COMMUNICATIONS  FUTURE. 


Ameritech's  business  is  helping  people 
send,  receive  and  use  information  in  any 
form,  any  time  and  anywhere. 

We're  a  major  force  in  communications. 
The  parent  of  the  Ameritech  Bell  companies 
of  Illinois,  Indiana,  Michigan,  Ohio  and 
Wisconsin.  With  leading  companies,  too,  in 
cellular  mobile  phone  service,  voice  and 
data  products  and  services,  computer  soft- 
ware, directory  publishing,  lease  financing 
and  technology  development. 

To  keep  growing,  we  keep  investing  in 
our  ability  to  meet  the  total  information 
needs  of  our  customers. 

We're  expanding  our  advanced  com 
munications  network.  Installing  thousands 


of  miles  of  fiber  optu  < .  il  >le  and  hi  11  idreds 
of  digital  swiK  hmg  systems  Adding  to  the 
digital  services  that  will  iik  rease  revenues 
from  our  network.  Combining  world- 
( lass  te<  I  it  k  )l< »( jy  and  l<  >< .  il  s<  -ivk  e  < .  i|  >,  i 
bilities  to  strengthen  oui  ( <  impel  it  ive 
position  in  every  market  we  serve 

Ameriter  h's  investment  in  the  future 
(  oulcJ  mean  a  brighter  future  for  your 
investments. 


I  k*lf)in(j  you  (ommunu .  itc,, 


Fhc  i  (jrri|Mnif",  of  Airicntr<  h  lllinor,  Hell  Inrli.in.i  Hell  Mi<  I  iiq.in  J  if -It  OhioHHI  \X/l'.(  hi  r.in  Hell  Aftirrilf't  h  f  uiriinuf  ll(  iillni  ft 
AmcrMcr  h  Moluli- '  oinmunii  .iliori',  Al )U  Amrntcf  h  Scrvii  r:  Amrrilr(  IK  f ff J/1  Aincnlci  li  I Jcvclo);irici  il  Aniffllfi  h  l'i/lill\hlii<j 


C  l(IHMiimrllm.M 


.he  gracious  side  of  Chicago 
and  New  York. 


The  Maytair  Regents  of 
New  York  and  Chicago. 
Two  grand  hotels  of 
style,  in  two  great  cities. 
Both  cater  to  the 
traveller  in  search  of 
perfection. 

(Regent 

CHICAGO  Cj  NEW  YORK 
A  REGENT®  INTERNATIONAL  HOTEL 


AUCKLAND  BANGKOK  BIVERLY  HILLS  CHICAGO  DUSSELDORF  Fill  HONGKONG  KUALA  LUMPUR  MELBOURNE  NEW  YORK  OKINAWA  SYDNEY 


800-545-4000 

******  "Th^JeadintfHotelsofthifWorid 


EAST  COAST 
EXECUTIVES  ARE 


[Hi   nm  V!  n 


FAST. 


LUFF  TAUCHER 


International  RappeHing  Tours  for  Executives  and  Professionals. 

1-800-843-0709 

■  ;    Rappellmg  down  300  foot  rock  walls  high  in  the  Alps  can  give 
your, mind,  body,  and  career  a  valuable  emotional,  physical  and  spiritual  lift, 
i'xprjtive  tours  jre  first-class  in  every  aspect.  From  international  resort  hotels  to 
nifedipine  .instructors,  everything  you  need  for  a  safe,  comfortable  trip  is  provided. 
js  rappeiimg  experience  necessary.  No  strenuous  climbing  involved  What  is 
/>  •quired  is  mental  toughness  and  the  desire  to  accomplish  the  extraordinary.  Call  for  a 
free  brochure  detailing  our  exciting  June  20-28  tour  to  the  Bavarian  Alps. 


now  unthinkable,  some  maintain  that 
Southland  is  indeed  already  in  play, 
evidenced  in  part  by  strong  recent  de- 
mand for  the  stock  in  spite  of  its  de- 
pressed earnings  outlook.  In  fact,  ar- 
gues Bo  Cheadle,  an  analyst  for  Mont- 
gomery Securities  of  San  Francisco, 
financing  such  a  takeover  would  not 
be  beyond  a  heavyweight's  reach. 

With  Southland  now  trading  at 
about  $50  per  share,  Cheadle  sees  the 
stock  as  a  real  bargain.  He  calculates 
the  company's  breakup  value  at  closer 
to  $70  per  share.  Assuming  a  buyer 
could  acquire  control  at,  say,  an  aver- 
age price  of  about  $60  per  share,  the 
total  cost  would  be  no  more  than 
about  $3  billion. 

Granted,  that's  a  lot  of  money,  espe- 
cially now  that  Wall  Street's  spread- 
ing insider  trading  scandal  makes  hos- 
tile takeovers  all  that  more  difficult. 

On  Wall  Street,  where 
nothing  is  now  unthink- 
able, some  maintain  that 
Southland  is  indeed  al- 
ready in  play,  evidenced  in 
part  by  strong  recent  de- 
mand for  the  stock,  in  spite 
of  its  depressed  earnings 
outlook.  In  fact,  the  financ- 
ing of  such  a  takeover 
would  not  be  beyond  a 
heavyweight's  reach. 

But  Southland  has  plenty  of  assets 
with  which  to  leverage  the  needed 
financing. 

For  example,  according  to  one  in- 
vestment banker  interested  in  work- 
ing the  deal,  sale-leasebacks  on  the 
firm's  2,250  company-owned  stores 
could  raise  about  $1  billion.  Another 
$800  million  could  come  from  the 
sale  of  the  Citgo  operation  as  well  as 
various  food  processing  and  distribu- 
tion facilities.  The  latter  include  nu- 
merous dairy  operations  and  icemak- 
ing  plants  in  Texas,  Florida,  Califor- 
nia and  elsewhere. 

Additional  assets,  including  23 
prime  acres  in  north  Dallas  and  an 
auto  parts  division,  could  raise  anoth- 
er $300  million.  According  to  the  same 
hungry  banker,  the  remaining  $900 
million  could  be  raised  through  a  debt 
offering,  with  annual  interest  charges 
amply  covered  by  existing  cash  flow. 

"You  buy  it,  strip  out  the  assets  and 
take  the  chain  public  again  for  15 
times  earnings  a  couple  of  years  down 
the  road,"  explains  the  banker. 

A  sad  commentary  indeed  on  what 
may  lie  in  wait  for  a  company  whose 
only  mistake  was  clinging  too  long  to 
a  strategy  of  manufacturing  much  of 
what  it  sold.  ■ 
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Locate  In  Scotland. 


THE  CENTRE  OF  EUROPEAN  ACHIEVEMENT 


Scotland  is  a  trading  nation.  A  greater  share  of  its  wealth  comes  from  exports  than  in 
ie  UK  as  a  whole.  Whether  surgical  implants  or  designer  knitwear,  inertial  systems  or 
yogenic  spheres,  they  are  planned,  produced  and  sold  from  this  compact  country, 
he  Scots  are  partners  in  excellence.  They  thrive  on  challenge  and  are  committed  to 
•tal  quality.  They  have  attracted  Digital  Equipment  and  W  L  Gore,  Johnson  and  Johnson 
id  Hewlett-Packard  to  their  shores.  The  Scottish  pedigree  is  long.  IBM  looks  back  on 
/er  thirty  years  of  growth.  These  companies  and  many  more  have  found  in  Scotland 
ie  qualities  that  have  made  them  excellent.  Support  industries  are  in  place.  Universities 
eate  and  further  enterprise.  Venture  capital  seeks  out  growth.  Three  hundred  US 
Drporations  participate  in  this  thriving  European  nation  of  achievement.  Come  to 
:otland  and  you'll  never  look  back. 

Development 
Agency 


THE  SCOTTISH  DEVELOPMENT  AGENCY,  THROUGH  A  SINGLE  ENTRY  POINT,  OFFERS  U.S.  COMPANIFS  Al  L  THEY  NEED  TO  KNOW  ABOUT 
JCATING  IN  SCOTLAND.  CALL  TOLL-FREE  1-800  THE  SCOT,  OR  SEND  YOUR  BUSINESS  CARD  TO  I  LANDMARK  SQUARE,  SUITE  810,  STAMFORD,  CONNECTICUT  06901. 

TEL:  (203)  325  8525.  SDA  OFFICES  ALSO  IN  HOUSTON,  CHICAGO  AND  SAN  FRANCISCO. 
This  material  is  published  by  the  Scottish  Development  Agency,  1  Landmark  Square,  Suite  810,  Stamford,  Connecticut  06901,  which  is  registered  under  the  Foreign  Agents  Registration  Act,  as  an  Agency  of  the  Scottish  Development 
ency,  Glasgow,  Scotland  This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  this  material  by  the  United  States  Government 


"You  cant  be  a  winner  if  you  dorit  have 
the  products, "  said  Owens-Corning  Fiber- 
glas  founder  decades  ago.  But  you  cant 
get  products  if  you  dont  have  research. 

What  a  raider 
hath  wrought 


By  Jack  Willoughby 


Employees  of  Owens-Corning 
Fibcrglas  Corp.  sweated  in 
their  shirtsleeves  one  hot  after- 
noon last  summer  while  setting  up 
technology  exhibits  at  the  company's 
Innovation  Gallery  in  Granville, 
Ohio.  The  purpose:  to  celebrate  a  half- 
century  commitment  to  research  and 
development  that  had  made  Owens- 
Coming  the  world  leader  in  every- 
thing from  home  insulation  to  the 
manufacture  of  building  materials  for 
pleasure  boat  hulls. 

Even  as  preparations  proceeded, 
Chairman  William  Boeschenstein,  62, 
was  hunkered  down  with  squads  of 
advisers  550  miles  away  in  New 


York's  Carlton  House,  fighting  off  an 
unwanted  tender  offer  that  was  des- 
tined to  make  a  mockery  of  the  very 
dedication  to  research  that  his  em- 
ployees were  celebrating  back  in 
Ohio.  The  raider  was  Santa  Monica- 
based  Wickcs  Cos.,  feeling  feisty  after 
surviving  a  brush  with  bankruptcy. 
Though  Wickes  never  bagged  its  prey, 
the  resulting  struggle  has  left  Owens- 
Corning  a  remnant  of  its  former  self. 

In  the  last  five  months  some  480  of 
Owens-Corning's  970  research  em- 
ployees have  been  let  go;  the  research 
center's  budget  has  been  slashed  in 
half  (to  $45  million);  46%  of  the  firm's 
total  work  force  has  been  axed  or  lost 
in  divestitures;  and  14%  of  the  com- 
pany's productive  capacity  has  been 


Oivens-Ccrning  Chairman  William  Boeschenstein 
Cutting  at  the  heart  to  save  the  hide. 


mothballed.  All  to  generate  enough 
increased  cash  flow  to  service  $2  bil- 
lion in  debt  incurred  by  the  firm  as 
part  of  a  frantic  recapitalization  plan 
designed  to  thwart  the  Wickes  bid. 

Laments  Boeschenstein  of  the  sky- 
high  price  his  company  paid  simply  to 
survive:  "Obviously  this  is  not  the 
preferred  strategy.  But  we  have  to  face 
reality.  Until  now,  30%  of  our  re- 
search was  on  businesses  for  the 
1990s.  Now  we're  no  longer  thinking 
ten  years  ahead." 

Owens-Corning  isn't  the  only  com- 
pany that's  trimming  long-term  in- 
vestment in  research  and  develop- 
ment for  the  sake  of  a  quick  payoff. 
Although  spending  by  business 
should  grow  to  $60  billion  this  year  in 
absolute  dollars,  the  National  Science 
Foundation  reports  a  disturbing  decel- 
eration. If  one  factors  out  inflation, 
growth  should  slow  to  about  half  of 
the  average  annual  increase  over  the 
last  ten  years,  or  about  $50  billion  in 
overall  nongovernment  spending. 

The  exodus  from  the  laboratory 
cuts  across  the  full  range  of  American 
industry.  General  Electric  last  month 
announced  plans  to  rid  itself  of  a  $100 
million  research  center  acquired  in 
the  takeover  of  RCA  last  year.  Uni- 
royal  Inc.,  soon  after  its  leveraged 
buyout  in  September  1985,  also  cut 
back  long-term  corporate  research 
and  development  as  it  spun  off  divi- 
sions. Similarly,  Goodyear  Tire  & 
Rubber  has  chopped  its  research  and 
development  program  by  7%  in  the 
wake  of  a  restructuring  move  to  fend 
off  Anglo-French  raider  James  Gold- 
smith earlier  this  winter. 

In  the  case  of  Owens-Corning,  the 
short-term  result  has  been  about  as 
expected.  Having  retreated  to  its  cy- 
clically mature  markets  in  autos  and 
housing,  while  killing  further  invest- 
ment in  developing  new  products  and 
processes  for  virtually  everything 
else,  the  company  now  is  spinning  out 
cash  for  its  bankers  like  a  slot  ma- 
chine on  "jackpot."  Operating  in- 
come for  1987  should  reach  more  than 
$400  million  on  sales  of  $2.3  billion, 
up  80%  from  1985  levels. 

The  company's  stock  price,  mean- 
while, has  risen  smartly.  A  share 
worth  $40  a  little  over  a  year  ago  has 
been  converted  into  $70  in  cash  and 
junk  bonds  plus  a  recapitalized  share 
now  trading  at  $25  on  the  New  York 
Stock  Exchange.  Shareholders  have 
done  about  as  well  as  they  would  have 
in  a  takeover  bid. 

But  what  of  the  longer  term?  Says 
William  H.  Curtiss,  onetime  head  of 
strategic  planning  at  Owens-Corning 
and  now  president  of  Ridge  Vineyards 
in    California:    "The  restructuring 
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Building  insulation  on  the  conveyor  system  at  ( )ieens  Coming 
Fatter  margins  now,  but  what  about  the  future? 


amounts  to  a  complete  change  in 
strategy.  Now  the  company  is  living 
off  its  established  products."  Adds 
James  Young,  another  strategic  plan- 
ner sacrificed  in  the  recapitalization 
cutbacks:  "It  took  20  years  before  fi- 
berglass was  used  commercially.  The 
stock  market  won't  allow  you  the 
time  to  develop  these  kinds  of  prod- 
ucts anymore." 

That  is  grim  news  for  a  company 
rooted  in  research.  It  was  in  1932  that 
Dale  Klcist,  a  scientist  working  for 
Owens  Illinois  Corp.,  a  glassmaking 
concern,  stumbled  on  the  technique 
for  manufacturing  flexible  glass  fibers 
while  welding  together  two  glass 
blocks  in  the  lab.  Since  then,  Owens- 
Corning  has  thrived  by  developing 
new  uses  for  the  product,  investing 
millions  of  dollars  and  years  of  effort 
to  make  those  products  commercially 
attractive. 

Take  the  use  of  fiberglass  in  roofing 
shingles.  Owens-Corning  scientists 
first  hit  upon  impregnating  asphalt 
roofing  shingles  with  fiberglass  for 
added  strength  in  the  1950s.  But  com- 
pany salesmen  spent  years  trying  to 
persuade  regional  manufacturers  to 
incorporate  the  technique  in  their 
own  products. 


Owens-Corning  finally  triggered 
the  shift  on  a  nationwide  basis  in 
1977,  when  the  firm  bought  its  own 
roofing  manufacturer,  Chicago's  Fry 
Trumbull  Inc.,  for  $101  million  and 
went  into  the  business  itself,  forcing 
other  shinglemakcrs  to  use  fiberglass 
as  well.  Today  fiberglass  roofing  shin- 
gles are  the  standard,  accounting  for 
85%  of  industry  sales  and  fully  25% 
of  raw  fiberglass  cloth  production  by 
Owens-Coming's  industrial  division. 

So  it  was  in  Detroit.  Ever  since  Ow- 
ens-Corning scientists  helped  develop 
the  fiberglass  body  for  the  Corvette  in 
1953,  the  firm  has  invested  steadily, 
and  heavily,  in  the  search  for  new 
uses  for  the  material  in  automobile 
manufacturing.  Result?  Today  nearly 
every  car  manufactured  in  this  coun- 
try contains  at  least  50  pounds  of  fi- 
berglass, replacing  rolled  steel  and 
other  metals  in  the  process. 

Same  for  pleasure  boating.  Owens- 
Corning — struggling  with  reluctant 
boat  builders — worked  on  the  fiber- 
glass protoype  that  launched  Hatteras 
Yacht,  one  of  this  country's  premier 
power-boat  builders. 

With  debt  as  its  new  master,  Ow- 
ens-Corning in  the  last  six  months 
has  dumped  one  promising  research 


and  development  project  after  anoth- 
er. Take  Hitco  Inc.,  a  maker  of  missile 
nose  cones  and  other  high  stress  stra- 
tegic composite  materials.  Owens- 
Corning  acquired  Hitco  when  it 
bought  Armco  lire's  aerospace  and 
strategic  materials  group  in  1985,  for 
$418  million,  as  part  of  an  attempt  to 
develop  combination  materials  of  fi- 
berglass and  carbon.  Last  autumn 
Hitco  was  sold  to  British  Petroleum, 
which  will  try  to  cash  in  on  the  good 
idea  that  Owens-Corning  can  no  long- 
er afford  to  pursue. 

Gone,  too,  are  other  exotic  efforts. 
A  joint  venture  with  Mcnlo  Park, 
Calif. -based  Engenics  Inc.  to  use  glass 
fibers  to  filter  toxic  trace  materials  in 
drugmaking  has  been  terminated.  La- 
ments John  Richardson,  chairman  of 
Engenics:  "We're  cutting  into  our 
own  heart  muscle  by  cutting  back  on 
research  like  this.  The  Japanese  must 
be  rubbing  their  hands  with  glee." 

In  short,  though  it  has  kept  the 
company  alive — and  for  now  at  least, 
shareholders  happy — recapitalization 
at  Owens-Corning  has  been  a  giant 
step  backward.  Where  will  America 
find  the  fiberglass  of  the  future?  Not 
at  the  new  Owens-Corning,  that 
much  is  sure.  ■ 
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We  designed  a  brand  new  vehicle  for  retirement  plan 


Nowadays,  it's  not  unusual  to  see  people  over  55 

traveling  at  55. 

More  and  more  older  Americans  are  taking  nontradi- 

tional  routes  to  retirement. 

It's  a  fact  that's  been  overlooked  by  a  lot  of  companies 

that  provide  traditional  pension  investments. 

But  it  isn  't  overlooked  by  us  at  Capital  Holding. 

We  create  retirement  products  that  are  as  contem- 
porary as  our  customers. 

Consider  our  Indexed  Guaranteed  Interest  Contracts, 
ugh  our  subsidiary,  Capital  Initiatives.  We  took  a 


conventional  institutional  investment  vehicle  and  souped  i] 
up  with  a  high-powered,  investment  strategy. 

By  indexing  our  GICs,  we  give  them  interest  rates  th 
are  always  competitive  with  the  market.  Yet  they  still  provi 
the  guaranteed  safety  their  name  implies. 

We  also  help  millions  of  Americans  plan  for  their  ow 
retirement  with  products  from  National  Home  Life  and  our 
other  insurance  affiliates. 

Our  single-premium  annuities  and  insurance  plans  c 
make  retiring  on  a  company  pension  a  little  more  comfortai 

Our  new  variable  annuities  and  life  contracts  give  pe 


Capital  Enterprise  Insurance  Group     Capital  Initiatives  Corporation     Capital  Ventures  Corporation     Commonwealth  Life  Insurance  Com 


a  variety  of  investments  to  increase  their  capital  while  still 
ering  the  security  of  insurance. 

And  our  Universale  ™  insurance  plans  provide  protec- 
n  while  paying  current  interest  rates  on  the  accumulat- 
'cash. 

Naturally  products  this  innovative  need  to  be  sold  with 
tas  much  imagination. 

So  we  market  our  retirement  plans  through  insurance 
3nts,  stockbrokers,  financial  planners,  pension  fund 
\nagers  and  trust  officers. 

It's  our  talent  for  designing  new-fashioned  retirement 


programs  for  institutions  and  individuals  that's  helped  our 
assets  reach  $7.4  billion. 

And  given  our  customers  the  vehicles  to  reach  their 
sunset  years.  No  matter  how  they  like  to  travel. 

To  learn  more  about  Capital  Holding  and  all  our  retire- 
ment products,  write  to  Margo  Barnes,  Vice  President , 
Capital  Holding,  680  Fourth  Avenue,  Louisville,  KY  40202. 

CapitaHolding 

Money  managers  for  5  million  people 


Deposit  Corporation     National  Liberty  Corporation     National  Standard  Lite  Insurance  Company     Peoples  Securty  Lite  Insurance  Company     Worldwide  Underwriters 


\merican  workers  are  sometimes  to  blame 
for  the  problems  of  Japanese  companies 
operating  in  this  country.  But  not  always. 


Fiasco  at  Fujitec 


By  Ruth  Simon 
and  Andrew  Tanzer 


A common  complaint  in  Japan 
these  days  is  that  it's  hard  to 
\  get  good  help  in  the  U.S.  The 
Japanese  are  far  too  circumspect  and 
the  issue  is  far  too  sensitive  for  com- 
panies operating  here  to  criticize  their 
own  workers  publicly.  In  private, 
however,  the  Japanese  gripe  that  their 
efforts  here  are  often  plagued  by  too 
many  American  workers  with  a  bad 
attitude  and  lack  of  education. 

But  at  Osaka-based  Fujitec  Co. 
(sales,  $284  million),  Japan's  largest 
independent  elevator  company,  they 
have  only  themselves  to  blame  for 
their  5 '/2-year-old  debacle  in  America. 
The  company  somehow  man- 
aged to  do  almost  nothing 
right. 

It  began  building  a 
$50  million  plant 
in   southern  Ohio 
before  it  had  a  single 
order.  Billed  as  the 
world's  largest  and 
most  automated 
elevator   factory,  J 
the  plant  is  poorly 
built,  V-h  years  be- 
hind schedule  and 
still  not  finished.  Fu- 
jitec underbid  com- 
petitors by  sacrificing 
profits  to  grab  mar- 
ket share.  But  then 
it  couldn't  deliver 
the    elevators  on 
time.  And  it  failed 
to  learn  the  labor  re- 
lations lessons  that 
have  enabled  other 
Japanese  companies  M 
to  deal  effectively  ^ 
;  U.S  unions. 

ainly    the  plans 


were  grand  enough  in  1981,  when  Fu- 
jitec began  its  assault  on  the  $1  billion 
U.S.  elevator  market.  "We  are  deter- 
mined to  become  deeply  rooted  in  the 
U.S.,"  President  Shotaro  Uchiyama 
told  reporters  as  he  outlined  plans  to 
move  the  company's  worldwide  head- 
quarters to  New  York.  And  with  his 
extensive  experience  in  foreign  mar- 
kets, Uchiyama  seemed  well  suited  to 
take  on  the  four  big  U.S.  companies 
(Dover  Elevator  Systems,  Otis,  Wes- 
tinghouse  and  Montgomery)  that  still 
control  some  90%  of  the  market. 

He  has  long  been  regarded  as  a  mav- 
erick in  Japan,  where  prestige 
orders  flow  to  such  big  guys  as 
Electric, 


Mitsubishi 


Hitachi 


and  Toshiba,  because  of  their  ties  to 
major  industrial  groups.  With  little 
chance  of  overtaking  the  big  three  at 
home,  Fujitec  began  expanding  abroad 
in  the  Fifties  and  now  gets  some  50% 
of  its  business  in  places  like  Taiwan 
and  Singapore. 

It's  true  enough  that  taking  on  the 
likes  of  Otis,  Dover  and  Westing- 
house  on  their  home  turf  is  no  small 
undertaking.  But  many  industry  ex- 
perts say  that  U.S.  plants  are  old  and 
this  turf  may  well  be  vulnerable. 
American  hammerlocks,  as  we  know 
too  well,  have  been  broken  before.  But 
Fujitec,  after  six  years,  has  little  to 
show  for  its  pains. 

Fujitec  officials  in  the  U.S.  and  Ja- 
pan refused  to  talk  with  Forbes,  and 
the  reasons  for  their  reticence  are  all 
too  clear.  The  company  took  a  $100 
million  writeoff  last  fall,  largely  be- 
cause of  its  U.S.  disaster,  and  the 
move  to  New  York  has  been  put  on 
hold.  Today  Fujitec  America  has  less 
than  a  4%  market  share.  Its  stock  has 
been  one  of  the  worst  performers  in 
Japan's  bull  market,  trading  recently 
at  519  yen  (about  $3.10),  down  from  a 
high  of  750  yen  in  mid- 1983. 

Uchiyama,  on  the  evidence,  thus 
far  has  ignored  both  the  lessons  he 
learned  expanding  into  other  coun- 
tries and  those  other  Japanese  compa- 
nies learned  in  their  successful  U.S. 
invasions.    Unlike    most  Japanese 

  firms,  Fujitec  began  building 

its  U.S.  plant  without  first 
cultivating      the  market 
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through  exports.  It  also  lacked  the 
government  orders  that  cushioned  ex- 
pansion in  the  Far  East.  To  compen- 
sate, it  underbid  the  competition  and 
won  high-profile  contracts  for  proj- 
ects like  Battery  Park  City  in  New 
York,  Olympia  Center  in  Chicago  and 
Cullen  Center  in  Houston. 

But  Fujitec  had  not  done  its  home- 
work. Unfamiliar  U.S.  suppliers, 
problems  at  its  own  factory  and  its 
inability  to  deal  with  union  work 
rules  made  installation  and  deliveries 
slow  and  unreliable.  Unlike  Toyota, 
for  example,  which  found  a  way  to 
work  with  the  United  Auto  Workers 
in  the  General  Motors/Toyota  joint 
venture  in  Fremont,  Calif.,  Fujitec 
could  not  find  a  way  to  get  along  with 
the  admittedly  tough,  big-city  build- 
ing trades  unions.  "It  shouldn't  have 
been  over  their  heads,"  says  David 
Henderson,  elevator  division  manager 
for  Olympia  &  York,  which  is  using 
Fujitec  elevators  in  three  buildings  in 
New  York  City.  "But  they  don't  have 
the  proper  organization." 

"They  thought  they  could  use  the 
just-in-time  delivery,  customer  ser- 
vice and  assembly  on  site  [techniques] 
developed  in  Japan,"  explains  Baruch 
College  marketing  professor  Yoshi 
Tsurumi.  "They  couldn't  pull  it  off." 

They  couldn't  seem  to  pull  off  the 
plant  in  Lebanon,  Ohio  very  well,  ei- 
ther. "There's  a  lot  of  waste,"  says 
one  worker.  "They  have  a  sheet  metal 
machine  that  punches  out  20  sheets 
at  once.  Later  they  find  they're  all 
bad."  Even  today  only  the  first  phase 
of  Uchiyama's  ambitious  three-part 
construction  program  is  complete, 
and  the  plant  is  capable  of  producing 
just  1,500  to  2,000  elevators  a  year, 
two-thirds  of  the  original  goal.  Now 
Fujitec  is  scaling  back  its  ambitions. 
Fujitec's  annual  report  for  fiscal  1986, 
published  last  fall,  informed  share- 
holders that  it  will  be  "more  selec- 
tive" in  accepting  orders,  which  were 
down  35%  worldwide  last  year. 

Executives,  who  have  taken  10%  to 
50%  pay  cuts,  predict  a  move  back 
into  the  black  in  1988,  but  there  could 
scarcely  be  a  worse  time  to  try  to 
rebuild  U.S.  operations.  The  commer- 
cial real  estate  market  is  a  disaster, 
and  worse  is  to  come  (Forbes,  Jan.  26). 
With  more  than  266  million  square 
feet  of  unoccupied  office  space,  even 
the  big  U.S.  elevator  makers  antici- 
pate several  years  of  flat  sales. 

Fujitec  apparently  learned  little 
from  the  Japanese  companies  that 
have  successfully  opened  manufac- 
turing plants  in  this  country.  It  some- 
how forgot,  too,  that  no  matter  where 
in  the  world  you  operate,  you  must 
know  the  market  before  you  leap.  ■ 
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LooM'tS  £  BRuNSuoicKiWc. 


MAX,  I  FOUND  A 
CO  MP  UTER.  cheap  - 
MAYbE  EVEN  LESS 
THAN  IF  We  &0U6HT 
IT  AT  COM  Pl/nERLAA/D." 


BUT,  FRED, 
CAN  THE  Y 
TEACH  US  TO 
USE  IT  L/KE, 
COMPUTERLAND?; 


ComputerLand 

The  one  thing  to  know  about  computers? 


1986,  ComputerLand  Corporation 
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Public  housing  has  been  a  disaster,  and 
private  enterprise  cant  deal  with  urban 
renewal  and  low-cost  housing  on  its  own. 
Here's  a  hybrid  formula  that  may  work. 

I        Priming  the 
urban  pump 


South  Bronx'  Banana-Kelly  bousing  project,  before  and  after 
■  success  often  generates  another. 


By  James  Cook 

PfcuT  your  minu  to  it,  and  you 
"can  have  private  enterprise  run 
almost  anything — garbage  collec- 
tion, fire  protection,  even  prisons.  But 
urban  renewal?  Low-income  housing? 

Maybe.  A  Ford  Foundation-backed 
venture,  the  Local  Initiatives  Support 
Corp.,  has  been  trying.  In  cities  across 
the  country,  for  the  past  six  years,  New 
York-based  LISC  has  made  impressive 
progress  in  involving  private  capital — 
local  banks,  savings  and  loans,  insur- 
ance companies — in  halting  and  even 
reversing  urban  decay.  "We've  had  an 
enormous  amount  of  success  in  reduc- 
ing what  used  to  be  called  redlining," 
says  LISC  President  Paul  S.  Grogan, 
36.  "We  establish  a  basis  and  structure 
on  which  private  lending  can  realisti- 
cally occur." 

LISC  works  with  existing  commu- 
nity development  groups,  groups  with 
flaky  names  like  the  Mid-Bronx  Des- 
peradoes, Skid  Row  Development  or 
Tenderloin  Neighborhood  Develop- 
ment. "We  say  to  the  neighborhood, 
'What  do  you  need?'  "  Grogan  says. 
That's  the  whole  idea:  LISC's  projects 
generally  emerge  from  community 
needs  rather  than  from  what  some 
bureaucratic  planners  think  the  com- 
munity needs. 

How  does  it  work?  Take  the  85- 
apartment  Banana-Kelly  rehabilita- 
tion project  in  New  York's  South 
Bronx,  probably  the  U.S.'  most  blight- 
ed urban  area.  A  block-long  parcel  was 
bought  from  a  private  owner  for  a 
mere  $250,000.  The  Banana-Kelly 
Community  Improvement  Associa- 
tion* spent  $3.2  million  rehabilitating 
it,  borrowing  $1.1  million  from  a  New 
York  housing  agency  at  1%  interest 
and  $2.7  million  from  Citibank  at 
market  rates.  Result:  two-bedroom 
apartments  that  rent  for  around  $600 
a  month,  and  a  small  reversal  in  the 
South  Bronx'  urban  decay. 

In  Cleveland's  Hough  district,  to 
take  another  example,  below-market 
loans  from  LISC  and  various  private 
and  public  lenders  enabled  Cleve- 
land's Famicos  Foundation  to  join  in  a 
venture  with  St.  Louis  developer  Mc- 
Cormack,  Baron  in  building  Lexing- 
ton Village,  a  183-unit  town  house 
development.  As  a  result,  moderate- 
income  families  are  now  returning  to 
an  area  they  had  avoided  for  years. 

That's  the  pattern.  With  a  need 
identified,  LISC  makes  a  grant  or  a 
low-interest  loan  as  an  anchor,  pro- 
ceeds to  line  up  financing  from  busi- 
ness and  foundation  sources  and,  with 
the  risk  now  somewhat  dispersed, 

'  jhv  cLssociatioH  tierires  its  name  from  Kelly  Street, 
which  i.s  shaped  roughly  like  a  banana 
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The  best  point  of  view  is  from  a  winner.  That's  why  sponsors  of  "Stars  &  Stripes"  knew 
hey  had  the  advantage  when  they  chose  a  Feadship  as  official  "Syndicate  Support  Vessel"^ 
or  viewing  every  glorious  moment  of  the  America's  Cup  races  in  Fremantle,  Australia. 


The  world's  best  sailors  choose  the  world's  finest  motor  yacht. 


Headship  America,  Inc.  801  Seabreeze  Avenue,  Bahia  Mar,  Ft.  Lauderdale,  FL  33316  (305)  761-1830. 


plans 
for  the  rest  of 
your  life* 

With  the  Life-PlanSM 
Financial  Planning 
System. 


Have  you  estimated  the  cost  of  college  educa- 
tions for  your  children?  What  are  your  proj- 
ected retirement  income  needs?  Do  you  know 
how  much  income  your  family  would  need  in 
the  event  of  your  premature  death? 

fn  other  words,  are  you  preparing  for  the  costs 
of  your  family s  future! 

If  not,  we  can  help.  With  Life-PlanSM.  A 
true  financial  planning  service  created  by  the 
experts  at  JJT  Financial  Management,  Inc., 
one  of  the  country's  foremost  financial  plan- 
ning firms.  Life-Plan  is  the  result  of  12  years 
of  nationwide  financial  planning  experience. 
For  a  limited  time,  it's  yours  for  only 
$525.00. 

Return  the  attached  coupon,  and  you'll 
receive  an  in-depth  questionnaire  that  will 
give  us  the  tools  necessary  to  assess  your  cur- 
rent financial  situation.  Within  ten  days, 
your  handsomely  bound  personally-tailored 
Life-Plan  wiil  arrive,  containing  a  detailed 
road  map  to  your  long-term  financial  security. 

Act  now,  and  you'll  also  receive  a  complete 
personal  financial  statement.  Free. 

Or  maybe  you'd  prefer  to  develop  your  own 
plan  using  Life-Plan  software.*  It  produces 
the  identical  plan  and  is  priced  for  an  intro- 
ductory time  at  just  $249.00. 

Stop  worrying.  Get  financial  security  with 
Life- Plan  today.  And  start  planning  how 
you're  going  to  enjoy  a  financially  secure 
tomorrow. 

*User  must  have  an  IBM  or  compatible  512K 
computer. 


Send  to: 

JJT  Financial  Management,  Inc. 
5611  Walnut  Hill  Lane 
Dallas,  Texas  75229 

 I  want  the  Life-PlanSM  service  for  just 

$325.00. 

 Please  send  me  the  Life-Plan  software 

for  just  $249.00  (Both  are  covered  by 
a  full  30-day  money  back  guarantee) 

 My  check  or  money  order  is  enclosed. 

Or  call  1-800423-6837. 

In  Texas,  call  1-800-526-9269. 

Please  Circle 


Acer.  No. 
Exp.date  _ 

Name  

Address  

City  


State 


Zip 


Phone  (  )  

Signature  (credit  card  customers  only) 


tries  to  persuade  private  lenders — lo- 
cal banks,  say — to  participate. 

The  result  is  what  Grogan  calls  lay- 
ered financing,  with  four,  five,  six  par- 
ticipants— the  city,  the  state,  founda- 
tions, LISC,  a  bank,  an  insurance 
company.  The  government  and  foun- 
dation loans  arc  generally  low  inter- 
est, and  the  private  loans  sometimes 
are,  too.  But  usually  they're  at  market 
rates.  "I  don't  think  it's  realistic  to 
depend  on  institutions  that  are  in 
business  to  make  money  to  give  you 
breaks,"  Grogan  says.  "They  may  do 
it  once,  but  it's  not  their  role  to  do 
that.  Our  purpose  is  to  create  opportu- 
nities for  conventional  lending." 

LISC  started  out  with  $10  million 
from  Ford  and  such  corporate  backers 
as  Aetna,  Prudential  and  Arco,  and 
now  has  300  backers  and  $100 
million.  It  has  used  this  money  to 
leverage  another  $310  million 
from  innumerable  foundations, 
government  organizations  and 
corporations. 

The  underlying  idea  is  to  pro- 
vide visible  evidence  that  a 
neighborhood  is  changing  for  the 
better,  to  get  rid  of  those  boarded- 
up  windows  that  spell  urban  de- 
cay and  install  the  glass  that 
means  renewal.  Once  that  hap- 
pens, one  success  often  generates 
another,  and  in  time  a  neighbor- 
hood will  begin  to  regenerate  it- 
self spontaneously. 

Says  Grogan:  "It's  a  pump- 
priming  operation,  and  once  it 
gets  some  momentum,  the  mar- 
ket may  be  able  to  take  over."  So 
far,  that's  more  a  hope  than  a 
reality.  But  it's  a  plausible  hope. 
LISC  has  helped  some  400  com- 
munity development  organiza- 
tions in  about  120  cities  to  build 
some  10,000  new  or  rehabilitated 
housing  units,  plus  2.6  million  square 
feet  of  commercial  and  industrial  real 
estate  in  some  of  the  most  blighted 
neighborhoods  in  the  U.S. 

Says  Grogan:  "You  have  to  have 
some  level  of  subsidy  so  that  the  result- 
ing rent  or  sales  price  will  be  affordable 
to  those  who  need  such  housing. "  LISC 
is  able  to  provide  that  because  it  ac- 
quires land  at  fire-sale  prices,  often 
from  the  cities,  and  gets  low-interest 
loans  from  governments  and  founda- 
tions. With  these  subsidies  reducing 
the  capital  costs,  there  is  room  for 
private  enterprise  to  do  the  rest. 

Almost  two-thirds  of  LISC's  proj- 
ects to  date  have  been  residential,  but 
it  has  had  significant  success  in  com- 
mercial and  industrial  projects  in 
blighted  areas  as  well.  "A  commercial 
project  is  much  riskier,"  Grogan  says. 
"It  depends  on  the  success  of  the  en- 


terprises that  come  with  it,  and  that 
rests  on  a  certain  level  of  residential 
development.  So  you  often  have  to  re- 
create some  residential  strength  in  or- 
der to  have  the  project  work." 

In  Miami,  in  the  Liberty  City  dis- 
trict burned  out  in  the  1980  riots, 
LISC  has  financed  a  shopping  center, 
Edison  Plaza,  that  has  touched  off 
both  a  spontaneous  upgrading  of  the 
residential  neighborhood  surrounding 
it  and  a  new  121 -unit,  LISC-backed, 
low-income  project.  Grogan  hopes  the 
$23.5  million  14th  Street  Plaza  get- 
ting under  way  in  Washington's  riot- 
devastated  H  Street  district  will  have 
a  similar  regenerative  effect. 

LISC  is  now  broadening  its  finan- 
cial capabilities  with  umbrella  financ- 
ing, wherein  a  single  package  finances 


LISC  President  Pauls.  Grogan 
Who  said  low-income  housing  was  dead  ? 


a  number  of  projects — a  1,000-unit 
New  York  City  project,  for  instance, 
involving  ten  sites  and  financed  75% 
by  the  city,  25%  by  LISC. 

The  new  tax  laws  afford  dollar-for- 
dollar  tax  credits  on  loans  for  low- 
income  housing  (see  Forbes,  Feb.  9),  so 
Grogan  is  planning  to  create  a  low- 
income  loan  fund  to  raise  equity  all 
over  the  country.  For  certain  individ- 
ual and  corporate  investors,  the  fund 
will  likely  yield  20%.  "Over  time  we 
might  evolve  a  family  of  funds  for 
low-income  communities  and  for 
community  development  invest- 
ment," he  says. 

"The  big-government  solution  has 
been  discredited,"  says  Grogan.  "So 
has  the  private  market  solution.  It's 
got  to  be  an  amalgam  of  public  and 
private  efforts  that  will  gradually  turn 
this  thing  around."  ■ 
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We've  integrated  more 
different  electronic  sys- 
tems into  more  different 
airplanes  than  anyone 
else  in  the  world. 

Grumman  electronic 
systems  aboard  our  E-2C 
Hawkeye  have  doubled 
the  power  of  this  airborne 
surveillance  system  every 
five  years.  We're  also  devel- 
oping ground  and  air 
electronic  systems  to  man- 
age a  battlefield.  And 
aboard  the  Grumman 
EA-6B  Prowler  are  elec- 
tronic jamming  systems 
designed  to  neutralize 
enemy  radars  and  com- 
munications. 

Electronic  systems 
make  Grumman  planes 
the  best  for  the  j  obs  they 
do.  And  electronic 
systems  are  creating 
new  opportunities  for 
Grumman. 
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The  New 

Global 


Language 

Capital. 


THERE  IS  ONE  WORLD  MARKET. 
AND  THERE  ARE  24  HOURS 
IN  A  DAY. 
AFTER  THAT,  IT  IS  ALL 
IMAGINATION,  AGILITY,  AND 
MUSCLE. 


American  companies  are  financing  in  Europe.  European  compa- 
nies are  financing  in  America.  The  Japanese  and  Koreans  are 
expanding  their  financing  horizons.   What  is  now  required  of 

an  investment  bank  is  the 
depth  and  breadth  of  experi- 
ence to  serve  the  whole  client 
almost  anywhere  on  earth. 

We  are  unique  in  this 
regard.  Our  $2.65  billion  in 
capital  assures  you  the  best 
pricing  possible.  Our  willingness  to  put  it  to  work  means  we  will 
carry  your  paper  if  necessary. 

We  are  acknowledged  to  be  a  U.K.  and  European  expert  in 
U.S.  stocks.  And  perceived  in  U.S.  markets  as  an  expert  in  inter- 
national equities. 

We  were  the  first  investment  bank  to  sell  MMP™  stock  for 
European  issuers  in  the  U.S.  market.  Including  a  $100  million 
placement  for  Michelin. 

We  have  the  worldwide  distribution  system  to  sell  $200  million 
worth  of  Kingdom  of  Belgium  Floating  Rate  Notes  in  one  day.  And 
turn  over  $1  billion  in  Deutschemarks  in  one  week. 

Our  $1  billion  Kingdom  of  Denmark  issue  still  remains  one  of 
the  largest  fixed-rate  debt  issues  ever  in  the  Euromarket.  We  were 
the  lead  manager  of  the  Italy  Fund.  As  well  as  the  lead  manager  for 

Toyo  Trust,  in  the  first  federal  funds-       ■■mmii   ■hmiiiiiubiihhiiiiwmi 

based  Eurobond  swap. 

Capital  is  now  the  world's  global  lan- 
guage. There  are  those  who  understand 
this.  And  those  who  do  not. 

Talk  with  us.  In  New  York,  call  Greg 
Sacco  or  Jim  Stern  at  640-7272.  In 
London,  Jacques  Gelardin,  626-2525.  In 
Tokyo,  Kiyonobu  Shimazu,  505-9000. 
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The  Up  &  Comers 


Merchant  Ivory  Productions  isn't  the  only 
company  trying  to  make  low-cost,  high- 
quality  movies,  but  its  the  best. 

Producer  with 
a  view 


By  Richard  C.  Mora  is 


For  a  flick  that  cost  so  little  to  pro- 
duce, A  Room  with  a  View  certainly  has 
garnered  an  astonishing  number  of 
Oscar  nominations:  eight  altogether, 


including  Best  Picture,  Best  Director 
and  Best  Supporting  Actor  and  Ac- 
tress. If  the  film  walks  away  with 
some  Hollywood  gold  on  Academy 
Awards  night  Mar.  30,  supporters  of 
both  intelligent  entertainment  and 


sound  economics  may  be  forgiven  for 
feeling  vindicated.  Based  on  the  E.M. 
Forster  novel,  A  Room  with  a  View  has 
already  grossed  $32  million  and  is  ex- 
pected to  gross  over  $50  million.  Cost 
to  produce:  $3  million. 

Behind  this  success  is  Merchant 
Ivory  Productions,  Ltd.  Run  by  12 
full-time  employees  out  of  cramped 
offices  in  London,  New  York  and 
Bombay,  maybe  Merchant  Ivory  itself 
deserves  to  be  nominated  as  the  best- 
run  film  company  in  the  world. 

The  name  is  taken  from  its  two 
principals.  Ismail  Merchant,  50,  was 
born  and  raised  in  Bombay  and  earned 
his  M.B.A.  at  New  York  University.  A 
handsome  and  irrepressible  extrovert, 
Merchant  takes  care  of  the  finances. 

James  Ivory,  59,  directs  the  com- 
pany's films.  Ivory  grew  up  in  the 
town  of  Klamath  Falls,  in  Oregon's 
logging  and  ranching  territory.  A  soft- 
spoken  professorial  type,  Ivory  met 
Merchant  in  New  York  after  a  screen- 
ing of  one  of  his  early  films  in  1961. 
They  immediately  started  the  compa- 


bant  Ivory  Productions  '  James  Ivory  and  Ismail  Merchant 
i  to  make  intelligent  films  on  low  budgets  and  do  well. 


Maggie  stcber 


Information. 
When  you  need  it.  In  formats 
that  are  understandable  and  accessible. 

That's  what  you  get  with  Ultimate" 
business  computers.  Useful  information  that 
helps  you  run  your  business  better. 

The  Ultimate  Corp.,  one  of  the  fastest 
growing  computer  companies  in  America,  has 
supplied  complete  computing  solutions  to  over 
4,500  companies  like  yours. Through  our  interna- 
tional dealer  network,  we  offer  proven  applica- 
tions for  banking,  construction,  education, 
government,  health  care,  insurance,  investment, 
manufacturing,  professional  services,  public  utili- 
ties, publishing,  retail/distribution,  and  many 
others.  We  have  the  solutions  you  need  now! 

To  see  how  our  computing  solutions  can 
help  you  manage  your  business,  call  Ultimate  today. 

It  takes  the  ULTIMATE  Commitment  to 
outperform  the  competition. 


World  Headquarters:  717  Ridgedale  Avenue,  East  Hanover,  NJ  07936 
1-800-654-0134    In  NJ:  1-201-887-9282 


Member  of  The  Spectrum  Manufacturers  Association  (SMAI   The  Transportability  Standard  for  Business  Computers  Ultimate  is  a  registered  trademark  of  The  Ultimate  Corp 


ny,  to  make  films  about  India. 

A  third  partner  is  Ruth  Prawer  Jhab- 
vaia, which  is  pronounced  job-VALLA. 
Jhabvaia,  59,  is  a  distinguished  novel- 
ist (The  Householder  and  Heat  and  Dust) 
and  writes  nearly  all  of  Merchant 
Ivory's  scripts. 

In  an  industry  where  friendships 
and  loyalties  tend  to  last  no  longer 
than  a  contract,  Merchant,  Ivory  and 
Jhabvaia  have  made  20  films  in  the 
past  26  years,  high-quality,  critically 
acclaimed  films,  on  budgets  that 
would  barely  cover  the  catering  bills 
on  some  Hollywood  productions. 
Thanks  to  budgeting  skills  and  pro- 
duction knowhow,  all  but  two 
films — Bombay  Talkie  (1970)  and  Jane 
Austen  in  Manhattan  (1980) — have  bro- 
ken even  or  turned  a  profit. 

The  partnership  burst  onto  the 
scene  in  1965  with  Shakespeare  Wallah, 
a  marvelous  tale  of  a  down-at-the- 
heels  Shakespeare  troupe  touring  In- 
dia after  independence.  Shakespeare 
Wallah's  negative  cost — that  is,  to  get 
the  first  print  into  the  can — was  all  of 
$80,000. 

In  the  1970s  the  company  cranked 
out  a  number  of  films,  including  Sav- 
ages and  Roseland.  Most  were  well  re- 
ceived by  critics.  But  by  definition  the 
market  for  quality  films  is  limited; 
only  a  few  such  films  cross  over  into 
the  mass  market.  So  while  Merchant 


Ivory's  films  didn't  lose  money,  nei- 
ther did  they  make  much  money  to 
plow  back  into  the  business. 

Then,  the  big  break.  In  1979  Mer- 
chant Ivory  released  The  Europeans, 
based  on  Henry  James'  novel.  The 
film  cost  $675,000  to  make  and 
grossed  $4.2  million.  The  partners 
rolled  most  of  their  share  of  the  prof- 
its into  Heat  and  Dust,  a  sentimental 


For  The  Europeans,  which 
cost  $675,000,  Merchant 
even  banged  on  the  door  of 
Estee  Lauder,  to  no  avail.  He 
showed  up  with  the  last 
check  as  the  crew  was 
boarding  the  plane  to  the 
location  site. 


but  incisive  study  of  Anglo-Indian  re- 
lations before  and  after  India's  inde- 
pendence. Heat  and  Dust  cost  $2  mil- 
lion, grossed  $10  million,  and  was  fol- 
lowed by  another  Henry  James-based 
film,  The Bostonians  (cost  $2.8  million, 
gross  $8  million). 

A  Room  with  a  View  cost  $3  million 
to  make.  Compare  that  with  $16  mil- 
lion on  average  for  Hollywood  films, 
never  mind  $35  million  or  so  for  Ish- 
tar,  soon  to  be  released  by  Coca-Cola's 
Columbia  Pictures.  Yet  Room's  pro- 
duction values  (as  the  industry  calls  a 


film's  physical  characteristics)  are  ex- 
ceptional. Among  its  other  Oscar 
nominations:  cinematography,  art  di- 
rection and  costume  design. 

How  do  the  Merchant  Ivory  part- 
ners produce  higher  quality  for  less 
money?  The  answer  is  the  same  as  for 
any  successful  business — an  eye  for 
value,  a  nose  for  niches  and  a  willing- 
ness by  all  involved  to  pitch  in  and  get 
whatever  needs  doing  done. 

Merchant  says  his  biggest  savings 
come  from  the  stars  and  the  techni- 
cians themselves.  Once  they  have 
achieved  a  measure  of  financial  secu- 
rity, many  good  actors  want  to  be 
remembered  for  their  art.  Thus,  Mer- 
chant Ivory  Productions  has  estab- 
lished itself  as  the  place  to  go  to  make 
quality  films.  In  essence,  big-budget 
opulence  subsidizes  low-budget  jew- 
els. Maggie  Smith  took  a  substantial 
cut — some  say  50% — to  work  in  A 
Room  with  a  View  and  deferred  her  sala- 
ry for  a  share  of  the  profits. 

Merchant  tries  to  work  such  defer- 
rals wherever  possible,  to  keep  up- 
front costs  down,  and  sets  a  good  ex- 
ample. He  deferred  75%  of  his  modest 
$100,000  producer's  salary  for  Room. 
Ivory  and  Jhabvaia  did  likewise.  Ev- 
eryone on  a  Merchant  Ivory  produc- 
tion flies  economy.  Can  you  imagine 
asking  Dustin  Hoffman  or  Warren 
Beatty,  Ishtar's  stars,  to  fly  economy? 


Nobody  trains,  tests  and  supports  p 
this  software  like  Kelly. 


toducing  the  Kelly  PC-Pro  System, 
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If  a  sharp  eye  on  costs  were  all,  of 
course,  Los  Angeles-based  Cannon 
Group  would  not  now  be  in  financial 
straits  (Forbes,  Dec.  29  and  Sept  s. 
1986).  Merc  cost-cutting  and  cost- 
control  misses  the  point,  says  Mer- 
chant. "What  you  need  is  a  good  story, 
writer  and  director,"  he  says.  Studios 
also  need  to  give  total  responsibility 
to  the  producer,  director  and  writer. 
"If  the  financiers  and  the  studios 
would  just  leave  the  creative  people 
alone,  they  would  have  films  that  re* 
cover  20  and  30  times  their  costs." 

Enter  Jim  Ivory.  He  is  not  only  a 
talented  director  but  also  a  gifted 
scrounger — a  genius  at  exploiting  nat- 
ural locations  rather  than  building 
costly  sets.  In  A  Room  with  a  View  the 
partners  persuaded  the  mayor  of  Flor- 
ence to  clear  the  Piazza  della  Signoria 
for  filming.  For  the  English  country 
scenes,  they  borrowed  the  Kent  fam- 
ily estate  of  John  Pym,  a  film  critic 
and  longtime  admirer  of  their  work. 

When  production  begins,  Merchant 
is  omnipresent,  reminding  Ivory  to 
stick  to  a  tight  shooting  schedule. 
Now  legendary  is  his  half-order,  half- 
plea:  "Shoot,  Jim,  shoot!" 

The  attention  to  cost  is  natural, 
considering  the  difficulties  Merchant, 
Ivory  and  Jhabvala  have  had  raising 
money  over  the  years.  For  The  Europe- 
ans, which  cost  only  $675,000,  Mer- 


chant even  tried  banging  on  the  door 
of  Estee  Lauder,  to  no  avail.  He  finally 
showed  up  with  the  last  check  in  his 
hand  as  the  crew  was  boarding  the 
plane  to  the  location  site. 

"You  have  to  bully  them  (the  inves- 
tors]," says  Merchant.  He  wears  down 
investors  through  conviction  and  per- 
sistence and,  especially  these  days,  a 
profitable    record.    Eccentric  Mer- 

Eccentric  Merchant's 
methods  may  be.  But 
they  are  also  effective. 
"All  the  films  are  completed 
on  time  and  on  budget," 
says  Roger  Wing  ate. 
"Sometimes  there  is  even 
money  left  over." 

chant's  methods  may  be.  But  they  are 
also  effective.  "All  the  films  are  com- 
pleted on  time  and  on  budget,"  says 
Roger  Wingate,  managing  director  of 
Curzon  Film  Distributors,  which  has 
distributed  and  invested  in  several 
Merchant  Ivory  films.  "Sometimes 
there  is  even  money  left  over." 

Merchant  is  no  slouch,  either,  in 
cutting  deals.  For  A  Room  with  a  View, 
he  presold  the  U.K.  television  rights 
for  $450,000  and  U.S.  distribution 
rights  for  $950,000.  Merchant  took 
these  contracts  to  a  unit  of  the  Credit 


Lyonnais  bank  in  Rotterdam  special- 
izing in  entertainment  risks,  which 
factored  the  contracts  for  about  $1.2 
million.  Direct  investors — England's 
Goldcrcst  Films  &  Television,  Na- 
tional Film  Finance  Corp.  and  Curzon 
Film  Distributors — put  up  $1.7  mil- 
lion. And  Jhabvala,  Ivory  and  Mer- 
chant anted  nearly  $200,000  of  then 
own  capital.  Merchant  estimates 
Room  will  ultimately  gross  $50  mil- 
lion, plus  another  $7  million  from 
television  and  video  rights  yet  to  be 
negotiated.  If  so,  he  says,  his  investors 
should  see  a  200%  return. 

Merchant  insists  that  success  will 
not  corrupt  this  outstanding  little 
company.  "We  will  always  do  modest 
budget  films,"  he  says,  "films  that  we 
believe  in  and  are  a  challenge,  not 
formula  films."  With  26  years  of  such 
filmmaking  behind  him,  that's  more 
than  a  piety.  The  negative  cost  of 
Merchant  Ivory's  Maurice,  another 
E.M.  Forster  story,  to  be  released  next 
fall:  $2.5  million. 

Nor  will  there  be  any  attempt  to 
cash  in  on  his  current  hits  and  the  hot 
market  for  film  companies  by  taking 
Merchant  Ivory  public.  "What's  the 
point  of  that,  other  than  having  extra 
money  and  a  house  in  the  south  of 
France?"  Merchant  demands.  "I  al- 
ready have  use  of  a  house  in  the  south 
of  France."  ■ 


nal  computer  temporaries  on  all 


The  Kelly  PC-Pro  System  is  a  personal 
:omputer  training,  testing  and  on-the- 
ob  support  program  for  eleven  leading 
word  processing  software  packages. 

And  no  other  temporary  help  service 
las  anything  like  it. 

Only  Kelly  trains  on  all  eleven. 

Only  Kelly  tests  on  all  eleven. 

Only  Kelly  supports  all  eleven  with 


reference  guides  and  an  800  hot- 
line number. 

And  Kelly  has  the  PC-Pro  System  in 
all  of  its  650  offices. 

It's  how  Kelly  ensures  that  its  PC 
temporaries  have  the  word  processing 
skills  and  on-the-job  support  it  takes  to 
get  the  job  done. 

The  Kelly  PC-Pro  System. 
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Nobody  puts  temporaries  to  the  test  like  Kelly. " 
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The  Up  &  Coiners 


Strategy 


Ohio  Art  has  survived  in  the  toy  business  by 
avoiding  the  fads.  Now  it  has  a  hot  new 
product — and  a  fight — on  its  hands. 

Etch  a  future 


By  Gary  Slutsker 


If  you  take  him  literally,  Martin 
(Larry)  Killgallon  seems  to  be  put- 
ting down  his  family's  management 
of  $47  million  (1986  sales)  Ohio  Art 
Co.  Says  Killgallon,  39,  Ohio  Art's 
senior  vice  president  and  13%  owner: 
"We  haven't  demonstrated  much,  ex- 
cept that  we've  been  in  business  a 
long  time." 

But  as  Killgallon  appreciates,  lon- 
gevity in  the  toy  business  is  itself  a 
significant  accomplishment. 
Founded  in  Bryan,  Ohio  in  1908 
by  Henry  S.  Winzeler,  a  dentist, 
Ohio  Art  made  sand  pails,  little 
girls'  tea  sets  and  a  string-climb- 
ing toy  monkey.  The  second-gen- 
eration Winzelers  recruited  W.C. 
Killgallon  from  a  competing  toy- 
maker  to  become  sales  manager 
in  1955.  The  Killgallons  had  Ohio 
Art  tender  for  the  Winzelers' 
shares  in  1977,  giving  them  a  sol- 
id majority. 
In  1960  Ohio  Art  introduced 
of  the  century's  most  suc- 


with  bigger  competitors  like  Fisher- 
Price  and  View-Master  Ideal.  To  re- 
main a  factor,  Ohio  Art  must  now 
advertise  the  Lil'  Sport  line  on  televi- 
sion, an  expensive  undertaking. 
Promises  Ohio  Art  President  William 
Killgallon,  48:  "There's  going  to  be 
tremendous  expansion  in  this  catego- 
ry over  the  next  ten  years." 

The  Killgallons  have  been  looking 
for  ways  to  improve  Ohio  Art's  profit- 
ability and  reduce  its  dependence  on 
the  notoriously  seasonal,  and  fickle, 


one 

cessful  products  for  kids:  the  Etch 
A  Sketch  art  toy.  If  you've  never 
had  the  pleasure,  Etch  A  Sketch  al- 
lows kids  to  draw  pictures  by  turning 
knobs  and  scraping  aluminum  pow- 
der from  the  underside  of  a  7-by-5- 
inch  screen. 

Etch  A  Sketchy  was  an  instant  hit 
and  still  sells  around  2  million  units  a 
year.  "You  hear  about  a  return  to  ba- 
sics in  the  toy  industry,"  says  Killgal- 
lon. "Well,  we're  basic.  Masters  of  the 
Universe  is  dead.  Smurfs?  The  TV 
show  is  still  high-rated,  but  Smurfs 
don't  sell." 

But  while  Etch  A  Sketch  took  care 
nf  itself,  Ohio  Art's  other  products  ran 
into  vicious  competition.  Ohio  Art 
i  nducing  Lil'  Sport  basketball 
:cer  sets  for  kids  a  decade  ago. 
;i  sports  toy  category  is  growing 
rapidly,  but  Ohio  Art  is  sharing  it 


Ohio  Art's  Larry  ( left )  and  Bill  Killgallon 
Riding  a  wave  of  high-priced  toys. 


toy  business.  In  1978  Bill  Killgallon 
persuaded  younger  brother  Larry  to 
leave  his  marketing  job  at  Coca-Cola 
and  start  a  nontoy  division  that  would 
take  up  some  of  the  slack  manufactur- 
ing capacity  in  the  factories.  By  1985 
operating  earnings  from  the  nontoy 
operation,  which  now  produces  every- 
thing from  plastic  film  canisters  for 
Kodak  to  glove  compartments  for 
Volkswagen,  hit  $728,000,  vs. 
$567,000  from  toys. 

Now,  however,  it  appears  as  if  Ohio 
Art  has  another  toy  hit  on  its  hands: 
the  Etch  A  Sketch  Animator,  which 
the  Killgallon  boys  began  developing 
seven  years  ago,  to  protect  the  Etch  A 
Sketch  franchise.  "We  decided  that  if 
there  was  going  to  be  an  electronic 
version  of  Etch  A  Sketch,  Ohio  Art 


was  going  to  be  the  one  to  do  it,"  says 
Bill  Killgallon. 

The  Animator,  introduced  in  time 
for  Christmas  last  year,  is  a  kind  of 
electronic  Etch  A  Sketch  that  can 
store  multiple  images  and  then  play 
them  back  in  rapid  succession,  car- 
toon style.  It  was  one  of  the  hottest 
new  toys  around  last  year.  Riding  the 
new  wave  of  high-priced  toys  (Forbes, 
June  16,  19X6],  it  was  also  one  of  the 
most  expensive;  it  retails  at  anywhere 
from  $49.99  (at  Child  World  stores)  to 
$80  at  New  York's  FAO  Schwarz. 

Almost  single-handedly,  the  Ani- 
mator has  breathed  some  life  into 
Ohio  Art.  Sales,  which  had  hovered 
around  $30  million  for  ten  years,  were 
up  50%  last  year.  Profits  shot  up 
533%,  to  $2.5  million  ($3.99  a  share). 
And  the  stock  went  from  a  low  of  13 
to  a  recent  high  of  49. 

We  hasten  to  add  that  not  all  that 
animation  in  the  stock  can  be  attrib- 
uted to  the  Animator.  In  mid- 1984, 
when  the  stock  was  in  the  high  teens, 
Emmett  Barnes  III  began  accumulat- 
ing shares.  For  several  years  Barnes, 
74,  a  Macon,  Ga.  businessman,  has 
owned  a  Sea  Island  vacation  home 
near  that  of  W.C.  Killgallon,  Ohio 
Art's  chairman  and  father  of  brothers 
Bill  and  Larry.  Barnes  now  owns 
19%  of  the  company;  so  his  buy- 
ing, too,  has  helped  push  up  the 
thinly  traded  stock.  Barnes'  re- 
quest for  a  board  seat  was  refused. 
He  sued,  won  a  seat  and  is  now 
suing  again  to  keep  it  (in  the 
wake  of  Ohio's  repeal  of  cumula- 
tive voting  rights).  "It's  a  very 
fine  company,"  says  Barnes  of 
Ohio  Art  Co.  "My  dispute  with 
them  is  that  it  is  not  run  for  the 
stockholders  but  for  the  Killgal- 
lon family." 

With  no  debt  and  its  valuable 
toy  franchises,  Ohio  Art  is  a 
_    plum.  You  can  bet  big  toy  compa- 
nies would  love  to  gobble  it  up,  at  a 
juicy  profit  to  Barnes. 

But  don't  expect  Emmett  Barnes,  or 
anyone  else,  to  take  over  the  company 
without  the  Killgallon  clan's  blessing. 
The  family  still  owns  58%  of  the 
stock  and  appears  determined  to  stay 
independent. 

Larry  Killgallon  insists  there  are 
lots  of  opportunities  for  medium-size 
toy  companies.  Ohio  Art,  he  says,  will 
continue  to  make  decent  money  not 
only  from  Etch  A  Sketch  and  Anima- 
tor but  also  from  old  standbys  like  the 
Uncle  Sam  three-coin  register  bank, 
sand  pails,  tops,  drum  sets,  tea  sets, 
Chinese  checkers  sets,  globes  and 
other  toys  that  endure.  Vows  Killgal- 
lon: "I'll  crawl  across  the  street  for  a 
product  that  will  do  $8  million."  ■ 
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ASTRA:  YOUR  V  E  R  S  A  T  J  L  E  B  U  S  I  N  E  S  S  TOOL 


It's  the  closest 
you  can  get  to  having 
two  business  jets 
for  the  price  of  one. 

The  incomparable  Astra. 


"V7bu  have  the  right  to  expect 
X  a  great  deal  from  a  business 
jet.  It  should  be  able  to  handle 
all  your  travel  needs,  from  a  short 
hop  to  a  3,500-mile  flight.  It 
should  be  fast,  economical,  spa- 
cious, comfortably  appointed  and, 
above  all,  affordable. 

Amazingly,  there  is  only  one 
midsize  jet  on  the  market  that  can 
do  it  all:  Astra. 

The  newest  and  most  tech- 
nically advanced  jet  in  its  class, 
Astra  can  take  you  coast-to-coast 
or  across  the  ocean  at  eight-tenths 
the  speed  of  sound.  Yet  it  has 
both  the  power  and  the  handling 
qualities  to  permit  landing  and 
takeoff  at  smaller,  more  conve- 
nient airports. 

Its  large,  elliptically  shaped 
cabin  provides  an  exclusive  "oval 
office"  with  stretch-out  seating 
for  up  to  nine  passengers,  a  well- 
stocked  galley,  and  a  true  airline- 
style  lavatory.  The  cockpit  boasts 
state-of-the-art  Collins  avionics. 
And  at  any  speed,  the  powerful 
twin  Garrett  turbofans  can  be 
heard  as  little  more  than  a  muted 
murmur. 

Yet,  for  all  its  unmatched  versa- 
tility, a  new  Astra  is  priced  at  less 
than  $5  million!  And  that  is 
a  great  deal. 

If  you'd  like  a  demonstration, 
or  more  information,  please  call 
Gordon  Carr,  VP  Sales,  at  (302) 
322-7244.  Or  write  him  at  Atlantic 
Aviation,  P.O.  Box  15000,  Wilm- 
ington, DE  19850.  And  find  out 
why  Astra  really  is  the  closest 
thing  to  having  two  business  jets 
for  the  price  of  one. 


ATLAFITIC 
AVIATIOn 


is  ready  to  pounce  again.  Will  it  be  Merrill  Lynch,  Honeywell, 
United  Technologies?  No  insider  has  tipped  us  to  the  target,  but 
we  have  some  ideas  about  what  may  happen,  and  why. 


General 
Eclectic 


By  Edwin  A.  Finn  Jr. 


TWENTY  YEARS  AGO,  111  an 
interview  with  Forbes, 
former  GE  Chairman 
Ralph  Cordiner  repeatedly 
rolled  the  words  off  his 
tongue  with  reverence:  "The  General 
Electric  Company."  Soon,  employees 
at  Cordiner's  old  company  will  be  told 
never  to  say  those  words  again.  Gen- 
eral Electric  is  to  be  referred  to  simply 


as  GE.  Business  cards  and  stationery 
will  be  purged  of  the  boldface  name 
General  Electric,  leaving  only  GE's 
circular  logo,  slightly  de-squiggled. 

Mere  cosmetics,  you  say?  In  fact, 
the  change  signals  a  monumental  re- 
shaping of  the  nation's  third-largest 
company.  The  "electric"  content  in 
General  Electric's  product  mix  is 
shrinking  fast.  Indeed,  earnings  from 
its  traditional  manufacturing  opera- 
tions are  down  to  30%  of  total  profit, 


from  50%  five  years  ago.  Corporate 
projections  show  the  percentage  de- 
clining to  20%  by  1991. 

The  new  GE  reflects  more  than  the 
shift  from  manufacturing  to  high 
technology  and  finance  that  is  sweep- 
ing industrial  America.  It  signals  the 
decision  by  a  great  corporation  to 
break,  painfully  and  publicly,  with  a 
proud  past.  In  the  early  1980s,  when 
"^industrialization"  was  all  the  rage, 
GE  hammered  home  a  message  that 


Upward  for  GE? 
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product.  With  GNP  growth  limping 
along  at  a  real  rate  of  about  3%  in 
recent  years,  the  company  wants  to  do 
better  (see  chart  below).  Thus,  the 
strategy  calls  for  GE  to  emphasize 
fast-growing  sectors  like  high  tech- 
nology and  finance,  both  by  expand- 
ing its  existing  operations  and  by  ac- 
quiring firms.  That  way,  GE  hopes  to 
increase  its  earnings  at  1.5  to  2  times 
the  rate  of  overall  U.S.  economic 
growth. 

Clearly,  GE  has  the  stomach  to 
swallow  huge  companies  with  barely 
a  burp.  The  next  takeover  could  be  the 
size  of  Corning  Glass,  Honeywell  or 
Merrill  Lynch.  Outlandish?  Not  at  all. 
Dennis  Dammerman,  GE's  vice  presi- 
dent for  finance,  points  out  that  the 
company  could  mount  another  RCA- 
size  takeover  (at  $6.4  billion,  the  larg- 
est nonoil  acquisition  in  U.S.  busi- 
ness history)  and  not  fall  lower  than  a 
double-A  credit  rating  from  Standard 
&  Poor's. 

Only  last  December,  in  a  rare  and 
closed-door  meeting  with  analysts  in 
New  York,  GE  Chairman  Jack  Welch, 
51,  noted  that,  in  just  the  six  years 
since  he  took  over  as  chief  executive, 
the  company  had  moved  from  tenth- 
largest  company  in  the  U.S.,  as  mea- 

Chart>  by  Andy  Christie 


GE  earnings  bounced  around  in  the  1960s  and  early  1970s, 
partly  because  of  prolonged  strikes  and  spurts  of  defense 
spending.  But  for  the  past  decade  GE  profits  have  increased  at 
roughly  the  same  pace  as  the  U.S.  gross  national  product.  That 
stability  attracts  institutional  shareholders.  Since  1980 
institutions  have  boosted  their  stake  in  GE  from  33%  to  nearly 
50%.  Now,  by  concentrating  on  finance  and  high-technology 
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became  almost  a  corporate  slogan: 
"Automate,  emigrate  or  evaporate." 
These  days  the  message  is  a  different 
one.  Picking  up  attitudes  usually  as- 
sociated with  corporate  raiders,  the 
company  is  much  less  tied  to  its  tradi- 
tional product  lines.  Unprofitable 
plants  and  businesses  can  be  pruned, 
employees  can  be  let  go.  In  their  place 
will  be  faster-growing  businesses. 
Nowadays,  profit  is  GE's  most  impor- 
tant product. 

In  January  GE  announced  plans  to 
cut  nearly  4,000  jobs  at  its  turbine,  jet 
engine  and  locomotive  plants.  That  is 
only  the  latest  in  a  series  of  trim- 
mings that  lopped  more  than  120,000 
employees  off  GE's  payroll.  Now,  in- 
cluding RCA's  79,000  workers,  GE 
employs  359,000  people.  Some  of  the 
job  cuts  came  as  GE  shuffled  its  cor- 
porate portfolio  like  a  nverboat  gam- 
bler, acquiring  338  businesses  and 
product  lines  for  $11.1  billion  while 
selling  232  for  $5.9  billion  over  the 
past  six  years. 

Even  more  intriguing  are  the  rum- 
blings at  GE's  Fairfield,  Conn,  head- 
quarters, which  more  and  more  these 
days  has  the  look  and  feel  of  a  colossal 
investment  banking  house  on  the 
prowl  for  takeover  targets.  Nothing 


like  this  has  been  seen  in  corporate 
America  since  the  conglomerator 
days  of  LTV's  Jimmy  Ling  and  Gulf  & 
Western's  Charles  Bluhdorn.  With 
GE,  it's  a  case  of  enormous  financial 
might,  coupled  with  the  readiness  to 
acquire — or  to  dump.  Says  one  former 
GE  official,  "This  company  is  pre- 
pared to  buy  or  sell  any  business,  de- 
pending on  how  it  fits  into  its  overall 
strategy." 

Thinking  big  is  quite  in  character 
with  GE's  history,  but  its  touch  is  not 
unfailing.  There  was  the  costly  foray 
into  computers  in  the  late  1950s,  ulti- 
mately abandoned  in  1970.  Nearly  a 
decade  later  GE's  then-Chairman 
Reginald  Jones  was  heard  to  say:  "The 
cutting  edge  of  our  earnings  in  the 
future  will  come  from  Australia."  He 
was  talking  about  Utah  International, 
a  mining  company  acquired  by  GE  as 
an  energy  play  for  $2.2  billion  in  1976. 
It  was  dumped  unceremoniously 
three  years  ago. 

But  given  GE's  size — among  The 
Forbes  500s  it  ranks  3rd  in  market 
value,  5th  in  profits,  1 1th  in  sales  and 
37th  in  assets — it  makes  no  sense  for 
it  to  think  small.  For  the  past  decade 
GE  earnings  growth  has  mirrored  the 
growth  of  the  U.S.  gross  national 
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GE's  annual  report,  just  out,  sports  a  slightly  altered  image 

Though  the  company's  name  hasn't  changed  officially, 

the  emphasis  is  on  the  letters  GE,  not  the  words  General  Electric. 


sured  by  stock  market  capitalization, 
to  third  largest.  Then,  astonishingly, 
he  went  on  to  suggest  he  would  like 
GE  to  be  the  nation's  largest  compa- 
ny. Right  now  GE's  market  capitaliza- 
tion stands  at  $47  billion.  That's  a 
long  way  behind  number  two  Exxon, 
with  market  value  of  $57  billion,  nev- 


er mind  the  world  leader,  IBM,  valued 
at  $85  billion. 

Is  Welch  for  real?  Perhaps  he 
doesn't  plan  to  outdistance  IBM  this 
year  or  next.  But  no  one  doubts  that 
he  wants  GE  to  grow — and  to  grow 
fast.  And  takeovers  are  the  likely 
route.  Robert  Mercer,  Goodyear  chair- 


man and  a  GE  director,  says  flatly:  "If 
you're  going  to  make  any  quantum 
leaps  in  size,  you  just  about  have  to 
grow  by  acquisition." 

Is  a  move  imminent?  Welch  him- 
self is  keeping  mum.  Other  top  GE 
officials  insist  that  nothing  is  on  the 
boil.  "We're  prepared  to  do  it  tomor- 
row, but  it's  a  matter  of  waiting  for 
the  right  situation  to  come  along," 
says  Vice  Chairman  Lawrence  A.  Bos- 
sidy.  "I'd  say  we're  in  a  position  of 
high  alert,  but  we  could  stay  there  for 
two  or  three  years." 

Outsiders  take  such  disclaimers 
skeptically.  Says  Nicholas  Heymann, 
an  analyst  at  Drexel  Burnham  Lam- 
bert, who  worked  for  GE  as  a  financial 
analyst  and  corporate  auditor  from 
1978  to  1981:  "The  guys  up  there  in 
Fairfield  are  dancing  on  the  tables, 
just  like  they  were  before  the  RCA 
deal." 

GE's  wish  list  is  a  short  one.  Who's 
on  it?  The  company  won't  say,  of 
course.  But  Chairman  Welch  has  ob- 
served, on  more  than  one  occasion, 
that  he  likes  his  businesses  to  be 
number  one  or  number  two  in  their 
industries.  Expect  any  target  not  only 
to  have  a  lower  price/earnings  ratio 
than  GE's  (currently  at  19  times  1986 


Two  to  tango 
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GE  has  been  a  pretty  good  stock  market  proxy,  if  a  tad  more 
volatile.  Reaction  to  Chairman  Jack  Welch's  regime  has  been 
mixed,  as  illustrated  by  the  stock's  1984  slip.  But  the 
smoothness  of  the  $6.4  billion  RCA  takeover  has  Wall  Street 
wowed.  On  the  expectation  of  double-digit  earnings  gains,  the 
stock  shot  up  20%  in  this  year's  first  two  months  alone. 
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earnings)  but  also  to  be  in  a  growing 
market,  with  reasonable  prospects  for 
strong  future  growth  itself.  Moreover, 
given  Welch's  apparent  desire  for 
quick  and  substantial  growth  for  GE, 
think  big.  Remember  that  in  the  past 
three  years  the  company  not  only 
pulled  off  the  RCA  deal  but  also  ac- 
quired Employers  Reinsurance  for 
$1.1  billion  and  80%  of  Kidder,  Pea- 
body  for  $600  million. 

Our  tick  list  of  potential  takeover 
targets — compiled  without  the  help  of 
Ivan  Boesky  or  Marty  Siegel — in- 
cludes companies  like  Travelers, 
United  Technologies,  Honeywell,  Xe- 
rox, Corning  Glass,  Wang  Labs  (see 
table  at  right).  Shown  the  roster,  Bos- 
sidy  says  with  a  smile,  "Some  of  those 
names  are  familiar." 

One  thing  Welch  wants  to  avoid  is 
more  exposure  to  the  defense  busi- 
ness, currently  about  25%  of  GE  reve- 
nues. RCA  did  not  pose  a  problem 
because  it  was  less  than  25%  defense, 
so  GE's  exposure  didn't  increase  at  all 
in  percentage  terms.  But  no  company 
is  entitled  to  feel  safe  from  GE  just 
because  it  does  substantial  business 
with  the  Pentagon.  GE  might  be  able 
to  presell  parts  of  United  Technolo- 
gies' defense  operations,  for  example, 


Ten  likely  targets 


Herewith  our  tick  list — by  no  means  all  inclusive — of  possible  targets  for 
increasingly  acquisitive  GE.  The  company  won't  comment  on  specifics. 
But  Vice  Chairman  Lawrence  Bossidy  told  Forbes  GE  was  on  "high 
alert"  for  a  takeover.  He  added,  "Some  of  those  names  are  familiar." 


Company/mam  business 

P/E" 
ratio 

Debit 
($bil) 

Marketi 
capitalization 
i$bil) 

Xerox/copying  machines 

19 

$1.73 

$7.6 

United  Technologies/diversified  manufacturing 

16 

1.72 

7.1 

NCR/cash  registers,  computers 

19 

0.13 

6.5 

Raytheon/electronics 

15 

0.06 

6.0 

Travelers/insurance 

12 

0.26 

5.4 

Cigna/insurance 

10 

0.51 

5.4 

Merrill  Lynch/brokerage 

10 

4.80 

4.6 

Honeywell/computer  equipment 

NA 

0.59 

3.1 

Corning  Glass/glass  products 

16 

0.34 

2.6 

Wang  Labs/small  computers 

NA 

0.72 

2.6 

'Based  on  latest  annual  earnings.  tLong-term  debt  |As  of  Mar.  1,  1987.  NA:  Not  applicable,  companies 
posted  losses  for  the  most  recent  1 2  months. 

and  keep  all  that  remains. 

How  to  pay?  The  company  has  $2.3 
billion  in  cash.  It  could  pile  another 
$3  billion  on  top  of  its  existing  $4.3 
billion  in  long-term  debt  and  still 
keep  its  debt-to-equity  ratio  below 
50%.  And  GE  could  do  part  of  the 
next  big  acquisition  through  a  stock 


swap.  The  timing  certainly  looks 
right.  The  company's  share  price  is 
riding  near  its  alltime  high  of  1033/4. 
GE  heightened  speculation  about  a 
possible  swap  and  gave  an  added  boost 
to  its  stock  price  by  letting  it  be 
known  last  month  that  a  4.8%  divi- 
dend increase  was  in  the  works.  If 
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Changing  with  the  times 


GE  just  ain't  the  company  it  used  to  be.  Look  at  the  rapid  growth  in  its 
aerospace,  aircraft  engine  and  finance  businesses  the  past  five  years. 
Recently  acquired  NBC  is  boosting  profits,  too.  Traditional  segments 
like  power  systems  and  industrial  gear,  meanwhile,  are  shriveling. 


Revenues  ($miiiions) 


1982     Total:  $27,937 
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1986    Total:  $37,802 
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Operating  profit  (Smillions) 
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approved,  it  would  be  the  second  divi- 
dend boost  in  six  months. 

Given  the  current  climate,  will 
Washington  allow  more  megadeals? 
GE  isn't  worried.  Recent  government 
concerns  about  the  takeover  game  as 
such — and  even  an  older  concern 
about  possible  antitrust  violations — 
have  given  way  to  fears  of  foreign 
competition  from  giants  like  Japan's 
Mitsui  and  Mitsubishi.  "Ten  years 
ago  the  GE-RCA  deal  would  have 
been  ruled  out  as  a  world-dominating 
force,  but  not  today,"  says  Frank 
Doyle,  senior  vice  president  who 
oversees  GE's  Washington  lobbying. 
"The  markets  have  grown  more  glob- 
al, and  that's  irreversible." 

Sure,  expect  plenty  of  legislative 
initiatives  against  greenmail  and  hos- 
tile takeovers  to  emerge  from  Wash- 
ington in  the  year  ahead.  But  they 
won't  affect  GE,  which  has  a  record  of 
alii  >wing  only  companies  that  want 


to  be  swallowed — often  after  quiet 
discussions  with  the  target  firm  and 
years  of  study. 

Take  the  company's  acquisition  of 
Employers  Reinsurance  Co.,  for  $1.1 
billion.  The  deal  was  first  considered 
in  the  late  1970s,  says  Drexel's  Hey- 
mann.  "GE  liked  the  company  back 
then,"  Heymann  says,  "but  they 
didn't  like  the  timing."  By  1984  the 
time  was  right,  Employers  Re  was 
ready,  and  GE  acted.  Since  its  acquisi- 
tion the  insurance  giant  has  contrib- 
uted $1  billion  to  GE's  cash  flow.  Last 
year  alone  it  kicked  in  $105  million, 
or  4%,  of  GE  profits. 

Not  all  Welch's  acquisitions  have 
gone  so  smoothly.  When  GE  bought 
into  Kidder,  Peabody  last  year,  the 
idea  was  to  acquire  an  investment 
house  to  distribute  securities  issued 
by  GE  Credit  Corp.  But  two  high-level 
Kidder  officials  now  have  become  en- 
snared in  Wall  Street's  insider  trading 


scandal  for  offenses  apparently  com- 
mitted prior  to  GE's  takeover.  Even 
so,  GE  may  wind  up  at  least  partly 
liable  in  the  matter.  Analysts  say  GE's 
liability  cannot  exceed  the  $600  mil- 
lion it  paid  for  the  Kidder  stake  plus 
the  $130  million  GE  added  to  Kidder's 
equity  capital  base.  After  taxes,  that's 
about  $450  million,  or  $1  a  share.  Few 
expect  it  to  reach  anywhere  near  that 
amount,  however. 

Or  take  Calma  Co.,  a  computer- 
aided  design  firm  that  GE  picked  up 
for  $170  million  in  1980.  Though  GE 
officials  like  to  talk  about  Calma  as 
an  example  of  GE's  push  into  high 
technology,  the  California-based  firm 
is  doing  badly,  having  lost  $50  million 
in  1986  alone.  Apparently  GE's  fever 
to  get  deeper  into  the  technology  busi- 
ness was  hotter  than  the  market  for 
Calma's  products. 

GE's  biggest  takeover  of  all  was,  of 
course,  the  RCA  deal,  and  to  swing  it 
Welch  used  financing  tactics  worthy 
of  a  Wall  Street  raider.  To  help  pay  the 
$6.4  billion  cost  of  the  acquisition, 
GE  sold  RCA's  record,  carpet  and  in- 
surance businesses — and  some 
notes — for  a  total  of  $1.3  billion.  Just 
last  month  GE  announced  it  would 
spin  off  RCA's  venerable  David  Sar- 
noff  Research  Center.  The  lab  largely 
duplicates  GE's  research  facility  in 
Schenectady,  N.Y.,  so  GE  is  giving  the 
lab  to  SRI  International.  Why  give  it 
away?  For  one  thing,  who  would  buy 
it?  Also,  GE  gets  as  much  as  $100 
million  in  tax  credits,  which  will  help 
ease  the  pain. 

The  RCA  takeover  has  admittedly 
brought  a  few  initial  adjustment  prob- 
lems with  it,  particularly  some  in- 
volving NBC,  the  jewel  in  the  deal. 
Says  one  NBC  executive,  "It  kind  of 
threw  GE  for  a  loop  to  see  program- 
ming guys  spending  millions  on  mar- 
ket research,  then  making  a  decision 
based  on  gut  feeling." 

Generally,  though,  the  adjustment 
question  has  probably  been  over- 
played. First  of  all,  some  cost-cutting 
was  long  overdue.  It's  almost  forgot- 
ten now  that  network  news  opera- 
tions used  to  be  profitable — until 
about  ten  years  ago,  that  is,  when  live 
coverage  worldwide  and  electronic 
gadgetry  proliferated. 

Yet  don't  expect  GE  to  become  fix- 
ated with  controlling  costs.  When 
CBS  and  ABC  cut  payments  to  affili- 
ates this  year,  NBC  did  not  follow 
their  lead.  Instead,  it  exploited  the 
opportunity  by  raising  its  payouts. 
That  move  could  lure  stronger  sta- 
tions into  its  fold.  Also,  with  Welch 
directly  involved  in  negotiations,  GE 
signed  a  new  contract  with  NBC  pro- 
gramming czar  Brandon  Tartikoff  that 


FORBES,  MARCH  23,  1987 


WE  DON'T  BELIEVE 
V  COPIER  COMPANY'S  LATEST 

DEVELOPMENT  SHOULD 
SLICE,  DICE  OR  JULIENNE. 


While  other  copier  companies 
are  busy  making  all  kinds  of  other 
products,  at  Mita,  we're  busy  cooking 
up  a  remarkable  line  of  copiers. 

Like  the  amazing  new  Mita 
DC-1785.  It's  the  very  first  small  copier 
ever  to  offer  automatic  duplexing.  And 
besides  making  it  easy  for  you  to  copy 
on  both  sides,  the  DC-1785  lets  you 
enlarge,  reduce  and  copy  in  color. 

But  the  DC-1785  isn't  our  only 
copier  that's  outstanding.  Last  year, 
"What  To  Buy  for  Business"  chose 
more  of  our  copiers  as  "Best  Buys" 
than  those  of  any  other  manufacturer. 

So  if  your  present  copier  is 
grating  on  your  nerves,  give  us  a  call 
at  1-800-ABC-MITA.  And  discover  the 
joys  of  a  copier  from  a  company  that 
wants  to  be  in  your  office,  not  in 
your  kitchen. 

i  1 

For  more  information  call:  1  800-ABC-MITA  or  write: 
Mita  Copystar  America,  Inc. 

Post  Office  Box  599,  West  Paterson,  New  Jersey  07424 
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ALL  WE  MAKE  ARE 
GREAT  COPIERS. 


Chairman  Welch,  with  Vice  Chairmen  Edward  Hood  (1.)  and  Laurence  Bossidy 
Raiders  in  sheep's  clothing?  In  some  ways,  yes. 


is  believed  to  be  in  the  high  six-fig- 
ures. These  aren't  tactics  that  you 
would  usually  attribute  to  bean 
counters. 

As  time  passes,  GE  is  getting  better 
at  managing  disparate  businesses.  Un- 
til recently,  for  example,  company- 
wide  pay  scales  smacked  of  civil-ser- 
vice-like rigidities,  compensating 
comparable  employees  more  on  the 
basis  of  iength  of  service  to  GE  than 
on  the  value  of  the  work  performed. 
Thus,  a  GE  engineer  in  the  moribund 
turbine  business  was  likely  to  earn  as 
much  as,  say,  an  engineer  in  the  com- 
pany's highly  competitive  plastics 
business. 

That  is  changing,  with  the  empha- 
sis now  being  placed  on  what  compet- 
itors pay.  Says  Vice  Chairman  Bos- 
s   -•:  "We  want  to  pay  the  aerospace 
the  way  people  in  their  indus- 
e  paid,  and  pay  the  major  appli- 
s  people  the  way  people  in  their 


industry  are  paid." 

GE's  reward  calculus  has  also 
changed  in  other  ways.  The  company 
wants  to  hand  out  fewer  10% -to- 15% 
bonuses  to  top  managers.  Instead, 
there  will  be  more  30%  bonuses,  and, 
at  the  other  end,  more  managers  will 
get  no  bonuses  at  all.  Likewise,  GE 
engineers  will  be  less  likely  to  get 
routine  6%-to-7%  pay  raises.  For 
them  it  will  probably  be  10%  to  15% 
or  no  raise  at  all.  Says  one  GE  official: 
"We  want  to  reward  superstars  very 
well  and  reward  routine  performance 
routinely." 

It  can  be  an  uncomfortable  atmo- 
sphere. GE  finance  people  were 
stunned  in  1984  when  Welch  reached 
down  four  or  five  layers  to  pull  up 
Dennis  Dammerman,  now  41,  to  be- 
come the  chief  financial  officer. 
Welch  has  also  brought  in  outsiders 
for  his  corporate  staff,  almost  unheard 
of  at  the  old  GE. 


The  "shape  up  or  ship  out"  message 
has,  inevitably,  provoked  hard  feel- 
ings. Local  radio  stations  in  Schenec- 
tady this  winter  have  given  much  air 
play  to  Billy  Joel's  "Allentown"  as  a 
dirge  to  the  impending  loss  of  1,500 
GE  jobs  in  a  local  turbine  manufactur- 
ing plant.  "Everybody's  scared,"  says 
Louis  Valenti,  head  of  Local  301  of  the 
International  Union  of  Electrical 
Workers.  "I  get  guys  coming  in  here 
getting  violent,  telling  me,  'I've  got  a 
wife  and  two  kids,  what  am  I  going  to 
do?'  "  GE's  top  manager  in  Schenecta- 
dy, Vice  President  Russell  Noll,  is  re- 
ferred to  around  the  company  as  the 
Undertaker. 

No  one  likes  layoffs,  of  course,  but 
the  overall  results  of  GE's  strategy 
have  Wall  Street  impressed.  GE's 
share  price  is  up  20%  since  the  first  of 
the  year.  Management  gets  generally 
high  marks.  Profit  last  year  jumped 
9%  over  1985  levels,  to  $2.5  billion,  or 
$5.46  a  share,  on  revenue  of  $36.7 
billion.  Return  on  shareholder  equity, 
at  17.3%,  remains  among  the  best  in 
the  business. 

Still,  pockets  of  concern  are  visible. 
In  Boston,  Shawmut  Bank  sold  20%  of 
its  GE  stake  for  $10  million,  fearing 
that  the  stock  had  become  too  expen- 
sive. Chicago's  Capital  Supervisors 
Inc.  dumped  its  entire  $80  million 
holding  of  GE  stock,  largely  because  it 
didn't  like  the  company's  acquisition 
strategy. 

Future  acquisitions  aside,  growth 
prospects  do  seem  to  be  dimming  for 
both  defense  contracting  and  network 
television,  two  of  RCA's  most  impor- 
tant businesses.  The  cloud  of  scandal 
that  continues  to  darken  over  Kidder, 
Peabody  doesn't  help  matters,  either. 
All  of  which  raises  the  question:  Did 
GE  choose  well?  We  will  have  to  wait 
and  see. 

Yet  none  of  this  is  likely  to  slow 
down  GE.  This  is  a  company  already 
huge  and  determined  to  get  bigger 
fast,  even  at  the  risk  of  an  occasional 
stumble  along  the  way. 

Meanwhile,  it's  worth  recalling 
that  GE's  takeover  of  RCA  began 
when  Welch  met  RCA  Chairman 
Thornton  Bradshaw  for  cocktails  at 
the  Manhattan  apartment  of  Lazard 
Freres  investment  banker  Felix  Roha- 
tyn.  There  the  three  men  discussed 
the  deal  that  catapulted  GE  into  the 
company  of  titans  like  Exxon  and 
IBM.  Thus,  here  is  a  piece  of  advice  for 
the  corporate  chieftains  on  our  tick 
list  of  possible  GE  takeover  targets:  If 
the  telephone  rings  and  it's  Jack 
Welch  on  the  other  end  inviting  you 
to  drop  over  for  a  drink,  play  it  smart 
and  invite  your  investment  banker  to 
come  along.  ■ 
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IN  THE  LOOKALIKE  WORLD 
)F  FINANCIAL  SERVICES,  ONE  STANDS  OUT. 


Every  where  you  look,  there's  another  one. 
Another  financial  network.  Another  financial  service. 
Which  ones  for  you? 

Look  for  the  one  with  the  long  record — at  least 
120  years  of  financial  success. 

The  one  who  has  never  missed  a  dividend  in  all 
those  years. 

The  one  with  a  solid  foundation— -over 
$40  billion  in  assets. 

The  orte  with  the  diversity  that  protects  against 
adversity. 

The  one  who  knows  when  to  fund  ventures  and 
when  to  buy  Treasu  ry  notes. 

The  one  who  knew  how  to  say  "no''  when  every 
one  else  was  saying  ''yes."  And  who  knows  how  to  say 
"yes"  now  that  some  are  saying  "no. " 

the  one  that  America's  most  demanding  corpora 
tions  count  on  for  pension  plans,  employee  benefits 
and  risk  management. 

Look  for  The  Travelers . 

One  of  the  most  respected  financial  experts 
in  the  world. 

Have  you  looked  under  The  Travelers 
Umbrella  lately? 


Theltaveler^ 

The  Travelers  Companies,,!  larttord,  Connecticut  06183. 
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We  made  history.  The  Honda  Accord  is 
the  first  front  wheel  drive  car  with  a  double 
wishbone  suspension  on  all  four  wheels. 

Your  anatomy  will  thank  our  engineering. 

The  Accord  rides  comfortably  over  the 
most  bone  jarring  road  surfaces.  While  its 
handling  remains  outstanding. 

Combining  these  two  opposing  features 
*  as  no  easy  operation. 

passenger  cars  today  use  a  long 
lock  absorbing  stmt  on  each  wheel. 


Its  adequate  but  has  certain  limitations. 

Mainly  the  single  stmt  is  too  tall  for  th 
low  profile  aerodynamic  shape  of  the 
Accord.  Also  it  can't  be  precisely  adjuste 
for  the  best  ride  or  handling  quality. 

A  better  system  is  the  double  wishbor 
used  on  racing  cars.  Hie  design  fits  our  b 
hoodline.  And  lets  us  fine  tune  the  shock 
absorbers  for  optimum  performance. 

If  you'll  mm  your  attention  to  the  X-ra 
illustration  of  the  LXi  shown  above,  yoi; 


>*.ik1i  Motor  Cu,  Inc. 


I  connected 
lbones. 


;e  how  we  did  it.  A  closer  examination  of 
le  real  thing  would  reveal  new  progressive 
te  rear  springs.  They  help  to  keep  the  car 
vel  even  when  it's  fully  loaded. 

Bypassing  the  technical  terms,  we  11  just 
fy  you'll  feel  the  difference  all  this  makes 
hen  you  drive  an  Accord. 

Or  maybe  you  won't  feel  anything/ 1 Tiat 
ould  be  more  to  the  point. 

You  will  certainly  feel  comfortable  in 
le  plush  and  firm  economically  designed 


seats  with  lumbar  support  and  contoured 
side  bolsters  for  more  lateral  support  while 
cornering  to  say  the  least. 

The  thrill  of  driving  a  Honda  Accord  LXi 
4-Door  Sedan  will  be  felt  in  other  parts. 
Like  down  a  lonely  twisting  country  road. 

ITiat's  connected  to  your  soul. 

E3EE3E3E3 

The  Accord 


Juestion  from  crusading  Japanese  busi- 
nessman Taiji  Sato:  What  looks  like  a 
farmer  but  is  really  a  millionaire?  Answer: 
the  Japanese  rice  farmer. 

Rebel  with 
a  cause 


By  Andrew  Tanzer 


F|  rom  his  boundless  energy  and 
flair  for  promotion  to  his  desire 
to  cut  into  established  interests' 
fat  margins,  Taiji  Sato  is  a  genuine 
entrepreneur.  On  a  recent  blustery 
Saturday  afternoon  in  Tokyo's  Shin- 
juku  commercial  district, 
Sato  was  flagging  down 
pedestrians  to  taste  Cali- 
fornia rice.  Banners 
flapped,  emblazoned  with 
slogans  like  "Why  can't 
we  eat  cheap  and  tasty 
rice?"  A  portable  tape  re- 
corder blared  Whitney 
Houston's  melodic  pop 
music.  Sato  served  up 
hundreds  of  portions  of 
the  California  rice,  which 
he  carried  in  from  the  U.S. 
on  Pearl  Harbor  Day. 

Sato  was  having  a  good 
time,  but  the  taste-testing 
wasn't  just  for  fun.  Sato, 
34,  is  the  president  and 
owner  of  Lions  Petroleum 
Co.,  Ltd.,  a  chain  of  130 
gas  stations.  He  wants  to 
sell  American  rice  to  Japa- 
nese motorists  at  his  fill- 
ing stations,  and  could 
surely  do  so:  Japanese  con- 
sumers pay  500%  more 
for  rice  than  do  U.S.  con- 
sumers— even  after  the 
billions  of  dollars  of  subsi- 
dies spread  by  the  govern- 
ment across  Japan's  gross- 
ly inefficient  rice  paddies 
every  year.  Unhappily, 
Sato  faces  one  very  stiff 
>bstacle:  The  Japanese 
.rnment  bans  rice  im- 
utider  the  Food  Con- 
i  1  aw,  which  was  en- 


World  War.  Says  Sato  of  Japan's  rice 
farmers:  "They  look  like  farmers,  but 
actually  they're  millionaires." 

Sato,  a  former  Tokyo  amateur  ban- 
tamweight boxing  champion,  has 
gone  several  bloody  rounds  against 
the  bureaucrats — and  the  vested  in- 
terests they  serve — before.  He  built 


1  during  the  Second 


Lions  Petroleum 's  Taiji  Sato 
"Why  can't  we  eat  cheap  and  tasty  rice?" 


his  chain  of  gas  stations  by  purchasing 
surplus  gasoline  from  domestic  refin- 
ers and  selling  it  at  a  15%  discount,  a 
radical  move  in  an  industry  dominat- 
ed by  price-fixing  winked  at  by  Japan's 
Fair  Trade  Commission. 

In  late  1984  Sato  spied  an  opportu- 
nity to  import  less  expensive  gasoline 
from  Singapore.  There  was  no  law 
prohibiting  gasoline  imports.  But  to 
protect  the  inefficient  and  highly  reg- 
ulated domestic  refining  industry,  Ja- 
pan's powerful  Ministry  of  Interna- 
tional Trade  &  Industry  (MITI)  used 
what  is  politely  called  "administra- 
tive guidance"  to  bar  imports  of  gaso- 
line and  other  refined  petroleum  prod- 
ucts. When  Sato  attempted  to  bring 
the  gasoline  through  customs,  his 
bank  canceled  his  credit  lines. 

In  1985  Sato  tried  to  import  gaso- 
line from  China  and  the  Philippines. 
Again  the  bureaucrats  gave  him  trou- 
ble. But  this  time,  publicity  over  Sa- 
to's mauling  (he  chronicled  the  fight 
in  a  book  titled  /  Was  KO'd  By  MITI) 
fueled  such  anger  among  Japan's  trade 
partners,  including  the  U.S.,  that  Ja- 
pan's Foreign  Ministry  endorsed  some 
import  liberalization. 

Not  that  this  helped 
Sato.  In  typical  fashion, 
MITI  now  allows  only 
major  oil  refiners  and  dis- 
tributors to  import  gaso- 
line. These,  of  course,  are 
the  very  companies  fight- 
ing to  keep  cheap  gasoline 
imports  out.  Only  9%  of 
Japan's  gasoline  consump- 
tion is  met  by  imports. 
Sato  estimates  that  as 
much  as  60%  would  be 
imported  if  more  whole- 
salers and  retailers — in- 
cluding himself — were  al- 
lowed to  import.  Japanese 
currently  pay  about  $3  a 
gallon  for  gas. 

"Japanese  are  very 
quiet,"  Sato  replies  when 
we  ask  him  why  Japan's 
downtrodden  consumers 
don't  speak  up.  "By  nature 
they  obey  superiors.  Their 
philosophy  is,  It  will  hap- 
pen if  it  happens." 

Bloodied  but  confident 
that  the  silent  crowd  is  on 
his  side,  Sato  is  now 
swinging  at  Japan's  rice 
interests.  He  says  Japa- 
nese consumers  are  fed  up 
with  paying  six  times  the 
U.S.  price  for  rice.  He 
points  to  a  recent  survey 
of  housewives  that 
showed  over  90%  sup- 
ported liberalization.  He 
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For  simplicity,  service  and 
savings,  if  s  the  greatest 
innovation  in  long  distance 
since  WATS. 

New  MCI  PRISM  PLUS  combines  the  simplicity 
of  ordinary  long  distance  with  sophisticated  features 
and  savings  superior  to  AT&T  WATS.  Or  anything 
else  AT&T  has  to  offer  your  business. 

If  you  use  more  than  an  hour  and  a  half  of  long 
distance  a  day,  PRISM  PLUS  can  give  you  universal 
interstate  coverage  at  savings  of  10  to  30%  vs. 
AT&T.  And  with  PRISM  PLUS  there's  no  time- 
consuming  installation  or  special  lines  required*  No 
difficult,  costly  analysis.  You  get  complete,  detailed 
billing  for  efficient,  effective  management.  And  you 
can  count  on  PRISM  PLUS  to  grow  with  your 
business  as  fast  and  as  far  as  you  go. 

The  simplicity-and  strength-of  PRISM  PLUS 
is  another  example  of  MCFs  commitment  to  superior 
communications  solutions.  MCI®  has  invested  over 
$5  billion  to  bring  you  the  most  flexible,  sophisti- 
cated service  available.  MCI's  coast-to-coast  fiber 
optic  network  and  other  state-of-the-art  facilities 
can  guarantee  the  clearest,  cleanest  connections 
and  the  most  reliable,  cost-efficient  service. 

Let  PRISM  PLUS  revolutionize  your  business' 
capabilities.  Call  MCI  today. 

For  more  information, 
call  1-800-888-0800. 


i 

COMMUNICATIONS 
FOR  THE  NEXT  100  YEARS: 


*MCI  and  the  MCI  logo  are  registered  service  marks  of  MCI  Communications  Corporation  (MCIC). 

tCI  PRISM  PLUS  and  COMMUNICATIONS  FOR  THE  NEXT  100  YEARS  are  service  marks  of  MCIC, 
©MCIC:  February  1987.  'Available  in  all  Equal  Access  areas. 


$340,500,000 


UNION  CARBIDE 
CORPORATION 


has  sold  and  leased  back  its 

Corporate  Headquarters  Facility 

in  I )anbury,  Connecticut 

and  has  contracted  with 

Tlir  |{<'I:iI<mI  Companies,  Inc. 

for  ihe  development  of  540  acres 

•>l  the  site. 


The  undersigned,  acting  as  real  estate 
advisors  i<»  Union  Carbide  <  Corporation, 
assisted  in  packaging,  marketing,  and 
negotiating  the  transaction. 

Security  Pacific 

Realty  Advisory  Services 

KM)  Park  Avenue,  New  York,  NY  10017 
212  883-0500 

jB»  Security  Pacific 

»  National  Rank 
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Aim  for  high  tax-free  yields: 
turn  7.12%*  into  1158% 


T.  Rowe  Price  Tax-Free  High  Yield  Fund 

I  his  Fund's  current  7. 12%  tax-tree  yield  is  equivalent  to  a  taxable  yield 
of  I  L58%  m  the  38.5%  bracket,  LO.95%  in  the  35%  bracket  and  9.89% 
in  the  28%  bracket.  I  he  Fund  invests  in  long-term,  mediutn-to-lower 
quality  municipal  bonds.  Yield  and  share  price  will  vary.  In  the  12 
months  ending  2/^/87  the  high  price  was  $12.20,  and  the  low  was 
$10.99.  No  sales  charges.  C  all  weekdays  8:30am  to  8:00  pm  EST: 
1-800-638-5660. 

T.RowerVicejpi 

Invest  Willi  ( 'onfidencc  VblAfc 

Mail  to  T.  Rowe  Price 
100 East  Pratt  Street,  Baltimore,  MI)  21202 
Send  <i  prospectus  with  more  complete  infor- 
mation, including  management  tecs  and 
other  charges  and  expenses  I  will  read  it 
carefully  before  I  invest  or  send  money. 

Name 
Address 


(.  itv  Sl.llc  /|| 


tax-free  yields:  call  1-800-638-5660 


iii/ed  yield  for  the  thirty  days  ending  2/5/87  based  on  an  average  price  per  share 

I !  maturity  during  this  period  was  23.6  years.  Income  may  be  subject  to  state  and 
Rowe  Price  Investment  Services,  Inc.,  Distributor. 


produces  M)()  letters  of  support  from 
the  public.  "It's  common  sense,"  says 
Sato,  "that  the  consumers  would 
want  to  have  something  that's  good 
and  cheap." 

Can  common  sense  cut  through  Ja- 
pan's amazingly  thick  bureaucracy. 
Politicians  arc  certainly  m  no  hurry  to 
reform  the  rice  business.  Farm  house- 
holds (82%  ot  which  grow  rice)  repre- 
sent only  10%  of  the  Japanese  popula- 
tion, but,  thanks  to  the  country's  gcr- 
rymandered  voting  districts,  they 
continue  to  be  a  pillar  of  support  for 
Japan's  ruling  Liberal  Democratic  Par- 
ty. Reminding  us  that  farmers  earn  far 
more  than  urban  families,  pay  low 
property  and  inheritance  taxes  and  are 
notorious  tax  evaders,  Sato  demands: 
"Why  do  we  have  to  subsidize  farm- 
ers? Most  consumers  can't  stand  it 
any  longer." 


In  1 984  Sato  tried  to 
import  less  expensive 
gasoline  from  Singapore, 
but  MITI  used  "adminis- 
trative guidance"  to  bar 
imports  of  refined  petroleum 
products.  When  Sato 
attempted  to  bring  the  gas 
through  customs,  his  bank 
canceled  his  credit  lines. 


Pay  no  attention,  Sato  says,  to  the 
tact  that  Japan's  consumer  groups 
continue  to  oppose  permitting  rice 
imports.  Most  of  them,  he  notes,  arc 
financed  by  agricultural  and  industri- 
al associations  and  are  run  by  retired 
bureaucrats. 

All  up  and  down  the  line,  Sato  an- 
grily continues,  the  bureaucrats  strive 
to  maintain  the  status  quo.  It  the  bu- 
reaucrats keep  their  noses  clean,  then 
when  they  retire  they  can  move  into 
high  paying  jobs  in  private  industry, 
often  in  the  sectors  they  had  regulat- 
ed. Such  retirement  jobs  are  especial- 
ly important  in  a  country  where  most 
public  sector  workers  are  forced  to  re- 
tire at  age  60.  The  Japanese  even  have 
a  word  for  this  process  of  retired  civil 
servants  recycling  themselves  in  the 
private  sector:  amakuclari,  or  "descent 
from  heaven  " 

Sato  has  gamely  said  that  it  "will 
t.ike  another  18  months"  for  him  to 
crack  Japan's  rice  bloc.  In  the  mean 
time,  he  has  urged  American  rice 
farmers  to  sell  30-kilogram  packages 
of  rice  to  [apanese  tourists  at  Ameri- 
can airports,  in  order  to  build  a  billow- 
ing tor  the  product. 

"The  only  thing  which  might  intlu 
ence  the  bureaucracy  is  pressure," 
says  Sato,  adding,  "I  need  the  help  ot 
the  U.S. "  ■ 


IORB1  S,  MAIU'll  .'.V  I9K7 


We've  come  together 
as  a  billion-dollar 
force  on  the 
automotive  front. 


Armstrong  tire  company 

lOO  SARGENT  DRIVE  PO  BOXZOOI 
NEW  HAVEN.  CONNECTICUT  0«4  36 


DAYCO 


IWFIRSTST  D 


Armtek  brings  together  the  Armstrong, 
Blackstone,  Copolymer  and  Dayco  companies  into 
a  single,  worldwide  source  of  automotive  and 
industrial  materials,  eomponents  and  systems. 

Separately,  Armtek  stands  lor  tires,  belts,  hoses, 
radiators,  oil  coolers,  syntheties  and  elastomers. 

Colleetively,  it  represents  a  unique,  innovative 
force  that's  got  the  makings  of  a  better  car. 

At  Armtek,  we're  ready  to  respond  to  the 
accelerating  trend  lor  single  source  systems, 
sophisticated  engine  cooling  technology  and  new 
applications  lor  engineering  plastics. 

In  fact,  we're  there  today  with  advanced 
accessory  drive  systems,  efficient  heal  exchange 
systems,  revolutionary  tire  designs  and 
per  lor  mance- improving  elastomer  modifiers. 

And  we're  moving  forward  with  the 
commitment,  the  technology  and  the  resources 
to  put  us  out  ahead  with  our  industrial  and 
automotive  customers. 

Armtek.  We're  the  new  force  on  the 
automotive  front  with  the  capability  to  deliver 
automotive  systems  not  from  scratch,  but  rathei 
from  decades  of  experience. 

We  come  together  ;is  a  symbol  of  automotive 
innovation. 

And  as  a  signal  of  investment  performance. 

For  more  information  on  Armtek,  write 
Frank  O'Keefe,  Chairman,  500  Sargent  Drive, 
New  Haven,  CT  06536-0201 . 


©  1987  Armtek  Corp 


IF  YOU'RE 
SITTING  ON  A  BOARD 
YOU  COULD  BE 
A  SITTING  DUCK. 

Some  practical  solutions  to 
the  D&O  liability  problem  from  Peat  Marwick. 


An  interview  with  Larry  D.  Horner, 
Chairman  and  Chief  Executive, 
Peat  Marwick 

QMr.  Horner,  is  D&O  liability 
a  real  problem  or  has  it  been 
manufactured? 

Alt's  a  real  problem.  We  just 
completed  surveying  7,000 
CEO's,  directors,  and  heads  of 
organizations-public,  private, 
and  not-for-profit.  We  covered  the 
business  community  and  the 
response  was  overwhelming- 
D&O  liability  is  a  major  concern. 
Nine  out  of  ten  people  indicated 
that  it  is  a  crisis  or  may  grow 
into  one. 

QAn  accounting  firm  seems  an 
unlikely  candidate  to  tackle 
the  D&O  liability  issue.  Why  is 
Peat  Marwick  involved? 

A Because  of  our  concern  over 
how  debilitating  D&O 
liability  could  be  to  American 
businesses.  The  voice  of  the 
outside  director  is  vital  to  every 
organization.  With  so  much 
attention  on  the  litigation 
explosion  and  its  impact  on  the 
availability  and  cost  of  insurance, 
I  think  we're  losing  sight  of  the 
bigger  picture:  what  is  happening 


to  the  quality  of  corporate 
governance.  Directors  feel  like 
sitting  ducks.  More  and  more, 
outstanding  candidates  are 
turning  down  Board  offers  rather 
than  risk  the  exposure.  If  this 
continues,  we're  all  in  big  trouble. 
That's  what  prompted  us  to 
establish  the  CEO/Peat  Marwick 
Panel*  on  D&O  Liability  Reform 
in  concert  with  several  national 
organizations  last  fall . 

QWhat  short-term  solutions  are 
you  proposing? 

A We're  working  in  several 
areas.  First,  we  believe  the 
best  elements  of  the  recent 
reforms  in  Delaware,  Indiana  and 
Connecticut  should  serve  as 
model  state  legislation.  We're 
also  asking  Peat  Marwick 
partners  to  work  with  local 
business  leaders  and  form 
coalitions  at  the  state  level. 
Lastly,  the  Panel  intends  to 
investigate  the  need  for  a 
Director's  Charter  that  clearly 
defines  duties,  ethics  and  the 
scope  of  Board  members' 
responsibilities. 

QDo  you  see  a  need  for  legal 
reforms,  as  well? 


A I've  long  felt  that  joint  and 
several  liability  has  been 
grossly  abused.  It's  now  primarily 
a  tactic  for  chasing  down  the 
deepest  pockets,  rather  than  a 
means  of  redressing  the  party 
actually  responsible  for 
negligence.  The  majority  of 
executives  we  surveyed  also  felt 
that  reforming  joint  and  several 
liability  is  necessary,  as  is 
capping  liability  awards  and 
limiting  contingency  fees  for 
attorneys. 

QCan  you  recommend  any 
immediate  measures  for 
Board  members? 

A Yes.  First,  keep  the 
information  flowing  from 
management  to  the  Boardroom. 
Stay  well-advised  and  don't 
hesitate  to  bring  in  outside 
consultants  on  the  D&O  liability 
problem.  Form  additional  Board 
committees.  And,  most 
importantly,  get  involved  with 
local  business  coalitions. 
Because,  frankly,  local  initiatives 
are  the  principal  way  to  bring 
about  fundamental  reform  to  a 
system  that  has  let  D&O  liability 
become  a  national  concern. 


IS 


PEAT 

MARWICK 


"CEO/Peat  Marwick  Panel:  345  Park  Avenue,  New  York,  NY  10154. 
Members  include:  National  Association  of  Corporate  Directors  •  American  Association  of  Museums  •  American  Symphony  Orchestra  League 
Association  of  Governing  Boards  of  Universities  and  Colleges  •  Independent  Sector  •  Public  Risk  and  Insurance  Management  Association 


about  float  on  uncashed  checks. 
Some  of  those  dividend  checks  remain  un- 
paid seven  years  after  being  mailed. 

Finders, 
keepers 


Clipping  coupons  at  a  broker  's  vault 

Some  of  those  customers  will  never  be  found. 

Mark  Fcrri 


By  Ben  Weberman 

Iast  August  a  search  firm 
_  tracked  down  Anna  O'Connell 
I  in  Norwich,  Conn,  and  told  her 
she  was  due  money  for  shares  of  Mo- 
bil Corp.  "I  thought  this  was  probably 
a  hoax,"  she  recalls.  Eventually, 
Markham  Company  Research  Ser- 
vices persuaded  the  retired  secretary 
to  accept  $1,400  (after  a  40%  Mark- 
ham  fee)  for  shares  of  Mobil  her  broth- 
er had  purchased  25  years  ago. 

O'Connell,  though,  is  much  the  ex- 
ception to  the  rule.  Last  year  Mark- 
ham  matched  up  $11  million  of  un- 
claimed funds  to  rightful  owners.  But 
the  remaining  unclaimed  shareholder 
and  bondholder  money  could  top  $1 
billion. 

A  lot  of  cash  falls  through  the 

cracks  of  the  financial  system.  Stock- 
holders move  and  forget  to  tell  the 
ansfer  agent.   Holders   of  bearer 
;  - deposit  them  with  a  broker,  die, 
leave  behind  inadequate  records. 


Or  the  Postal  Service  screws  up. 

One  might  think  the  companies 
and  municipalities  that  raise  capital 
from  trusting  investors  would  go  to 
great  lengths  to  track  down  missing 
payees  on  dividend  and  interest 
checks.  Often  they  don't.  Instead,  the 
money  is  held  by  the  paying  agent, 
almost  always  a  bank,  for  several 
years.  Then,  after  a  period  that  varies 
from  state  to  state,  it  is  "escheated," 
or  turned  over,  to  the  state  treasurer 
for  the  payee's  last  known  address. 

Counting  other  types  of  unclaimed 
cash — such  as  from  dormant  bank  ac- 
counts and  uncashed  cashier's  and 
corporate  checks — the  lost  property 
total  appears  to  be  well  into  the  bil- 
lions. New  York  received  $162  mil- 
lion in  fiscal  1986  under  its  escheat 
requirements.  California  took  in  $50 
million  in  fiscal  1986.  Since  most  of 
these  payments  represented  funds  un- 
claimed from  three  years  ago  for  New 
York  and  seven  years  ago  for  Califor- 
nia, it  appears  that  some  $830  million 


could  be  unclaimed  in  just  these  two 
states. 

Rightful  owners  of  this  property  are 
sometimes  dead,  sometimes  merely 
lost.  Thus,  a  recent  filing  in  the  Cali- 
fornia State  Controller's  unclaimed 
property  office  reveals  that  Pacific 
Bell  owes  Richard  Nixon  a  $52.50  re- 
fund from  1979  but  has  been  unable  to 
locate  him  at  his  last  known  address, 
in  San  Clemente.  A  Massachusetts 
filing  says  that  Raytheon  can't  find 
the  Andover,  Mass.  Police  Depart- 
ment to  pay  it  $55. 

It's  not  always  the  payer's  fault. 
General  Motors  recently  turned  over 
$176.95  to  the  Massachusetts  treasur- 
er that  it  says  belongs  to  the  Massa- 
chusetts Institute  of  Technology.  A 
follow-up  letter  asking  MIT  to  cash 
the  check  was  not  answered,  accord- 
ing to  GM. 

But  if  paying  agents,  brokers  and 
other  holders  of  abandoned  property 
are  less  than  imaginative  in  tracking 
down  owners,  it's  only  partly  because 
this  task  can  be  expensive.  The  other 
reason  is  that  they  get  the  interest- 
free  use  of  the  funds  in  the  meantime. 
When  escheat  is  imminent,  however, 
dividend  payers  sometimes  relax  their 
grip.  Then  they  call  in  a  searcher  like 
Markham  Company  Research  Ser- 
vices or  Keane  Tracers  in  Bala  Cyn- 
wyd,  Pa. 

The  50  full-time  people  in  Mark- 
ham's  downtown  Manhattan  office 
use  out-of-date  city  directories  and 
other  tricks  to  find  an  owner.  Then 
they  offer  to  connect  him  with  the 
source  in  return  for  a  commission. 
Markham's  take  last  year,  in  fees  that 
range  up  to  50%  of  the  assets  to  be 
handed  over,  was  $2.5  million. 

Paying  agents,  of  course,  insist  that 
they  aren't  out  to  profit  from  the  float. 
"If  a  check  is  returned,  we  remail  it. 
Quite  often  the  failure  is  a  lapse  of 
Postal  Service  efficiency,"  says  Gus 
Kourkoulis,  vice  president-corporate 
trust  at  U.S.  Trust  Co.  of  New  York. 
"If  a  check  comes  back  a  second  time, 
we  attempt  to  find  a  better  address. 
We  look  in  the  telephone  book  or  try 
to  find  out  where  the  last  check  was 
cashed  and  write  to  that  bank  to  see  if 
they  have  a  better  address." 

Bur  in  the  meantime,  Kourkoulis 
confirms,  "The  money  remains  in  the 
account  from  which  it  originally 
came — a  demand,  non-interest-bear- 
ing one  created  for  the  purpose  of  the 
particular  payment." 

But  don't  blame  the  banks  alone. 
The  biggest  float  artist  of  all  is  the 
U.S.  Treasury,  with  over  $2.5  billion 
of  matured,  non-interest-bearing  debt 
securities  on  its  books. 
Losers,  weepers.  ■ 
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Introducing 
a  new  personal  computer 

that  does  something 
no  other  portable  this  small 

can  do. 


Everything. 


COMPAQ. 


It  simply  works  better 


m 


Q  .PORTABLE 
te  most  power 
ver  to  fit  in  a 
nail.  What  makes 
is  that  we  sacri- 
tg  to  accomplish  this 
feat.  It's  the  world's  smallest  full- 
function  p  ersonal  computer  with 
all  the  advanced  capabilities 
you'd  expect  to  find  in  a  high- 
performance  desktop  computer. 


At  18  pounds,  and  hall  the  size  ot 
our  original  portable,  it  is  clearly 
the  ultimate  in  portable  comput- 
ing today. 

It  features  advanced  12-MHz 
80286  technology  that  enables 
you  to  run  programs  written  for 
8-MHz  personal  computers  up  to 
50%  faster  without  sacrificing 
compatibility.  And  it  offers 
enough  RAM  to  satisfy  even  the 


most  demanding  users.  It  comes 
with  640  Kbytes  standard  and  is 
expandable  to  6.6  Megabytes 
without  touching  one  of  its  two 
attachable  full-size  expansion 
slots.  Plus  it  offers  an  optional 
20-  or  40-Megabyte  high-speed 
internal  fixed  disk  drive.  So  now 
you  don't  have  to  resort  to  exter- 
nal add-on  drives  that  make  por- 
tability difficult. 


It  feels  like  we  lef 
new  COMPAC 


We  didn't 


microprocessor 
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Full-size,  detach 


o 


Uses  industry-ste 
5V4"  diskett 


We  didn't  stop  there.  Notice 
the  full-size  standard  keyboard 
with  a  numeric  keypad.  The 
industry-standard  5  lA  -inch  disk- 
ette drive  compatible  with  the 
rest  of  the  business  world.  The 
full-size,  adjustable  640  x  400 
high-resolution  plasma  display 
which  conveniently  provides  text 
and  graphics  on  one  screen.  Even 
an  optional  internal  modem. 


With  the  COMPAQ 
PORTABLE  III,  there  are  simply 
no  trade-offs.  Using  ingenious 
methods  to  streamline  the  tech- 
nology, like  surface-mounting 
chips  on  boards,  we  combined 
full-functionality  with  enhanced 
portability.  Which  reaffirms  the 
status  of  Compaq*  as  the  world 
leader  in  portable  personal 
computers. 


.omething  out  of  the 
PORTABLE  III. 


Quarterly  Profits 


il,  attachable  2-slot 
expansion  unit 


Memory  expansion      20-Mb  or  40-Mb 
up  to  6.6  Mb  drive 


8-MHz  80287  coprocessor 


640  x  400  high-resolution  plasma  display 
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Shock 
mounts 


idard  layout  keyboard 


Optional  internal  modem 
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lock 


Switchable  110  or  220V 
power 


helpful  LED  indicators 
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carrying  case 
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Built-in  interfaces  for  adding  peripherals 


Numeric  keypad 


Protective  drive  frame 

1 


Real-time  clock 


5V4-inch  1.2-Mb 
diskette  drive 
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It  simply  works  better 


c  omputer  har- 
power,  speed, 
rnot  y,  storage, 
uylry -standard 
,  h.e  new  COMPAQ 
PORTABLE  III. 

Most  other  portables  and 
iaptops  use  much  slower  micro- 
processors. Most  don't  offer 
high-resolution  displays  or  ex- 
pansion slots.  Many  don't  offer 


high-capacity  fixed  disk  drives. 
And  not  one  offers  the  rugged, 
patented  shock-mounting  tech- 
nology that's  so  important  for 
the  survival  of  a  portable 
computer. 

Their  diskette  drives  are  ' 
usually  ZVz"  drives  which  make 
it  impossible  to  use  industry- 
standard  6V4"  diskettes. 
Compaq,  on  the  other  hand, 


uses  industry-standard  fixed 
disk  drives.  And  our  drives 
maximize  compatibility  with 
your  desktop  personal  com- 
puters, so  you  don't  have 
to  transfer  your  data.  Plus,  our 
detachable  full-size  keyboard 
doesn't  force  you  to  use  one 
that's  small  and  cramped. 

Not  one  of  our  competitors 
can  rival  our  memory  and  stor- 


It  feels  like  the  other 


They  die 


age  capacity.  The  most  RAM 
others  offer  is  2.6  Megabytes, 
which  looks  very  small  next  to 
our  6.6  Megabytes.  Storage  is 
another  story.  The  internal  stor- 
age capacity  of  all  our  major 
competitors  put  together  can't 
equal  the  storage  capacity  of  a 
single  COMPAQ  PORTABLE  III. 
We  even  offer  an  attachable, 
portable  expansion  unit,  with 


two  full-size  industry-standard 
slots  so  you  can  add  features  of 
your  own. 

It  stands  to  reason  that  if  our 
competitors  had  included  some 
of  the  features  we  offer,  chances 
are  they  would  no  longer  be  por- 
tables. This  might  be  why 
Compaq  sells  more  portable 
computers  than  any  other  com- 
pany in  the  world. 


sft  something  out 


COMPAQ. 


It  simply  works  better 


OMPAQ  PORTABLE  III 
i  sally  half  the  size  of  our  first 
portable.  It's  also  the  fastest  porta- 
ble computer  in  the  world  today. 

With  a  processing  speed  of 
12  MHz,  its  80286  microprocessor 
is  noticeably  superior  to  most 
advanced-technology  desktops.  But 
processing  speed,  as  most  serious 


business  users  know,  is  only  one 
facet  of  high  performance. 

The  greatest  limiting  factor 
of  total  system  performance  is 
the  speed  of  disk  drives.  The  fixed 
disk  drives  in  the  COMPAQ 
PORTABLE  III  are  three  times 
faster  than  most  others,  with  an 
average  access  time  of  less  than 


30  milliseconds.  We  also  built  in 
high-speed  RAM.  Together,  these 
enhancements  work  with  the 
high-speed  processor  to  avoid 
system  bottlenecks,  thereby  max- 
imizing information  flow.  You 
can  even  add  an  8-MHz  80287 
coprocessor  to  accelerate  math- 
intensive  work.  So  now  there's 


We  run  even  faster  sino 


less  wait,  with  less  weight. 

The  COMPAQ  PORTABLE  III 
is  the  most  advanced  portable  in 
the  world  and  offers  the  sophisti- 
cated user  features  normally  asso- 
ciated with  desktops.  As  with 
any  computer  we  design,  we 
make  your  needs  our  blueprint. 
Compaq  gives  you  more  function- 


ality, versatility  power,  memory, 
storage,  and  performance  to  go. 

Through  innovative  design 
and  engineering,  we've  built  even 
more  into  an  even  smaller  pack- 
age. So  once  again,  Compaq  has 
set  a  precedent,  a  standard  by 
which  all  other  portable  comput- 
ers will  be  judged. 


ve've  lost  a  few  pounds. 


It  simply  works  better 


comPAa 


I  \  Ve  obvv:>m)y  designed  the 

.  k  :  vBLEIIIforthe 

j  open  road        .  hat  makes  it 
exceptional  is  that  it  can  also 
hold  its  own  on  a  desktop.  Its 
speed,  memory,  and  storage  ca- 
pacity help  it  outperform  most 
desktop  PC's.  As  an  executive 
power  tool,  it  can  handle  your 
biggest  spreadsheets  and  largest 
data  bases.  And  its  ability  to  net- 
work and  communicate  with 


mainframes  will  also  surprise  you. 

So  perhaps  it's  not  surprising 
that  the  COMPAQ  PORTABLE 
III,  like  all  of  our  portables,  isn't 
just  for  people  who  are  going 
places.  It's  also  for  those  who 
appreciate  a  footprint  that's 
nearly  50%  smaller  than  the 
average  desktop  computer.  This 
built-in  versatility  proves 
Compaq  always  has  a  better 
handle  on  personal  computing. 


See  the  new  COMPAQ 
PORTABLE  III  on  a  desktop 
near  you—at  one  of  over  3000 
Authorized  COMPAQ  Computer 
Dealers  worldwide. 

For  more  information 
or  the  dealer  nearest  you,  call 
1-800-231-0900  and  ask  for 
Operator  31.  In  Canada,  call 
416-449-8741,  Operator  31. 

©1987  Compaq  Computer  Corporation. 
All  rights  reserved.  Printed  in  the  U.S.A. 


This  COMPAQ  PORTABLE  III 
is  so  busy  in  the  office, 
it  doesrit  get  out  much. 


comPAa 


It  simply  works  better 


A  timid  board  made  Capital  Holding  an 
insurance  industry  also-ran  in  the  1970s. 
But  look  who 's  laughing  now. 

Thank  you, 
Tom  Simons 


By  Jill  Andresky 

F|or  years  Louisville-based  Cap- 
ital Holding  Corp.  was  nearly 
the  Rodney  Dangerfield  of  the 
life  insurance  industry,  its  agents 
wandering  the  countryside  selling  life 
insurance  to  middle-  and  low-income 
clients  few  others  wanted.  Mean- 
while, back  at  headquarters,  earnings 
growth  had  stagnated,  costs  were  ris- 
ing and  the  company  was  running 
through  chief  executives  faster  than 
office  supplies. 

A  decade  later  Capital  is  among  the 
most  profitable  marketers  of  life  in- 
surance in  America,  with  a  return  on 
equity  that  is  nearly  50%  better  than 
the  industry  average.  What  happened? 
In  two  words,  what  happened  was 
Thomas  Simons,  58.  He  is  Capital's 
third  chief  executive  in  12  years,  but 
the  first  able  to  assert  leadership  in  an 
area  crucial  to  the  effective  manage- 
ment of  any  corporation:  relations 
with  its  board  of  directors. 

Like  far  larger  corporations,  Capital 
during  the  Seventies  fell  victim  to  a 
lack  of  strong  management,  in  this 
case  aggravated  by  a  hidebound  board 
that  insisted  on  financial  improve- 
ment yet  refused  to  permit  managers 
to  diversify  out  of  the  dying  market  of 
selling  life  insurance  door-to-door. 
Says  John  Barr  III,  a  Louisville  busi- 
nessman who  sat  as  an  outside  direc- 
tor on  Capital's  board  from  1972  to 
1985,  "Some  of  us  realized  that  we 
had  a  fundamental  problem,  but  we 
did  not  know  how  to  solve  it." 

In  1978  the  board  hired  McKinsey 
&  Co.  as  a  consulting  firm.  It  came 
back  with  a  report  that  pointed  the 
finger  at  the  board  itself.  The  report 
recommended  that  new  management 
be  brought  in  and  that  this  time  the 
board  leave  it  alone. 
A  nationwide  search  by  a  Capital 


Capital  Holding  Corp 's  '/'/Mimas  Simons 
Seeking  new  routes  to  customers. 


founder,  Homer  Parker,  and  one  of  his 
former  directors  zeroed  in  on  Simons, 
an  executive  vice  president  of  Con- 
necticut General  Life  Insurance  Co. 
Simons  had  recently  been  passed  over 
for  his  company's  top  spot  and  was 
looking  for  fresh  opportunities.  He  re- 
calls, "I  told  the  board  I'd  only  consid- 
er coming  with  full  authority.  They 
gave  me  that  guarantee." 

Simons  took  over  in  1978  and  im- 
mediately ousted  7  of  the  board's  16 
members.  Says  J.  David  Grissom,  a 
Louisville  banker  tapped  to  replace  an 
outgoing  member,  "We  knew  we  had 
to  give  Simons  a  chance." 

Constantly  challenging  colleagues 
to  be  more  creative  in  their  approach 
to  marketing,  Simons  wasted  no  time 
remaking  Capital.  "Capital's  strength 
had  always  been  its  dominance  of  the 
low-to-moderate-income  market,"  he 
recalls.  "The  challenge  now  was  to 
find  new  ways  to  reach  them  before 
the  insurance  giants  got  interested 


and  started  nudging  us  out." 

Step  one  in  that  strategy  was  Capi- 
tal's 1981  acquisition  of  Pennsylva- 
nia-based National  Liberty  Corp.,  the 
nation's  largest  seller  of  life  insurance 
through  TV  and  magazine  advertise- 
ments. The  $360  million  purchase 
made  Capital  one  of  the  ten  largest 
stock  life  and  health  insurers  in  the 
U.S.  Current  assets:  nearly  $8  billion. 

Then  Simons  turned  to  even  more 
unusual  ways  to  package  and  sell  his 
products.  In  Miami  he  put  together  a 
deal  with  American  Bankers  Life  As- 
surance Corp.,  a  regional  financial 
service  firm,  to  provide  it  with  "ge- 
neric life  insurance" — specifically,  a 
Capital-designed  and  packaged  uni- 
versal life  policy  that  American  Bank- 
ers now  retails  under  its  own  brand 
name.  The  deal,  one  of  three  such 
arrangements  put  together  with  other 
financial  institutions,  gives  Capital  a 
10%  margin  on  each  policy  sold, 
while  leaving  to  others  the  burden  of 
maintaining  a  sales  staff. 

The  most  unusual  of  all  of  Simons' 
marketing  ideas  also  promises  to  be 
one  of  his  most  successful:  selling  life 
and  casualty  insurance  and  annuities 
to  supermarket  shoppers  as  they  stroll 
the  aisles  in  more  than  15  Kroger  gro- 
cery outlets,  primarily  across  the 
Southeast.  Since  the  effort  began  AVi 
years  ago,  sales  for  the  more  than  100 
Capital  agents  involved  in  the  project 
have  climbed  25%,  and  now  the  firm 
is  contemplating  broadening  the  ef- 
fort elsewhere  in  the  Southeast. 

Most  recently,  Capital  Holding  ac- 
quired Worldwide  Underwriters  In- 
surance Co.  of  St.  Louis,  a  tiny  seller 
of  auto  and  homeowners  insurance 
mostly  through  direct  mail.  With 
only  $150  million  worth  of  premi- 
ums, Worldwide  won't  boost  Capi- 
tal's short-term  results.  But  Simons 
sees  the  deal  as  yet  another  way  to  get 
new  products  to  market  without  rely- 
ing on  door-to-door  sales  agents. 

Not  all  of  Simons'  experiments  pan 
out.  A  1985  effort  to  sell  life  insurance 
through  branch  offices  of  BankAmer- 
ica  in  southern  California  bombed 
terribly  because  of  high  costs  and  reg- 
ulatory problems.  The  experiment 
was  ended  a  year  ago. 

Even  so,  Capital  stands  out  as  an 
impressively  improved  firm.  Reve- 
nues have  surged  from  $400  million 
in  1978  to  $2.2  billion  last  year,  while 
margins  have  remained  at  a  high  10%, 
compared  with  a  life  and  health  insur- 
ance industry  average  in  1986  of  only 
5.8%.  Moreover,  with  the  Bank- 
America  experiment  ended,  operating 
earnings  are  rising,  up  13%  during 
1986,  slightly  above  the  average. 

Now,  that's  a  turnaround.  ■ 
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Why  did  Morgan  Guaranty  lead-mana| 

issues  for  major  II 

Because  we  find  the  mo 


Last  year  Morgan  Guaranty  was  book-running 
lead  manager  of  more  Eurobond  and  foreign  mar- 
ket issues  for  major  U.S.  industrial  corporations 
than  any  other  underwriter.  What's  more,  the  20 
issues  we  lead-managed  in  1986  for  these  clients 
were  structured  in  a  variety  of  ways  to  achieve 
the  lowest  all-in  cost  while  meeting  the  needs  of 
both  the  issuer  and  the  marketplace. 

The  deals  ranged  from  conventional  dollar  issues 
to  considerably  more  innovative  transactions 
using  many  currencies,  swaps,  and  debt  and  com- 
modities warrants. 

Highlights  of  several  of  these  transactions  illus- 
trate how  Morgan  combines  its  underwriting  skills, 
global  resources,  and  capital  strength  to  help  cor- 
porate America  take  advantage  of  opportunities  in 
the  Eurobond  and  foreign  debt  markets. 

Avon.  We  helped  this  client  realize  the  value  of  a 
three-year  call  on  an  outstanding  $100  million  bor- 
rowing by  issuing  debt  warrants  with  a  new  bond. 


Fortune  500  Industrials: 


1986  Eurobond  and  F 

oreign 

Market  Issues 

Book-running 
lead  managers 

No.  of 
issues 

No.  of 
companies 

Amount 
(billions 

Morgan  Guaranty 

20 

15 

$1.4 

CSFB/Credit  Suisse 

16 

12 

$2  5 

Nomura  Securities 

13 

9 

$1.9 

Union  Bank  of  Switzerland 

13 

8 

$1.2 

Salomon  Brothers 

10 

') 

$1.2 

Banque  Faribas 

9 

4 

$0.8 

Morgan  Stanley 

7 

7 

$1.2 

Merrill  Lynch 

6 

5 

S<)  9 

Swiss  Bank  Corporation 

5 

5 

$0.8 

Long-Term  Credit  Bank  of  Japan 

5 

5 

$0.8 

■■Ion  information  provided  b>  IDD Informal  Se 
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The  result:  an  attractive  all-in  cost  to  the  borrower. 

Philip  Morris  Credit  Corporation.  Morgan's 
underwriting  team  in  Zurich  combined  the  special 
appeal  to  Swiss  investors  of  the  Philip  Morris  name 
with  an  attractive  swap  to  produce  competitive  U. 
dollar  financing.  This  SF  issue— SF165  million  of 
10-year  bonds— marked  the  first  time  a  non-Swiss 
bank  has  led  a  Swiss,  franc  issue  for  Philip  Morris 
Credit  Corporation  or  its  parent  company 

Campbell  Soup.  Morgan  has  long  been  one  of 
Campbell  Soup's  principal  advisors  on  capital  mar- 
kets transactions.  Our  recent  recommendations  on 
debt  restructuring  led  to  our  running  the  books  on 
a  straight  $100  million  lV-2%  Eurobond  due  in  1998. 

The  Stanley  Works.  Capitalizing  on  the  increasirj 
presence  and  reputation  overseas  of  The  Stanley 
Works,  we  introduced  the  company  to  the  Euro- 


le  most  Euro  and  foreign-market 
idustrials  in  '86? 


>st-effective  structures. 


Fortune  500  Industrials:  Eurobond  and  Foreign 
Market  Issues  Book-run  by  Morgan  Guaranty  in  1986 


Issuer 

Currency 

U.S.$equiv. 
(millions) 

PepsiCo 

Australian  Dollars 

$  51.6 

Coca-Cola  Financial 

New  Zealand  Dollars 

$  27.3 

TRW 

U  S.  Dollars 

$100.0 

Chrysler  Financial 

U.S.  Dollars 

$100.0 

Avon  Capital 

U.S.  Dollars 

$100.0 

R..J  Reynolds  Industries 

Swiss  Francs 

$106.2 

Warner-  Lambert 

U.S.  Dollars 

$100.0 

Ford  Credit  Canada 

Sterling 

$  44.3 

Campbell  Soup 

U.S.  Dollars 

$100.0 

PepsiCo 

Canadian  Dollars 

$  54.0 

The  Stanley  Works 

ECU 

$  54.9 

Chrysler  Financial 

U  S  Dollars 

$  25.0 

Champion  International 

U  S  Dollars 

$  75.0 

Philip  Morris  Companies 

Canadian  Dollars 

$  71.9 

Standard  Oil  Company 

Swiss  Francs 

$  92.2 

Eastman  Kodak  Credit 

Canadian  Dollars 

$  36.0 

Philip  Morris  Credit  Corp. 

Swiss  Francs 

$  98.8 

Chrysler  Financial 

Swiss  Francs 

$  61.4 

Coca-Cola  Financial 

New  Zealand  Dollars 

$  38.8 

l  ol^ate-P.ilmolive 

Australian  Dollars 

$  48.3 

bond  market  with  an  ECU55  million  seven-year 
debt  issue.  The  result:  rapid  market  acceptance 
and  a  sold  out  issue. 

I    Standard  Oil.  Last  fall  Morgan  Guaranty  (Swit- 
zerland) Ltd  created  an  innovative  issue  for  The 
Standard  Oil  Company— SF 150  million  in  bonds 
with  detachable  gold  warrants  that  insulated  a  por- 
tion of  the  company's  gold  reserves  from  a  tlrop  in 
gold  prices.  Simultaneously,  in  New  York,  Morgan 


Guaranty  swapped  the  seven-year  fixed-rate  Swiss 
franc  bond  into  floating-rate  U.S.  dollars.  The 
all-in  fully  hedged  dollar  cost  to  the  borrower:  sub- 
stantially below  Standard  Oil's  alternative  cost  of 
funding. 

Eastman  Kodak  Credit.  This  Euro  issue  took 
advantage  of  a  window  in  October  when  Canadian 
dollars  presented  an  attractive  market  opportunity. 
Then,  to  meet  the  client's  needs,  we  swapped 
the  three-year  C$50  million  bonds  into  two-year 
U.S.  dollar  fixed-rate  funding  at  just  over  two-year 
Treasuries  and  into  one-year  floating-rate  funding 
below  the  rate  for  Al/Pl  commercial  paper. 

We'd  like  to  tell  you  more  about  how  and  why 
corporate  America  has  made  Morgan  a  leader  in 
Euro  and  foreign  market  issues— as  well  as  in  the 
interest-rate  and  currency  swap  markets,  private 
placements,  and  project  financing.  Contact 
Walter  A.  Gubert,  Senior  Vice  President,  Funding 
Services,  Morgan  Guaranty  Trust  Company, 
23  Wall  Street,  New  York,  NY  10015. 


Morgan  Guaranty 


Numbers  Game 


Annual  reports  are  a  lot  like  old-time  strip- 
pers. They  act  like  they're  showing  you 
everything.  But  there  s  still  a  lot  hidden. 

Beware  of  what 
you  don't  see 


By  Laura  Jereski 


Every  year  annual  reports  pre- 
sent investors  with  a  change- 
able blend  of  accounting  truths 
and  obfuscations.  Reports  for  1986  are 
proving  to  be  no  exception.  What  to 
watch  for?  Herewith,  four  danger 
zones  unevenly  marked  in  reports  for 
the  year  just  ended: 

•  Sphsh  splash:  With  the  stock 
market  rewarding  big  writeoffs, 
it's  no  surprise  that  more  com- 
panies took  hits  to  earnings 
in  1986.  AT&T  absorbed  a 
fourth-quarter    charge  of 
$3.2  billion  to  cover  early 
retirement  for  27,000 
employees,  along  with 
the  writedown  of  un- 
derperforming  assets. 
Competitor  MCI  an- 
nounced a  writedown  of 
$585  million  of  its  own. 

The  problem  with  big 
baths  is  that  they  make 
year-to-year  and  company- 
to-company  comparisons  all 
but  impossible.  As  Harvey 
Moskowitz,  a  managing  partner  at 
Seidman  &  Seidman,  explains  it, 
"Losses  from  restructuring  are  not 
treated  as  extraordinary,  but  are  nor- 
mally shown  as  a  pretax  charge  before 
operating  income."  Thus,  the  real 
earnings  to  look  at  come  before  dis- 
continued operations  and  restructur- 
ing losses  are  subtracted. 

Fortunately,  some  companies  help 
the  investor  do  this  by  pointing  out 
ncome  would  have  been  with- 
e  restructuring.  But  don't  look 
the  income  statement  for  such  cru- 
cial revelations.  Search  instead  in  that 


frequently  boring  management's  dis- 
cussion and  analysis  |MD&A|  near 
the  front  of  the  report.  Firestone  Tire 
&  Rubber,  for  example,  took  a  $65 
million  aftertax  hit  this  year.  In  the 
MD&A  the  company  notes  that  in- 
come from  continuing  operations 
was,  before  restructuring,  $68  mil- 


KimlxrK  Rukkun  Kcmi 


lion,  not  $3  million 
as  reported  on  the  in- 
come statement. 

•  A  pension  for  profits:  For  many 
firms,  says  Howard  Levy,  a  partner 
with  Laventhol  &  Horv/ath,  the  big- 
gest kick  to  earnings  last  year  came 
from  a  new  accounting  rule.  This 
obliges  companies  to  use  actuarial  as- 
sumptions that  reflect  current  inter- 
est rates  and  the  fund's  market  perfor- 
mance in  calculating  pension  ex- 
pense. Thus,  Philip  Morris  added  $39 
million  to  its  1986  earnings  because 


the  pension  calculation  swung  an  ex- 
pense into  an  income  item.  That  rep- 
resented about  a  sixth  of  the  $233 
million  earnings  increase  over  1985. 
In  the  same  way,  food  service  distrib- 
utor Sysco  Corp.  got  a  $2  million 
kick,  representing  one-fourth  of  the 
increase  over  last  year's  net  income 
for  the  year. 

New  rules  also  allow  companies  to 
recognize  gains  from  prepaid  pension 
obligations.  How?  The  company  can 
buy  annuities  to  cover  future  ex- 
penses. The  result:  a  boost  propor- 
tionate to  the  amount  prepaid.  Ash- 
land Oil  will  pick  up  $25  million  pre- 
tax this  way  during  1987.  Last  year 
Bankers  Trust  showed  a  $43  million 
pretax  gain  through  this  little  trick. 

•  A  bird  in  the  hand:  The  falling 
dollar  boosted  earnings  for  companies 
with  operations  in  strong  currency 
countries  like  West  Germany  and  Ja- 
pan. "The  question  is,"  says  Norman 
Weinger,  director  of  special  research 
at  Oppenheimer  &  Co.,  "had  the  dol- 
lar remained  constant,  how  much 
worse  would  the  companies'  earnings 
have  been?" 

Tough  to  say.  Take  a  look  at  Ray- 
chem  Corp.,  the  chemical  and  elec- 
tronics technology  firm.  In  its  1986 
annual  report,  it  discloses  that  sales 
for  the  year  ($798  million)  would  have 
been  $54.3  million  lower  without  cur- 
rency gains.  But  what  of  the  all-im- 
portant net?  In  other  words,  how 
much  did  currency  swings  boost  bot- 
tom line  earnings?  On  that  point  the 
report  is  silent. 

Kudos  to  Texaco  on  this  score: 
The  company  is  one  of  the  few  to 
make  reasonable  disclosure 
on  this  item,  conceding 
that    1986   net  in- 
come of  $725  mil- 
lion includes  a  boost  of 
$130  million  from  cur- 
rency translation. 

•  Tax  shuffle:  One  fea- 
ture of  the  Tax  Reform 
Act  of  1986  has  already 
shown  up  in  1986  annu- 
als: the  repeal  of  the  in- 
vestment tax  credit  in 
the  fourth  quarter  of  1986, 
retroactive  to  the  begin- 
ning of  the  year.  That 
helped  account  for  a 
73%  drop  in  fourth-quarter  earnings 
for  AMR  Corp.,  the  parent  of  Ameri- 
can Airlines. 

In  the  wake  of  tax  reform,  too,  be 
alert  for  a  one-time  earnings  boost  to 
come  if  the  accountants  allow  compa- 
nies to  write  down  the  deferred  tax 
liability  to  reflect  the  new  lower  rate. 
But  that  won't  show  up  until  next 
year's  annuals.  ■ 
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o  you 
think 
we  could 
invent 
a  machine 
that  marks 
prices  and  takes  inventory 
at  the  same  time? 

I  don't  know  Keep  talking. 

A  Monarch  marker  with 
a  little  computer  in  it. 
At  the  end  of  the  day  they 
feed  the  info  into  their 
big  computer. 

I  Ve  spoken  to  a  lot  of  business 
people  who'd  love  something 
like  that. 

It'll  save  them  hours  and 
money  and  errors. 

You  design  it,  we'll  build  it. 

I  made  some  drawings. 
Look.  The  minicomputer 
feeds  off  the  price  marker, 
then  plugs  into  the 
master  computer. 

We  can  do  it.  Wait  till  our  manage- 
ment hears  this.  They'll  flip  over  it. 

We'll  even  let  them 


The  Pathfinder* 
labeler  from  Monarch 
Marking— A  Pitney 
Bowes  Company 
For  details  call 
-800-MR  BOWES, 
ext.  365. 


name  it  . 


I 


A  climate  that  grows  ideas 

DP  Pitney  Bowes 


On  the  Docket 


What  happens  in  bankruptcy  proceedings 
if  a  company  s  most  important  assets  are 
intangible?  Trouble  galore  for  everyone. 


Invisible  property 


By  Deirdre  Fanning 


Harry  Colman  and  Robert 
Richter  make  their  living  de- 
signing computer  software  in 
California.  Four  years  ago  the  two 
sold  exclusive  rights  to  one  of  their 
computer  programs  to  the  Madic 
Corp.,  a  software  firm,  in  return 
for  an  equity  stake  in  Madic  and 
substantial  cash  payments.  The 
deal  provided  that,  in  the  event 
Madic  were  to  go  bankrupt, 
rights  to  the  software  would 
then  revert  to  Colman  and 
Richter. 

Last  March  Madic  Corp.  did 
indeed  go  bust,  at  which  point 
Colman  and  Richter  learned 
that,  as  part  of  the  reorganiza- 
tion proceedings,  the  company 
was  looking  to  sell  the  rights  to 
that  program  to  a  third  party  in 
a  manner  apparently  in  direct 
violation  of  the  firm's  deal  with 
the  software  authors.  Claiming 
that  such  a  move  violated  their 
property  and  contract  rights, 
Colman  and  Richter  sued  to 
block  any  sale.  The  case  is  still 
pending. 

But  what  made  Madic  Corp. 
think  it  could  sell  the  software  in  the 
first  place — especially  since  its  ar- 
rangement with  Colman  and  Richter 
provided  that,  in  the  event  of  bank- 
ruptcy,  the  program  rights  would 
automatically  revert  to  the  authors? 
Therein  lies  one  of  the  weirder  twists 
i  current  bankruptcy  law.  As  Col- 
n  and  Richter  soon  discovered,  un- 
deral  bankruptcy  law  so-called 
•  •  >n  rights  become  null  and 
The  power  to  reassign  those 


rights  in  a  reorganization  reverts  not 
to  their  original  owner  but  rather  to 
the  bankruptcy  judge. 

For  users  and  creators  of  computer 
software,  patents,  copyrights  and 
trade  secrets,  the  rights  to  intellectual 
property  can  be  as  valuable  as  the 
property  itself.  Yet  in  dividing  up  a 


debtor's  assets,  bankruptcy  judges  are 
empowered  to  authorize  the  sale  of 
those  rights  to  outside  parties  as  part 
of  the  reorganization.  As  a  result, 
those  who  are  involved  in  intellectual 
property  contracts  can  sometimes 
find  their  licensing  agreements  radi- 
cally altered. 

Lubrizol  Enterprises,  a  division  of 
Lubrizol  Corp.,  a  Wickliffe,  Ohio- 
based  chemical  company,  found  that 
out  the  hard  way  in  1982  when  it 


licensed  a  metal-finishing  technology 
from  a  Virginia  company.  Lubrizol 
paid  some  $80,000  for  the  nonexclu- 
sive license,  only  to  find  out  a  year 
later  that  the  Virginia  company  had 
filed  tor  bankruptcy  and  was^sccking 
to  put  the  technology  rights  up  for 
sale.  Lubrizol  sued  to  retain  its  license 
and  lost  on  appeal. 

Even  participants  who  were  not  in- 
volved in  the  original  licensing  of  a 
product  can  be  affected.  In  1983  the 
Japan  Steel  Works  paid  $7.4  million 
to  Koomey  Blowout  Preventers  Inc. 
for  an  exclusive  license  to  a  technol- 
ogy that  prevents  oil  well  blowouts. 
The  initial  rights  to  that  technology 
had  in  turn  been  purchased  by  Koo- 
mey from  a  Texas  inventor  and  engi- 
neer, Marvin  Jones,  the  original  own- 
er, in  1981.  Last  June  Koomey  filed 
for  bankruptcy,  and  Jones  has  since 
petitioned  the  court  to  reevaluate  the 
terms  of  his  original  licensing  con- 
tract with  Koomey. 

As  a  result,  Japan  Steel  Works  faces 
the  possibility  of  losing  on  two  fronts: 
either  to  Jones,  if  the  court  rules  the 
licensed  rights  revert  to  him,  or  to  a 
new  party,  if  the  judge  decides  to  sell 
off  those  rights  to  a  third  party  in  a 
liquidation.  In  either  case  Japan  Steel 
Works  "would  be  adversely  affected 
and  its  interests  profoundly 
prejudiced,"  according  to  court 
papers  filed  by  the  company  in 
the  case. 

The  problem  clearly  lies  in 
the  existing  law  itself,  argues 
Susan  Nycum,  a  technology  at- 
torney with  the  Palo  Alto,  Calif, 
firm  of  Kadison,  Pfaelzer,  Wood- 
ard,  Quinn  &  Rossi.  The  bank- 
ruptcy code  was  drafted  before 
the  results  of  the  shakeout  in 
the  technology  industry  in  the 
early  1980s  were  widely  felt.  As 
a  result,  the  code's  provisions 
on  contracts  and  bankruptcy 
proceedings  are  not  geared  to 
the  kind  of  intangible  assets 
that  underlie  today's  technol- 
ogy companies. 

So  what  should  those  compa- 
nies that  rely  on  licensed  intel- 
lectual property  do  to  protect 
themselves?  Until  the  federal 
bankruptcy  code  is  changed — an  un- 
dertaking that  does  not  seem  immi- 
nent— the  prudent  course  is  obvious: 
Make  sure  that  the  supplier  is  finan- 
cially sound.  Either  that,  or  negotiate 
to  acquire  the  technology  outright  in- 
stead of  licensing  it.  Choosing  any 
other  course  leaves  the  intellectual 
property  licensee  vulnerable  to  the 
vagaries  of  a  law  that  has  not  kept 
pace  with  changing  conditions  in 
business  itself.  ■ 
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For  what? 

The  greatest  executive  tool  ever- 
the  ultimate  desk  communical  ions 
system,  While  you're  out,  it  lakes 
messages.  Von  call  in,  it  tells  yon 
what  they  are,  then  yon  can  dictate— 
a  response,  reports,  reminders. 

What  about  when  you 're  atyour  desk? 

It  keeps  a  directory  of  100  numbers 
and  dials  any  one  automatically. 
It  sereens  calls.  It  records  at  the 
sound  of  your  voice.  And  even 
separates  your  letters,  notes  and 
priority  work.  Pins  yon  can  send 
visual  messages  v  ia  the  display 
to  your  secretary  and  stall'. 

Amazing.  Is  that  all? 
Not  even  half.  Hook  it  up  to  a  PC 
anywhere  in  the  office  for  a 
dozen  more  amazing  feats,  like 
scheduling,  or  receiving  and 
printing  electronic  mail. 

Any  executive  I  know  will  flip  over  this. 


jfp  Pitney  Bowes 


Taxing  Matters 


Edited  by  Laura  Saunders 


When  so-called  nonprofit  organizations 
go  into  profitable  businesses,  they  can  beat 
up  taxpaying  competitors. 


Profits? 
Who,  me? 


Entrepreneur  Thomas  Inman 
of  Newport  News,  Va.  sank 
$50,000  into  electronic  crib 
monitors  in  1980.  Inman's  small  med- 
ical supply  company,  Virginia  Home 
Medical,  was  going  to  rent  the  equip- 
ment to  parents  of  babies  at  risk  of 
sudden  infant  death  syndrome.  Two 
years  later  the  dominant  nonprofit 
hospital  in  town  offered  the  same 
equipment.  "Since  then  they  have 
kept  the  business  for  themselves,"  he 
says.  "We  have  not  had  a  single  baby 
referred  by  that  hospital."  Inman  sur- 
vived by  scrambling  for  customers  in 
nearby  cities. 

Inman,  who  has  recently  testified 
before  the  Virginia  General  Assembly 
about  the  situation,  is  not  alone.  A 
diverse  army  of  angry  small  business 
owners  is  mounting  a  crusade  to  pro- 
test the  competition  from  nonprofit 
institutions,  especially  hospitals  and 
universities. 

Inman  and  his  compatriots  think 
that,  as  government  funding  has 
waned,  nonprofits  have  used  their 
special  tax-free  status  to  muscle  into 
for-profits'  turf.  Delegates  to  the  1986 
White  House  Conference  on  Small 
Business  voted  the  problem  third  only 
to  liability  insurance  and  mandated 
employee  benefits  in  importance. 

They  have  a  point.  Nonprofits  gen- 
erate S300  billion  in  annual  revenues, 
and  it's  not  all  from  the  Salvation 
Army's  tin  cups.  Slick  $680-a-year 
health  clubs,  magazines  chockablock 
with  ads  for  perfumes,  liquor  and  for- 
cars,  and  church  raffles  are  all 
ted  among  the  "religious,  chari- 
tab!    or  educational"  activities  sanc- 


tified by  the  U.S.  tax  code. 

There's  no  law  that  says  nonprofits 
can't  make  a  profit,  or  an  "excess  of 
revenues  over  expenses,"  as  they  eu- 
phemize  it.  Evidence  introduced  in  a 
Utah  court  case  put  the  profit  margin 
of  the  nonprofit  Intermountain  Hos- 
pital chain,  the  largest  nonutility  em- 
ployer in  the  state,  at  10.9%  in  1985. 
But  Intermountain  was  losing  an 


Press  publishes  T.H.  White's  The  Book 
of  Merlyn,  a  bestseller?  Or  Harvard 
University  sells  a  $23,000-a-pop 
quickie  business  program  for  execu- 
tives? Such  activities  aren't  taxed, 
since  the  profits,  if  any,  are  inter- 
twined with  noncommercial  activi- 
ties of  the  same  institution.  In  1986 
the  Internal  Revenue  Service  collect- 
ed only  $153  million  in  tax  on  unre- 
lated businesses  of  nonprofits.  "This 
is  not  a  big  area  for  compliance,"  says 
a  spokesman. 

Sam  Hopmeier  sells  hearing  aids*  in 
St.  Louis.  Since  1980  national  use  of 
hearing  aids  has  nearly  doubled,  yet 
Hopmeier  and  other  dealers  in  the 
area  have  seen  flat  volume.  During 
the  same  period,  his  records  show  13 
nonprofit  hospitals  have  entered  the 
St.  Louis  market.  The  nonprofit  mer- 
chandisers benefit  from  captive  refer- 
rals within  hospitals,  as  well  as  a  host 
of  property  and  income  tax  breaks. 
"Cost  of  space  means  nothing  to 
them,"  says  Hopmeier.  "They  must 
be  making  a  ton  of  money."  Not  so, 
says  a  spokesman  for  Alexian  Broth- 
ers Hospital.  "We  look  at  this  as  a 
natural  extension  of  the  hospital's 
health  services,  not  a  profit  center. 
We're  not  making  big  bucks." 

Bernice  Rosmarin,  a  travel  agent  in 
Edison,  N.J.,  has  to  compete  for  tour 
business  with  such  nonprofits  as 
"friends  of  a  museum"  or  university 
alumni  groups.  "They  can  mail  a  bro- 


amount  equivalent  to  only  3.3%  of 
revenues  on  patients  who  couldn't 
pay,  while  for-profit  hospitals  in  the 
state  were  losing  4%  to  5%. 

Nonprofits,  to  be  sure,  are  required 
to  pay  regular  corporate  tax  on  their 
"unrelated  business  income."  If  the 
Ford  Foundation  sells  its  stock  portfo- 
lio and  buys  an  auto  company,  the 
auto  company  owes  a  corporate  tax. 
But  what  if  the  Texas  University 


chure  for  %Vi  cents  that  would  cost  me 
39  cents,  and  we  lose  commissions  on 
these  tours,"  she  says.  Harvard  and 
Yale  alumni,  for  example,  are  cospon- 
soring  a  "continuing  education"  non- 
credit  cruise  to  France.  The  Grosse 
Pointe  (Mich.)  War  Memorial  Associ- 
ation is  doing  a  sojourn  through  the 
South.  "Aren't  they  supposed  to  be 
planting  bushes  around  the  war  me- 
morial?" asks  a  spokesman  for  the 
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appose  we 
invented  a 
way  to  refill 
a  postage 
meter  by 
phone. 

Run  that  by  again? 

Mailroom  managers  eall 
up  and  get  their  meters 
refilled.  They'd  never  have 
to  go  out  in  the  rain  to  the 
post  office. 

The  ones  I  know  would  really  go 
for  that.  How  do  we  do  it? 

We  build  a  new  kind  of 
meter  with  a  little  brain  in 
it.  They  need  postage,  they 
call  us  at  Pitney  Bowes,  get  a 
code  number,  punch  it  up 
on  their  meter,  the  meter's 
filled  and  ready  to  go. 

The  whole  process  takes  two 
minutes.  Can  we  do  it? 

I'll  bet  we  can. 

Can  we  get  a  go-ahead  from  our 
management? 

No  problem.  Let's  do  it. 


For  details  call 
1-800-MR.  BOWES,  ext.  361. 


A  climate  that  grows  ideas 

Dp  Pitney  Bowes 


Gannett  Co. ,  the  nationwide  news  and  information  com- 
pany, reported  a  12  percent  gain  in  net  income  for  the  13  weeks 
ended  December  28,  1986,  the  77th  consecutive  increase  in 
comparative  quarterly  earnings  since  the  company  went  public 
in  1967. 

Period  Ending  December  28 
13  Weeks    52  Weeks 
Net  Income  +12%  +9% 

Earnings  Per 

Share  +12%  +8% 

Operating  Income      +21%  +18% 
Operating 

Revenues  +26%  +27% 

Revenues  and  income  for  the  fourth  quarter  and  52  weeks 
include  results  of  recently  acquired  operations,  including  the 
Des  Moines  Register,  the  Detroit  News,  The  Courier-Journal  in 
Louisville,  the  Arkansas  Gazette  in  Little  Rock,  local  newspapers 
in  California,  New  Jersey,  Tennessee  and  Iowa,  W*USA-TV 
in  Washington,  D.C.,  KVUE-TV  in  Austin,  KTKS-FM  in  Dallas, 
KHIT-FM  in  Seattle,  and  KCMO/KCPW-FM  in  Kansas  City. 

Gannett  publishes  92  daily  newspapers,  including  USA 
TODAY,  39  non-daily  newspapers  and  USA  WEEKEND,  a 
newspaper  magazine.  The  company  owns  eight  television 
stations  and  18  radio  stations.  Gannett  also  owns  the  largest 
outdoor  advertising  company  in  North  America. 

For  more  information  about  Gannett,  write  Corporate 
Communications,  P.O.  Box  7858,  Washington,  D.C.  20044. 

GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 

WHERE  FREEDOM  SPEAKS  ©  Gannett  1987 


American  Society  of  Travel  Agents. 

In  Pullman,  Wash.,  home  of  Wash- 
ington State  University,  computer  re- 
tailer Gerald  Brong  is  in  bankruptcy 
court.  An  ill-planned  expansion  into 
another  town  didn't  help,  he  con- 
cedes, but  his  biggest  problem  was  the 
campus  store,  which  opened  a  few 
months  after  his.  "They  sell  Lotus  1- 
2-3  for  $238,  $60  below  my  manufac- 
turer's wholesale  price,"  he  says.  Lo- 
tus offers  academic  discounts,  and 
supposedly  only  students  and  univer- 
sity staff  can  get  the  spreadsheet  at 
the  bookstore.  But  in  this  college 
town  nearly  everyone  qualifies  or  has" 
a  friend  who  does.  Some  university 
book  and  computer  stores  routinely 
mail  sales  brochures  to  all  alumni. 

Even  when  such  ventures  are  set  up 
in  taxpaying  for-profit  subsidiaries,  as 
some  now  are,  critics  say  the  nonprof- 
its have  unfair  advantages.  They  in- 

But  what  if  a 
university  press 
publishes  a  bestseller? 
Or  Harvard  sells  a 
$23,000-a-pop  quickie 
business  program/or 
executives?  Such  activities 
aren't  taxed. 


elude  access  to  cheap  venture  capital 
from  endowments  and  the  ability  to 
take  out  up  to  10%  of  pretax  profits  as 
charitable  contributions. 

Politicians  have  heard  the  protes- 
ters' cries.  This  month  the  House 
Ways  &.  Means  Committee  will  hold 
the  first  comprehensive  hearings  on 
tax-exempt  organizations  since  1976, 
and  Treasury  is  studying  the  issue. 

State  and  local  tax  collectors  are 
also  taking  action.  Nashville  (Tenn.) 
Metro  Tax  Assessor  Jim  Ed  Clary  has 
informed  Vanderbilt  and  other  area 
hospitals  that  their  property  tax  ex- 
emption is  under  examination  and 
may  hinge  on  the  number  of  charity 
patients  they  treat.  The  Illinois  De- 
partment of  Revenue  has  sent  proper- 
ty tax  bills  to  a  posh  Rock  Island 
YMCA,  as  has  a  county  tax  assessor  in 
Portland,  Ore.  The  Portland  Y  is  fight- 
ing the  move  on  the  grounds  that 
physical  fitness  is  in  the  public  inter- 
est. If  it  wins,  Frank  Eisenzimmer, 
owner  of  the  nearby  Cascade  Athletic 
Club,  says  he's  going  to  turn  his  busi- 
ness into  a  "nonprofit." 

"I'm  not  opposed  to  the  Girl  Scouts' 
having  an  annual  cookie  sale,"  says 
travel  agent  Rosmarin.  "But  if  the 
Girl  Scouts  want  to  open  a  cookie 
store  next  door  to  a  Mrs.  Fields  cookie 
store,  they  should  have  to  pay  the 
same  taxes." — L.S. 
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OUR  STRENGTH 

IS  BASED  ON 
THE  SOUNDNESS 

OFOUR 
CLAIMS-PAYING 
ABILITY. 

"Having  five  blue  chip  founders  was  a 
powerful  start,"  recalls  Mark  H.S.  Cohen, 
first  vice  president  in  charge  of  finance  and 
administration  for  Bond  Investors  Guaranty. 

"But  in  addition  to  forming  a  strong  capital 
base,  we  were  determined  to  build  unparalleled 
layers  of  resources  to  enhance  our  claims-paying 
ability. 

"It  was  a  tough  job.  But  with  persistence,  we 
were  able  to  develop  two  innovative  structures:  a 
long-term  liquidity  facility  as  well  as  a  capital 
commitment. 

"In  the  long  run,  it  was  worth  every  confer- 
ence call  and  late-night  meeting  with  our  bank- 
ers and  shareholders.  Together  we  created  the  corner- 
stone for  a  guaranty  of  unquestionable  strength." 


With  a  total  claims-paying  ability  of  $455 
million,  Bond  Investors  Guaranty 
HE|^^^        maintains  the  strongest  claims-pay- 
ing-ability-to-risk  ratio  of  the  four 
major  municipal  bond  insurers 
S  ^      with  the  largest  books  of 

^  *   W^J  Our  resources  include  policy- 

W^Sfa$0w  holders'  surplus,  contingency  reserve 

qjtf****  '  and  committed  capital  of  $275  mil- 

lion. And  a  liquidity  facility  of  $180  mil- 
lion, which  becomes  available  to  us  to  meet  our 
obligations  as  our  business  expands.  In  addition, 
our  insured  bonds  are  rated  Aaa  by  Moody's  and 
AAA  by  Standard  &  Poor's. 

This  is  a  clear  demonstration  of  our  firm  com- 
mitment to  position  Bond  Investors  Guaranty  as  an 
insurer  of  unequaled  financial  strength. 


BOND  INVESTORS  GUARANTY 

THE  STANDARD  OF  STRENGTH  IN  FINANCIAL  GUARANTIES. 

Founding  shareholders:  American  International  Group,  Inc.  (AIG)  •  Bankers  Trust  New  York  Corporation  ■ 
Government  Employees  Insurance  Company  (GEICO)  •  Salomon  Inc  .  Xerox  Credit  Corporation 


Bond  Investors  Guaranty  is  the  service  mark  lor  Bond  Investors  Guaranty  Insurance 
Company  and  Bond  Investors  Guaranty  Services,  Inc. 


Corporate  1  leadquartcrs,  70  Pine  Sired,  New  York,  N  Y.  10270, 1212)  412-7201) 


Bally  and  Golden  Nugget  are  clearly  at 
odds  over  what  the future  holds  for  Atlantic 
City.  Can  both  of  them  possibly  be  right? 


Zero-sum  game 


By  Richard  Phalon 


Robert  Mullane,  chairman  of 
Bally  Manufacturing  Corp., 
and  his  counterpart  at  Golden 
Nugget,  Inc.,  Stephen  Wynn,  have 
made  big  money  mastering  the  nice- 
ties of  the  casino  business.  In  the 
gambling  halls  of  Atlantic  City  and 
Nevada,  nobody  wins  without  some- 
body else  losing — a  zero-sum  game. 


Now,  ironically,  the  two  may  have 
fitted  themselves  in  the  same  barbed 
calculus  reserved  for  customers. 

The  terms  of  their  wager  are  set  in 
Bally's  $440  million  purchase  of 
Golden  Nugget's  Boardwalk  casino. 
The  deal  expresses  diametrically  op- 
posed visions  of  how  much  more 
growth  can  be  squeezed  out  of  Atlan- 
tic City.  The  market  shows  distinct 
signs  of  maturity  (Forbes,  May  19, 


Bally  Chairman  Robert  Mullane 
Stretched  as  far  as  he'd  like  to  be. 


1986].  Wynn  is  obviously  intent  on 
getting  out  close  to  the  top.  Mullane, 
on  the  other  hand,  is  staking  almost 
25%  of  Bally  on  the  conviction  that 
the  pickings  in  Jersey  will  be  rich  for  a 
long  time  to  come.  Can  both  seller 
and  buyer  really  come  out  winners? 

The  consequences  of  a  miscalcula- 
tion on  either  side  could  be  severe. 
Bally,  already  breathtakingly  lever- 
aged, is  going  even  deeper  into  hock 
with  the  Nugget  buy — deep  enough  to 
think  about  selling  off  equity  in  at 
least  one  of  its  noncasino  subsidiar- 
ies. If  Mullane's  cash  projections 
don't  pan  out,  Bally's  straitened  profit 
ratios  could  well  turn  negative. 

Say  one  thing  for  Wynn:  He  is  get- 
ting a  good  price.  But  he  is  giving  up  a 
lot,  too.  The  Boardwalk  casino  is  a 
cash  machine  that  in  seven  fat  years 
enabled  him  to  make  the  leap  from  an 
obscure  downtown  Vegas  operator  to 
one  of  the  biggest  factors  in  the  busi- 
ness. Since  1979  Nugget's  revenues 
have  increased  sevenfold  (to  an  esti- 
mated $385  million);  earnings  have 
gone  from  a  little  under  $4  million  to 
an  estimated  $9  million.  "Steve 
Wynn  has  made  his  fortune  here," 
says  Carl  Zeitz,  a  New  Jersey  Casino 
Control  commissioner. 

Now,  with  perhaps  the  same  intu- 
itive grasp  of  the  odds  that  made  him 
willing  to  gamble  on  Atlantic  City's 
early  potential,  Wynn  is  cashing  in  his 
chips.  The  Nugget  chairman  still  has 
a  call  on  the  action  there  in  the  shape 
of  15  acres  of  strategically  situated 
property  he  has  backed  away  from 
developing.  At  the  moment,  it  looks 
as  if  he  will  stake  his  winnings  on  the 
prospect  of  reemerging  as  one  of  the 
biggest  players  in  Nevada. 

The  retreat  from  Atlantic  City  is 
not  going  to  be  a  cakewalk.  Wynn's 
most  likely  move  will  be  to  build  a  big 
new  plant  on  the  80  acres  Nugget 
owns  on  the  Vegas  Strip.  Outsiders 
like  Marvin  B.  Roffman  of  Janney 
Montgomery  Scott  reckon  it  will  be  at 
least  1990  before  Wynn  can  get  a  ma- 
jor expansion  on  stream. 

Since  the  Jersey  casino  has  been 
producing  almost  all  of  Wynn's  prof- 
its, Nugget  (absent  a  major  acquisi- 
tion) will  be  forced  to  subsist  over  the 
next  -several  years  almost  entirely  on 
whatever  it  can  earn  on  the  cash 
Wynn  has  been  accumulating.  The 
move  west,  then,  is  no  sure  thing. 

But  Mullane  is  at  risk  on  the  Board- 
walk, too.  Wynn's  casino  more  than 
doubles  the  10%  of  the  win  already 
held  by  Bally's  Park  Place.  But  that 
means  20%  of  an  aging  market  in 
which  the  competition  gets  sharper 
all  the  time.  As  recently  as  1983  there 
were  only  9  casinos  in  town.  Last  year 
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there  were  11.  By  the  end  of  this  year 
there  will  be  13,  raising  capacity  by 
about  30%.  Almost  everybody,  in- 
cluding Wynn  and  Robert  Mullane, 
has  been  losing  market  share  to  arri- 
vistes like  Donald  Trump,  whose 
Castle  and  Casino,  since  their  debuts 
only  three  years  ago,  have  taken  al- 
most 20%  of  the  win. 

The  outlook:  a  period  of  bloodlet- 
ting, followed  by  a  consolidation  in 
which  Bally  (which  also  has  a  major 
stake  in  Nevada,  thanks  to  its  acquisi- 
tion last  year  of  the  MGM  Grand  Ho- 
tels) and  other  big  operators  will  push 
less  well  financed  casinos  to  the  wall. 
"Competition  doesn't  scare  us,"  says 
thoughtful,  pragmatic  Bob  Mullane. 
"It's  the  tier  below  us  that's  going  to 
get  hurt." 

The  West  is  no  less  competitive, 
and  it  has  no  more  momentum  going 
for  it  than  Atlantic  City  (see  charts). 
Wynn,  who  likes  to  think  of  Las  Vegas 
as  "one  of  the  most  successful  desti- 
nation resorts  on  the  planet  Earth,"  is 
in  for  quite  a  homecoming.  Some- 
thing like  30  major  casinos  already 
battle  for  elbow  room  on  the  Strip.  By 
Marvin  Roffman's  estimate,  only  a 
dozen  are  making  money,  another 
dozen  are  oozing  red  ink,  and  half  a 
dozen  are  somewhere  on  the  margin. 
Even  adjusting  for  its  new  financial 
muscle  and  Wynn's  undeniable  pro- 
motional abilities,  Nug- 
get is  not  going  to  have 
an  easy  time  making 


Golden  Nugget's  Steve  Wynn  on  the  Boardwalk  in  Atlantic  City 
Getting  out  at  the  top? 
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its  mark  in  that  melee. 

Has  Wynn  painted  himself  into  a 
corner?  On  form,  the  45-year-old 
Nugget  chairman  has  made  very  few 
mistakes.  But  he  has  long  been  close 
to  Ivan  Boesky  and  Drexel  Burnham 
Lambert,  both  of  whom  are  the  sub- 
ject of  intense  government  investiga- 
tion in  Wall  Street's  widening  insider 
trading  scandal.  There  is  specula- 
tion— officials  are  careful  to  label  it  as 
only  speculation — that  the  Nugget 
chairman  may  be  worried  about  the 


The  hard  way? 


possibility  of  licensing  troubles  some- 
where down  the  line  in  Atlantic  City. 
Better  to  move  now  at  a  premium 
than  at  a  discount  later,  the  specula- 
tion goes.  (Wynn  has  not  been  answer- 
ing Forbes'  phone  calls.) 

One  casino  operator  who  has  dealt 
extensively  with  Wynn  puts  a  differ- 
ent construction  on  the  move.  "Steve 
Wynn  sees  himself  as  a  builder,  and 
he  wants  to  build  a  monument  to 
himself  on  the  Strip,"  he  says.  Maybe 
Wynn  is  right  in  pulling  out  of  a  two- 


Spoiled  by  nearly  a  decade  of  effortless  double-digit  growth,  Atlantic  City  casino  operators  now 
find  themselves  in  the  same  boat  as  their  Las  Vegas  cohorts.  Their  market  is  maturing  fast.  The 
glory  days  are  over.  The  13  Atlantic  City  casinos  will  have  to  scrap  for  each  gambling  dollar. 


Las  Vegas 

Craig  Ct)llinVM.iiirunan  Views 
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:  ■  nl  war,  but  the  Jersey  casino's  cash 
low  is  going  to  be  sorely  missed,  and 
he  world  j  j  tull  of  monuments  built 
by  losers. 

Mullane,  on  the  other  hand,  has 
elected  to  take  on  all  comers  East  and 
West.  His  hope  is  to  sharpen  the  per- 
formance of  the  two  Nevada  casinos 
bought  from  Kirk  Kerkorian  last  year, 
while  tightening  his  hold  on  Atlantic 
City  with  the  Nugget  buy. 

Mullane  concedes  that  Atlantic 
City  is  unlikely  to  sustain  the  growth 
rates  of  its  early  days,  but  he  resists 


the  idea  that  the  market  is  approach- 
ing saturation.  Like  most  of  those 
bullish  on  the  Boardwalk,  he  argues 
that  changes  in  the  infrastructure — 
better  air  and  rail  connections,  more 
first-class  hotel  rooms — will  make 
Atlantic  City  less  a  daytripper's  para- 
dise and  more  a  higher-yielding  desti- 
nation resort  like  Las  Vegas. 

Maybe.  But  in  the  meantime  there  is 
all  that  debt  and  a  digestive  problem  of 
major  proportions.  Talking  about  the 
prospect  of  paying  down  debt  by  sell- 
ing some  of  Bally's  other  assets,  Mul- 


lane says,  "We're  stretched  about  as  far 
as  I  like  to  be." 

On  balance,  then,  no  clear  winners 
yet  in  this  zero-sum  game — except  for 
what  might  be  counted  as  the  house 
cut.  That,  of  course,  was  the  $83  mil- 
lion Mullane  paid  to  take  out  fellow 
operator  Donald  Trump  and  the  9.9% 
of  Bally  he  had  acquired  in  a  threat- 
ened takeover  play  that  might  have 
blocked  the  Nugget  buy.  The  whiff  of 
greenmail  is  just  one  more  reminder 
of  how  high  the  stakes  are  in  the  casi- 
no wars.  ■ 


'We  are  going  to  be  an  intellectual  proper- 
ty company, "  said  Combustion  Engineer- 
ings chief.  The  result: 

From  dirt 
to  glamour 
and  mixed  reviews 


By  Robert  McGough 


T|  hree  months  after  you  take 
over  as  president  of  a  seemingly 
rock-solid  industrial  giant,  its 
core  businesses  start  to  collapse  be- 
fore your  eyes.  It's  the  kind  of  stuff 
that  can  make  a  chief  executive  wake 
up  screaming. 

Charles  Hugcl,  president  of  $2.6  bil- 
lion (1986  sales)  Combustion  Engi- 
neering, can  only  wish  it  were  a  bad 
dream.  When  he  left  AT&T  in  1982 
for  Combustion,  the 
firm's  $1.1  billion  power- 
plant  business  had  already 
begun  slowing,  the  result 
of  deepening  troubles  in 
the  electric  utility  busi- 
ness. But  hardly  was  Hu- 
gel's  nameplate  on  the 
door  at  Combustion's 
Stamford,  Conn,  world 
headquarters  when  the 
firm's  $1.5  billion  busi- 
ness in  oil  drilling  and  re- 
lated services  also  began 
to  keel  over  as  worldwide 
oil  prices  started  to  col- 
:.  "Before  I  learned 
v  it  worked,"  says  Hu- 
>  1,  a  hefty  58-year-old, 


"the  business  went  off  a  cliff." 

In  such  dire  circumstances,  even 
the  most  mild-mannered  executive 
might  be  allowed  a  scream  or  two,  and 
scream  was  precisely  what  Hugel  did. 
"A  tyrant,"  gripes  one  former  under- 
ling, recalling  the  boss'  tantrums. 
"Immature,"  charges  another.  Balo- 
ney, says  Hugel,  who  insists  he  never 
yelled  at  anyone  but  only  spoke  in  a 
way  to  "convince  people  that  the  mar- 
kets had  changed." 

Recognizing     changed  circum- 


Combustion  Engineering's  Charles  Hugel 
Before  he  learned  the  business,  it  went  off  a  cliff. 


stances  is  one  thing,  but  thriving  in 
the  new  environment  is  something 
else,  and  that  is  where  Hugel  has  had 
trouble.  At  AT&T,  Hugel  oversaw 
Bell  Labs  and  Western  Electric,  both 
more  technologically  sophisticated 
than  the  businesses  Hugel  found  at 
Combustion.  In  fact,  he  called  Com- 
bustion's raw  materials  and  industrial 
products  operations  "dirt  bus- 
inesses." A  joke,  says  a  spokesman. 
However,  Combustion's  power  and 
process  businesses  were  also  relative- 
ly low  technology.  When  they  ran 
into  trouble,  Hugel  turned  to  the 
more  glamorous  world  of  computer 
software  and  other  forms  of  high  tech- 
nology. After  searching  for  a  way  to 
start  Combustion  growing  again,  he 
found  his  solution:  "We're  going  to  be 
an  intellectual  property  company." 

Combustion  Engineering  is  not  the 
only  industrial  firm  to  have  suc- 
cumbed to  that  lure.  Gould  Inc.  has 
taken  writedowns  on  various  elec- 
tronics businesses  for  which  it  ex- 
changed its  old  but  profitable  manu- 
facturing lines.  Similarly,  McDonnell 
Douglas  bought  Tymshare  Inc.,  a  soft- 
ware firm,  for  $312  million  in  1984 
and  so  far  has  lost  millions  on  the 
venture. 

Now  Combustion  is  taking  the 
same  glamorous  path.  Having  written 
off  $400  million  in  oil  and 
industrial  businesses,  Hu- 
gel has  embarked  on  a 
spree  of  high-technology 
acquisitions,  tapping  a 
$650  million  cash  pile  the 
company  built  up  during 
the  1970s  to  pay  for  it. 
"We're  talking  a  higher 
level  of  technology,"  he 
says  proudly. 

Hugel's  acquisitions 
do,  in  fact,  make  opera- 
tional sense.  Combustion 
continues  to  serve  many 
of  the  same  customers  it 
always  has — utilities, 
steel  mills,  petrochemi- 
cal   plants,    pulp  and 


Maddock  Rotx 
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Nuclear  energy 
vs. 

foreign  oil's 
ups  and  downs 


rhe  United  States  is  now 
more  dangerously  de- 
pendent on  foreign  oil  than 
it  any  time  since  1980.  A  far 
aore  secure  and  reliable 
hoice  is  electricity  made  in 
imerica  from  coal  and  nu- 
lear  energy. 


iecause  nuclear  energy  replaces 
Dreign  oil,  it  has  become  one  of 
hie  major  pillars  of  U.S.  energy 
idependence. 

Going  back  to  the  great  energy 
rises  of  the  1970s,  the  price  of 
Dreign  oil  has  resembled  a  giant, 
iz2ying  roller  coaster  ride.  The 
vailability  of  foreign  oil  has  also 
ropped  down  and  shot  back  up. 
nd  we  don't  even  control  the 
Dller  coaster — others  do. 

Consider  this  ominous  statis- 
c:  even  though  prices  were  low 
1 1986,  America  still  had  to  pay 
bout  $30  billion  for  foreign  oil. 
hat's  a  lot  of  dollars  leaving  this 
ountry  adding  to  an  already  huge 
•ade  deficit. 

Nuclear  energy 
cuts  oil  imports 

learly  the  more  energy  we  use  in 
le  form  of  electricity  from  coal 
nd  nuclear  energy,  the  less  oil  we 
ave  to  import. 

Nuclear-generated  electricity 
as  already  saved  America  over  two 
illion  barrels  of  oil,  with  billions 
tore  to  be  saved  before  the  turn  of 
ie  century.  That's  why  it's  so  im- 
ortant  for  our  energy  self-reliance. 


More  electricity 
for  a  growing  economy 

Our  economy  needs  plenty  of  new 
electrical  energy  to  keep  on  grow- 
ing. Almost  all  of  that  new  energy 
is  coming  from  coal  and  nuclear 
electric  plants. 

The  truth  is  that  nuclear  en- 
ergy is  an  everyday  fact  of  life  in 
the  U.S.  It's  been  generating  elec- 
tricity here  for  nearly  30  years. 
Throughout  the  country  are  more 
than  100  nuclear  plants,  and  they 
are  our  second  largest  source  of 
electric  power.  As  our  economy 
grows,  we'll  need  more  of  those 
plants  to  avoid  even  more  depen- 
dence on  foreign  oil. 

Safe  energy 
for  a  secure  future 

Most  important,  nuclear  energy  is  a 
safe,  clean  way  to  generate  electric- 


ity. U.S.  nuclear  plants  have  a  whole 
series  of  multiple  backup  safety 
systems  to  prevent  accidents.  Plus 
superthick  containment  buildings 
designed  to  protect  the  public  even 
if  something  goes  wrong.  (It's  a 
"Safety  in  Depth"  system.) 

The  simple  fact  is  this:  Ameri- 
ca's energy  independence  depends 
in  part  on  America's  nuclear  energy. 

For  more  information,  write 
the  U.S.  Committee  for  Energy 
Awareness,  P.O.  Box  1537  (RC19), 
Ridgely,  MD  21681.  Please  allow 
4-6  weeks  for  delivery. 


Information  about  energy 
America  can  count  on 

U.S.  COMMITTEE  FOR  ENERGY  AWARENESS 
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ARE  PEOPLE  WHO  KNOW  WHAT  THEY'RE  TALKING  ABOUT 

BECOMING  INCREASINGLY  RARE? 

COME  TO  NEW  ENGLAND. 


1987  New  England  Mutu.il  Life  Insurance  Company,  Boston.  MA. 


The  New  England  we  refer  to  is  just 
that-77?e  New  England  (formerly  known  as 
New  England  Life).  A  partnership  of  finan- 
cial services  companies  with  over  $34  bil- 
lion in  assets  under  management. 

At  The  New  England,  we  admire  peo- 
ple whose  opinions  are  based  on  fact  and 
backed  by  experience.  And  so,  while  other 
financial  services  companies  are  cutting 
back  on  their  training  programs,  we're 
expanding  ours.  Our  representatives  partic- 
ipate in  sophisticated  ongoing  programs 


■HnMI 


ranging  from  insurance  to  tax  law  to  finan- 
cial planning,  making  them  among  the 
industry's  best  educated  professionals. 

The  expertise  of  our  representatives 
helps  them  earn  the  trust  and  promote  the 
security  of  our  clients.  If  you'd  like  to  form  a 
long-term  relationship  with  people  of  this 
caliber,  come  to  New  England.  The  New 
England. 

Phone  1-800-222-2725,  Ext.  220. 
and  we'll  send  you  a  free  brochure  and  the 
name  of  your  local  representative. 


The  New  England 

Your  Financial  Partner 


-,.  Hugel's  acquisitions 
now  supply  chem  with  engineering 
software,  high-performance  valves 
and  actuators,  and  precision  measure- 
ment and  control  devices  to  keep  ag- 
ing plants  humming. 

But  $545  million  has  thus  far 
proved  a  stiff  price  to  pay  for  that 
continuity.  Three  big  acquisitions — 
Impell  Corp.,  Jamesbury  Valve  and 
Taylor  Instruments — cost  a  total  of 
$275  million.  Last  year  the  firms  col- 
lectively returned  only  $10  million  in 
operating  income  to  the  parent  com- 
pany. Sprout-Waldron,  a  $100  million 
(1985  revenues)  manufacturer  of  tech- 
nologically advanced  pulp  machinery, 
was  bought  for  $35  million  in  1986. 
But  so  far  it  has  earned  less  than  $5 
million.  Another  technology  firm, 
AccuRay,  a  manufacturer  of  advanced 
measuring  devices,  has  been  acquired 
by  Combustion  for  $230  million.  Yet 
it,  too,  has  doubtful  immediate  pros- 
pects, having  earned  approximately 
$5  million  pretax  in  1986,  down  from 
$11  million  the  year  before. 

Add  it  up:  $540  million  out  the 
door,  no  more  than  $20  million  back 
into  the  coffers  as  pretax  earnings — an 
unimpressive  3.7%  pretax  return. 
Moreover,  not  only  did  Combustion 
pay  handsomely  to  get  into  those 
businesses,  but  Hugel  also  showed 
unfortunate  timing  when  he  bailed 


out  of  at  least  one  "dirt  business"  he 
didn't  like. 

In  1983,  as  housing  was  beginning 
to  recover  from  the  1 98 1  -82  recession, 
Combustion  sold  its  Morgan  Products 
building  materials  subsidiary  in- a  le- 
veraged buyout  for  $62  million.  The 
new  owners  subsequently  took  the 
business  public  at  $10.50  per  share. 
Today  Morgan  has  a  stock  market  val- 
ue of  $210  million,  nearly  four  times 
what  Hugel  got  for  it. 

Combustion  has  embarked 
on  a  spree  of  high- 
technology  acquisitions. 
But  $545  million  has  thus 
far  proved  a  stiff  price  to 
pay  for  glamour. 

Combustion's  profit  before  nonre- 
curring items  was  up  in  1 986,  to  $  1 .69 
a  share,  vs.  $1.38  in  1985.  Most  of  that 
gain,  24  cents  in  fact,  comes  from  an 
accounting  change.  Even  so,  give  Hu- 
gel the  credit  for  squeezing  more  prof- 
it from  most  of  Combustion's  old-line 
businesses.  Yet  cash  flow,  after 
changes  in  inventory  and  prepay- 
ments, remained  negative.  Throw  in 
the  money  spent  on  acquisitions,  and 
it  is  easy  to  see  why  Combustion, 
which  cut  its  dividend  in  1985,  plans 
a  stock  or  debt  offering  later  this  year. 


Cash  flow  at  Combustion  may  turn 
modestly  positive  later  this  year  or 
next,  depending  on  the  company's 
success  with  resource  recovery  and 
power  projects.  The  firm's  tiny  ($4 
million  operating  income)  resource 
recovery  business  is  well  positioned 
to  grow.  With  the  economy  now  in 
the  late  phase  of  the  business  cycle, 
even  Combustion's  old  heavy  indus- 
try businesses  may  begin  to  perk  up. 

Not  surprisingly,  Wall  Street,  sud- 
denly enamored  of  lagging  cyclical 
stocks,  has  pushed  up  Combustion's 
shares,  along  with  those  of  its  com- 
petitors, by  an  impressive  30%  since 
the  start  of  the  year.  "The  market's 
looking  at  cyclical  laggards,"  says 
James  Kennedy,  a  money  manager  for 
T.  Rowe  Price  Associates,  "but  the 
fundamentals  don't  seem  to  have 
changed  in  this  group." 

So  it's  a  mixed  review  Hugel  gets  at 
Combustion.  We  would  hate  to  have 
been  in  his  shoes  in  1982.  He  did 
succeed  in  forcing  a  reluctant  compa- 
ny to  tighten  its  belt.  But  an  impor- 
tant measure  of  a  corporate  manager 
is  how  effectively  he  deploys  the  capi- 
tal entrusted  him  by  shareholders.  In 
his  effort  to  find  new  sources  of  in- 
come, Hugel  paid  high  multiples  for 
his  new  businesses.  Unfortunately, 
they  look  to  be  a  drag  on  shareholders 
for  some  time  to  come.  ■ 


ALL  ACROSS  AMERICA,  ALL  KINDS  OF  COMPANIES 
ARE  MAKING  THE  RIGHT  MOVE  WITH  RYDER. 


Reynolds 
Aluminum 

Building  Products 


From  nationwide  air  freight  to  local  lobsters,  daily 
newspapers  to  building  products,  the  companies 
merica  depends  on  have  come  to  depend  on  Ryder. 
ie  very  good  reasons:  RELIABILITY  Your  cus- 
lers  expect  it,  and  we  help  you  deliver  it.  Every 
•chicle  is  specified  to  exacting  standards,  and 


backed  by  the  industry's  most  extensive  preventive 
maintenance  and  safety  programs.  FLEXIBILITY  We 

can  supply  you  with  one  truck  for  a  rush  delivery.  A 
fleet  to  help  you  expand  your  business.  A  total  trans 
portation  system  that  includes  design,  management 
vehicles  and  labor.  Or  almost  anything  in  between. 
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Regions/South  Texas 


Flocks  of  migratory^  retirees  now  descend 
on  the  Rio  Grande  Valley  each  winter, 
giving  a  battered  economy  a  welcome  lift. 

Snowbirds 


By  Lisa  M.  Keefe 

Down  in  the  Rio  Grande  Valley 
of  Texas,  locals  used  to  sneer 
at  the  midwestern  farmers  who 
wintered  there.  Those  snowbirds,  the 
joke  went,  they  pull  in  here  with  a  $5 
bill  and  one  pair  of  overalls  and  don't 
change  either  one  all  winter. 

They  now  call  the  snowbirds  "win- 
ter Texans,"  and  nobody's  laughing. 


Certainly  not  Carlos  Solis,  for  in- 
stance, who  owns  CarBea's  restaurant 
in  the  tiny  (pop.  31,000)  town  of 
Pharr.  From  September  through  May, 
elderly  refugees  from  northern  win- 
ters gobble  enough  ribeye  steaks  and 
broiled  seafood  to  provide  70%  of  Car- 
Bea's $200,000  in  annual  revenues. 
Once  the  retirees  flock  north  again, 
business  gets  so  slow  that  Solis  sim- 
ply shuts  down. 


This  year  some  80,000  retirees,  per- 
haps double  the  number  five  years 
ago,  are  wintering  in  small  towns  like 
Pharr  and  Mercedes  and  Edinburg, 
nestled  at  the  southern  tip  of  Texas  in 
a  balmy  savanna  of  towering  palms 
and  lush  bougainvillea  By  the  time 
they  return  to  their  Midwestern 
homes  the  snowbirds  will  have  spent 
around  $100  million. 

That's  a  fraction  of  what  more  afflu- 
ent migrants  spend  in  the  established 
old  folks'  colonies  of  Florida  and  Ari- 
zona. But  in  the  Rio  Grande  Valley, 
$100  million  represents  about  10%  of 
a  devastated  economy.  The  valley's 
once-booming  trade  with  Mexico  has 
shrunk  as  drastically  as  the  peso's  val- 
ue, and  agriculture,  which  accounts 
for  as  much  as  60%  of  the  local  econo- 
my, is  suffering.  The  abundant  citrus 
groves  are  only  now  recovering  from  a 
ruinous  freeze  in  1983.  Per  capita  in- 
come in  the  four  valley  counties 
where  the  snowbirds  congregate  was 
just  $6,400  in  1984,  the  latest  for 
which  figures  are  available,  making 
the  region  the  most  impoverished  in 
the  country. 

So  valley  folk  have  learned  to  appre- 
ciate the  $2,500  or  so  that  each  gray- 
haired  couple  spends  in  its  three-  to 
four-month  stay.  Local  businessmen, 
for  instance,  elect  a  King  and  Queen 
of  the  Winter  Texans,  who  ride  in 


ONTROL  We  tailor  our  services  to  your  needs,  even 
aint  your  vehicles  with  your  colors  and  logo.  Then 
3u  use  your  fleet  exactly  as  if  you  owned  it.  We  don't 
ike  anything  away  from  you  except  the  problems. 
OST  EFFECTIVENESS  That's  really  the  bottom  line, 
results  from  everything  we've  been  discussing. 
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help  you  free  your  capital  for  more  important 
purposes.  And  your  time  for  more  important  issues. 
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details.  And  put  your  company  in  good  company. 
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i  trades  and  model  clothes  in 
fashion  shows.  Carlos  Solis  has 
revamped  his  menu,  replacing 
the  Tex-Mex  food  favored  by  the 
native  population,  which  is  80% 
Hispanic,  with  Yankee  favorites 
like  loast  beef  and  green  beans. 

In  Mission,  where  the  winter- 
time population  more  than  dou- 
bles, to  55,000,  the  First  State 
Bank  Trust  Co.  (assets:  $221  mil- 
lion) cosponsors  an  annual  Win- 
ter Texan  Golf  Tournament. 
"They're  very  important  to  us, 
especially  at  a  time  when  we 
don't  have  as  many  eggs  in  our 
basket,"  says  Geoff  Hall,  vice 
president  of  commercial  lending 
at  First  State.  The  retirees  have 
accounted  for  20%  of  the  bank's 
annual  deposit  growth  for  the  last 
six  years. 

The  Texas  snowbirds  are  a  con- 
servative, frugal  lot,  from  small 
towns  like  Great  Bend,  Kans.  and 
Trenton,  Mo.,  with  average  in- 
come per  couple  around  $20,000. 
They  like  to  be  with  their  own — 
"Midwcstcrners  are  more  open 
and  friendly  than  those  people  in 
Florida,"  says  one — and  they  like 
to  stretch  a  dollar.  "They'll 
squeeze  a  nickel  until  the  buffalo 
runs  off  panting,"  says  a  local 
businessman. 

"All  the  things  you  did  back 
home,  you  can  do  here — and 
much  more  cheaply,  may  I  add," 
says  Lutie  Irelan,  a  onetime 
schoolteacher  from  Waynes ville, 
Ohio.  She  and  her  husband,  a  re- 
tired General  Motors  supervisor, 
have  wintered  in  the  valley  for 
the  last  12  years.  Tickets  to  a 
scries  of  local  plays  and  concerts, 
for  instance,  cost  $15;  back 
home,  a  ticket  to  a  single  perfor- 
mance would  cost  that  much. 

Like  most  snowbirds,  the  Ire- 
lans  stay  the  winter  in  one  of  the 
valley's  491  recreational  vehicle 
parks.  They  pay  $92  a  month  for  a  lot 
in  the  paved,  landscaped  Fun  N  Sun 
RV  Park  in  San  Benito,  which  in- 
cludes security,  garbage  pickup  and 
cable  television.  A  comparable  lot  in 
Yuma,  Ariz,  would  cost  $250  a 
month;  the  same  thing  in  Fort  Myers, 
Fla.  $400. 

The  snowbirds  also  like  the  prox- 
imity of  Mexico,  and  not  just  for  di- 
version. Dollars  go  a  long  way  in  Mex- 
ico— for  prescription  drugs,  for  in- 
it  mce.  Though  Mexican  medications 

re  sometimes  of  substandard  quality, 
e  certainly  cheap.  A  seven-day 
of  cephalexin,  a  common  anti- 
osts  around  $28  on  this  side  of 
order;  in  Mexico,  it  costs  $2.  "We 


Ray  and  Mabel  Raleigh  after  her  recent  surgery 
Last  year's  King  and  Queen  "wanted  to  live 
someplace  less  advertised  than  Florida." 


The  entrance  to  the  Tropic  Star  RV  Park'  in  Pban 
Housing  of  choice  for  snowbirds. 


try  to  discourage  them,  "  says  Michael 
Ranton,  owner  of  Sykes  Pharmacy  in 
McAllen,  "but  some  are  only  con- 
cerned about  the  price." 

Naturally,  the  valley's  recreational 
vehicle  dealers  are  thriving.  Twenty 
years  ago  Valley  Traveland  in  Harlin- 
gen  was  the  only  recreational  vehicle 
dealer  in  the  area.  Now  Traveland  has 
$3.5  million  in  annual  revenues  and 
40  competitors. 

"What  happens  to  tourists  coming 
down  here  is  that  they'll  have  a  small 
RV  the  first  time,"  says  owner  Gerald 
Vinger.  "Then  they  learn  that  you 
can't  live  in  something  that  small  for 
three  or  four  months."  So  Vinger  al- 
lows a  little  more  for  trade-in  vehicles 
than  they're  worth.  "Most  of  my  cus- 
tomers are  now  on  their  third,  fourth 


or  fifth  RV,"  he  says  with  a  smile. 

By  now,  the  retiree  community 
has  developed  an  extensive  social 
life.  The  snowbirds  organize  bicy- 
cle rides  at  dawn  and  square 
dances  at  night.  They  attend  ce- 
ramics classes  and  take  tours  to 
Mexico.  Sometimes  they  while 
away  the  time  at  the  Broadway 
Hardware  store  in  McAllen, 
where  the  owner,  Jack  Whetsel, 
encourages  the  loitering:  "They 
come  to  chat  and  look,  and  they 
always  wind  up  buying  a  screw- 
driver or  something." 

Increasingly,  too,  the  winter 
Texans  are  becoming  permanent 
Texans.  Between  1982  and  1985 
(the  last  year  for  which  figures  are 
available),  the  number  of  Social 
Security  checks  sent  to  retirees  in 
the  area  rose  by  16%.  Yearlong 
residents  now  occupy  21.5%  of 
the  valley's  RV  park  spaces, 
roughly  double  the  proportion 
ten  years  ago. 

After  seven  years  on  the  road, 
Ray  and  Mabel  Raleigh,  formerly 
of  Columbus,  Ohio,  tired  of  the 
migratory  life.  Says  Ray,  a  wiry, 
dapper  man  of  74,  "We  wanted  to 
live  someplace  less  advertised 
than  Florida" — that  is,  less  ex- 
pensive and  less  crowded — "and 
less  dangerous  than  California, 
with  all  its  drug  problems  and 
crime."  So  last  year  they  bought  a 
small  mobile  home  and  set  up 
house  in  San  Benito. 

That  sort  of  settling  in  makes 
the  older  folks  a  growing  force  in 
local  politics.  Bob  Peterson  en- 
courages other  tenants  in  his 
Pharr  RV  park  to  register  to  vote 
locally,  since  Texas  requires  only 
30  days'  registration  to  vote.  And 
it  works.  In  Mission,  for  example, 
the  retirees  blocked  plans  to  put  a 

  drug  rehabilitation  center  near 

three  recreational  vehicle  parks. 

But  unlike  Florida,  where  retirees' 
growing  political  power  is  causing 
some  tension  among  the  natives,  Mis- 
sion and  its  neighboring  communities 
are  still  very  accepting.  "We  certainly 
don't  resent  the  retirees,"  says  Mark 
Watson,  Mission's  city  manager.  "We 
are  grateful  for  their  contributions  to 
the  economy." 

So  are  local  entrepreneurs  like  Car- 
los Solis  and  Joseph  Scott.  Solis  ex- 
pects his  restaurant  business  to  in- 
crease 20%  yearly  for  the  next  two 
years.  Scott  is  planning  to  spend 
$20,000  to  expand  the  repair  shop  at 
his  Greenway  RV  Center  in  Pharr. 
"Business,"  says  one  local  business- 
man, "can  only  get  better."  ■ 
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Lease  Financing's 
New  Environment 


by  Harvey  Shapiro 


Now  that  corporate  financial  offi- 
cers have  had  a  chance  to  digest 
the  complex  new  provisions  of  tax 
simplification,  the  pace  of  activity  in 
equipment  leasing  is  quickening. 
After  years  of  1 5  to  20  percent  an- 
nual growth  rates,  by  the  mid- 
1980s  leasing  was  providing  nearly 
a  third  of  the  external  financing  for 
investment  in  capital  equipment, 
and  eight  out  of  ten  companies 
were  leasing.  But  1986  was  flat, 
and  "for  a  good  part  of  last  year, 
some  people  said  leasing  was  go- 
ing to  be  dead  because  of  changes 
in  the  tax  bill,"  notes  Hugh  Zick, 


president,  Capital  Equipment  Divi- 
sion of  Household  Commercial  Fi- 
nancial Services. 

That  turned  out  to  be  "a  com- 
pletely erroneous  fear,"  Zick  says, 
adding,  "Leasing  is  here  to  stay  as 
an  important  form  of  financing." 
Despite  the  slowdown  in  leasing 
during  the  tax  debate  and  after  the 
legislation  was  first  enacted,  Gus 
Constantin,  chief  executive  of 
Phoenix  Leasing,  says  of  the  new 
tax  environment:  "Guess  what?  It 
turned  out  to  be  good  news  for  us." 
And  Peter  Nevitt,  chairman  of  the 
BankAmeriLease  Companies,  says, 
"Most  of  the  people  who  were  leas- 
ing before  are  going  to  continue 
leasing." 
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While  some  of  the  tax  benefits  of 
leasing  have  been  altered,  its  other 
appeals  remain  intact  and,  in  fact, 
tax  reform  has  added  a  few  new 
reasons  for  companies  to  consider 
leasing  rather  than  buying  capital 
equipment.  As  always,  leasing  re- 
mains one  of  the  few  financing  al- 
ternatives that  "provide  100  per- 
cent financing,"  notes  Edward 
Shultz,  group  vice  president  of  fi- 
nancial services  for  Dana  Corpora- 
tion. Robert  J.  Merritt,  chief  execu- 
tive of  The  CIT  Group/Equipment 
Financing,  adds,  "When  you  lease 
equipment,  you  don't  have  restric- 
tions imposed  on  your  borrowing 
ability,  you  don't  affect  your  other 
lines  of  credit,  and  you  aren't  fi- 
nancing long-term  assets  with 
short-term  funds."  Merritt  adds, 
leasing  is  also  one  of  the  few  re- 
maining forms  of  fixed-rate  financ- 
ing, which  enables  a  company  to 
lock  in  its  equipment  costs.  That 
facilitates  planning,  shelters  the 
company  from  the  vagaries  of  float- 
ing rates,  and  provides  a  hedge 
against  inflation. 

In  addition  to  its  balance-sheet 
appeal,  Shultz  says,  "Leasing  also 
offers  the  immediate  gratification  of 
getting  a  minicomputer  or  a  phone 
system  or  other  asset  without  going 
through  the  lengthy  processes  of 
some  other  financing  sources.  It's 
very  convenient  to  just  sign  for  the 
equipment,  make  the  monthly  pay- 
ments and  that's  the  end  of  it." 
Moreover,  when  a  company  is 
done  with  the  equipment,  they 
don't  have  to  figure  out  how  to  sell  it 
or  dispose  of  it-that's  the  leasing 
company's  problem. 

That  also  makes  leasing  a  valu- 
able hedge  against  obsolescence 
risk.  "Leasing  is  really  the  preferred 
method  of  acquisition  on  high-tech 
types  of  equipment,"  according  to 
Kenneth  Pontikes,  president  of 
Comdisco  Inc.,  because  changing 
technology  can  render  such  equip- 
ment out  of  date  overnight.  Those 
who  lease  rather  than  purchase 
high-tech  equipment  can  transfer 
this  risk  to  leasing  companies, 
which  are  better  equipped  to  deal 
with  it  because  they  know  how  to 
remarket  used  equipment. 


In  the  Palo  Alto, 
California  area,  the 
Cable  Co-op  leased  an 
entire  cable  television 
system. 


The  newest  reason  for  leasing  is  to 
assist  the  restructuring  processes 
being  undertaken  by  many  compa- 
nies to  realize  asset  values  and  deter 
takeovers.  Brian  S.  Wormser,  a  vice 
president  at  Bankers  Trust  Co.,  says 
some  companies  are  choosing  to 
"lease  in  order  to  recognize  gains 
that  would  not  otherwise  be  recogni- 
zed." A  company  with  assets  whose 
appreciation  in  value  isn't  reflected 
on  the  balance  sheet  can  attract 
corporate  raiders.  So,  Wormser 
says,  "Weare  likely  toseemoresale- 
and-leaseback  transactions." 

These  basic  appeals  are  still 
supplemented  by  tax  benefits.  In 
the  past,  equipment  leasing  provid- 
ed an  important  mechanism  for  dis- 
tributing the  tax  benefits  Congress 
had  created  to  encourage  capital 
investment.  In  order  to  use  such 
benefits  as  the  investment  tax  cred- 
it (ITC)  and  accelerated  deprecia- 
tion, a  company  needed  taxable 
earnings;  otherwise  these  benefits 
were  meaningless.  Equipment 
leasing  provided  a  mechanism  for 
distributing  these  benefits  through 
the  economy:  Companies  that 
couldn't  use  the  tax  benefits  they 
earned,  arranged  to  lease  equip- 
ment from  companies  who  would 
offer  them  attractive  rates  because 
they  could  use  the  tax  benefits  from 
purchasing  the  equipment. 

The  1986  tax  legislation  ended 
the  ITC.  but  Shultz  of  Dana  Corp. 
says,  "In  fact,  the  value  of  depreci- 
ation has  increased."  The  tax  legis- 
lation imposed  longer  write-off  peri- 
ods for  almost  all  assets,  but  it  in- 
creased acceleration  in  certain 
classes. 

In  addition,  Shultz  says,  compa- 
nies with  low  taxable  earnings  or 
high  levels  of  depreciation  "can 
use  only  so  much  depreciation,  so 
they're  back  to  the  point  where 


there  is  a  tax  benefit  which  they 
can't  use."  They  can  still  transform 
a  useless  benefit  into  a  valuable 
asset  through  leasing.  And  these 
days  there  will  be  many  companies 
with  more  depreciation  than  they 
can  use,  Shultz  says,  because  "It's 
considered  a  tax-preference  item, 
and  you're  only  allowed  to  have  a 
certain  amount  of  tax-preferences" 
before  you  run  into  the  alternative 
minimum  tax  (AMT). 

When  Congress  lowered  the  cor- 
porate income  tax  rate  from  46  per- 
cent to  34  percent  last  year,  it  also 
imposed  an  AMT  of  20  percent  to 
ensure  that  corporations  could  not 
avoid  paying  any  taxes.  Once  a 
company  falls  within  the  purview  of 
the  AMT,  Shultz  notes,  it  can  no 
longer  use  its  depreciation,  even 
though  it  has  taxable  earnings. 

By  using  leasing,  however, 
"Those  who  find  themselves  sub- 
ject to  the  AMT  still  have  an  eco- 
nomical way  of  financing  their  bu- 
sinesses," says  Hugh  Zick  of 
Household  Commercial  Financial 
Services.  Among  those  who  are  in 
this  situation,  he  says,  are  "the  old 
capital-intensive  businesses-every 
airline,  railroad,  shipping  compa- 
ny-and  real  estate  projects."  As  a 
result  of  the  AMT,  BankAmeriLease 
Companies'  Nevitt  says,  "There's  a 
whole  new  group  of  potential  cus- 
tomers for  leasing." 

What's  the  net  effect  on  the 
lease-versus-buy  decision?  John 
Robinson,  a  managing  director  at 
Babcock  &  Brown  in  San  Francis- 
co, explains,  "The  reduction  in  the 
corporate  tax  rate  increases  the  ef- 
fective cost  of  a  lease.  It  also  in- 
creases the  cost  of  borrowing,  be- 
cause while  companies  were  de- 
ducting the  interest  payments  used 
to  purchase  equipment,  now  that 
tax  rate  will  provide  a  lower  deduc- 
tion. So  the  after-tax  cost  of  a  loan 
is  also  going  to  go  up.  as  is  the 
after-tax  cost  of  leasing.  However, 
the  relationship  should  stay  the 
same.  Consequently,  Robert  A.  Le- 
ver, director  of  marketing,  Pitney 
Bowes  Corp.  says,  "for  most  com- 
panies, if  leasing  was  attractive  be- 
fore, it  continues  to  be  attractive." 

The  U.S.  Department  of  Com- 


85%  of  the  customers  who 
have  done  business  with  Chase 
Manhattan  Leasing  Company 
returned. 

One  reason  is  because  each  of 
our  five  divisions  (Vendor  Leasing, 
Direct  Leasing,  Chase  Aircraft 
Finance,  Portfolio  Servicing  and 
Chase/Third  Century  Leasing  for 
small  ticket  items)  has  experienced 


people  in  that  particular  field.  So 
they'll  not  only  handle  any  ques- 
tions, they'll  also  be  able  to  handle 
any  problems  that  might  arise. 

Combine  all  these  things  and 
you'll  know  why  we  have  such  a 
high  return  rate.  After  all,  it's  not 
hard  to  get  a  customer  once.  But 
it's  another  thing  to  keep  them 
coming  back. 


It's  easy  to  say 
you're  a 
great  leasing  company 

It's  another  tiling 
toproveit 
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If  you  like  plain  English, 
you'll  love  PBCC  leases. 


They're  called  "Big  Type" 
Leases.  They're  easy  to  read. 
And  they're  easy  to  under- 
stand. So  the  language  won't 
seem  foreign  to  you.  With  no 
hidden  clauses  to  boggle  the 
mind. 

PBCC  leases  are  flexible, 
too.  Flexible  enough  to  let  you 
pick  the  equipment  you  need. 
To  offer  you  a  wide  range  of 
financial  alternatives.  Flexible 
enough  to  meet  your  needs. 

And  PBCC  is  quick  about 
it.  So  quick,  that  our  turna- 
round will  always  fit  your 
schedule. 


From  low-tech  to  high- 
tech, from  trucks  to  aircraft, 
from  computers  to  communi- 
cations, PBCC  is  the  first 
name  to  consider  for  all  your 
leasing  and  financing. 

If  you  want  to  know  more 
jolly  good  things  about  PBCC 
leasing,  call  1-800-ADD-PBCC 
(1-800-233-7222).  In  Connec- 
ticut call  203-846-5600.  Or 
write:  Mr.  Robert  A.  Lever, 
Pitney  Bowes  Credit  Corpo- 
ration, 201  Merritt  Seven, 
Norwalk,  CT  06856-5151 . 

We  Deliver  Credit 


|  PBCC 

Pitney  Bowes  Credit  Corporation 


merce  seems  to  agree.  In  a  recent 
analysis  of  leasing,  the  Commerce 
Department  said,  "The  nontax  attri- 
butes of  leasing  will  drive  the  lease 
market  in  1987  and  will  more  than 
offset  the  negative  impact  of  lost 
tax  benefits."  Consequently,  the 
Commerce  Department  predicted 
that,  "The  volume  of  new  lease  re- 
ceivables should  grow  at  6.6  per- 
cent in  1 987  to  $1 07.9  billion;  about 
the  expected  rate  of  growth  of  busi- 
ness investment  in  equipment."  In 
short,  the  role  of  leasing  seems  se- 
cure, and  the  Commerce  Depart- 
ment says,  "The  growth  of  equip- 
ment leasing  over  the  next  few 
years  will  depend  ultimately  on  the 
level  and  composition  of  invest- 
ment in  equipment." 


Operating  leases  are 
becoming  more 
common  in  the  airline 
industry,  which  has 
always  relied  on  leasing 
to  feed  its  expensive 
appetite  for  airplanes. 


The  Commerce  Department 
added,  "The  major  areas  of  growth 
will  continue  to  be  office  equip- 
ment, computers,  transportation 
equipment,  and  telecommunica- 
tions equipment."  Moreover,  as 
more  medical  services  are  per- 
formed in  doctors'  offices  rather 
than  in  hospitals,  "We  see  substan- 
tial growth  in  the  leasing  of  medical 
equipment,"  says  Robert  Neagle, 
vice  president,  Bell  Atlantic  TriCon 
Leasing  Corp.  of  Paramus,  New 
Jersey.  Indeed,  because  of  the 
growth  of  leasing,  "These  days 
there  isn't  anything  that  people 
don't  lease,"  says  CIT's  Merritt,  "it 
just  depends  on  the  financial  struc- 
ture of  the  company." 

In  recent  months,  for  example, 
Micro  Systems  Leasing  of  Califor- 
nia, a  Phoenix  Company,  has  made 
it  possible  to  lease  computer  soft- 
ware for  businesses.  And  in  the 
Palo  Alto,  Calif,  area,  the  Cable  Co- 


This  announcement  appears  .is  a  matter  of  record  only. 

The  CIT  Group/ 
Equipment  Financing 

is  plowed  to  have  provided 

UAH-Hydro  Kennebec 
Hydroelectric  Project 

$45,002,800 

32-monch  construction  loan 


$3  3,936,000 

15-year  term  project  financing 


15.1  megawatt 
hydroelectric 
facility 


Equipment 
Financing 


. ,      ...  555  Manufacturers 

New  lork  00?  hanover 


This  announccmem  appears  .is  .i  matter  of  record  only 

The  CIT  Group/ 
Equipment  Financing 

is  pleased  to  have  provided 

Beloit  Corporation 

a  wholly  owned  subsidiary  of 

HarniKhfeger  t  lorporadon 

$33,958,223 

sale  and  leaseback 


pulp  and  paper  machinery 
production  facility 


m 

Equipment 
Financing 


Chicago 


This  announcement  appCan  us  .i  matter  of  record  only. 


The  CIT  Group/ 
Equipment  Financing 

is  pleased  to  have  provided 

National  Can  Corporation 

$9,500,000 

real  estate  loan 


manufacturing  facility 


Equipment 
Financing 


Chicago 


This  announcement  appears  as  a  matter  of  record  only. 

The  CIT  Group/ 
Equipment  Financing 

is  pleased  to  have  provided 

Zero  One  Systems,  Inc. 

$18,600,000 

secured  loan 

for  a 

Cray  X/MP-48 
supercomputer 


Equipment 
Financing 


Chicago 


This  announcement  appears  as  a  matter  ol record  only. 

The  CIT  Group/ 
Equipment  Financing 

is  pleased  to  have  provided 

Stromberg-Carlson 

A  Plessey  Telecommunication!) 1  'ornpahy 


Plessey  Finance  Corporation 

$4,000,000 

tax  lease 
for 

central  switching  equipment 


Equipment 
Financing 


Tampa 
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This  announcement  appears  as  a  matter  of  record  only. 

The  CIT  Group/ 
Equipment  Financing 

,s  pleased  ...have  provided 

American  Pecco  Corporation 

in  conjunction  with  its  acquisition  by 

The  Grunow  Group,  Inc. 
$40,000,000 

financing 

tower  cranes,  hoists,  concrete 
pumping  equipment 


Stamford 


si 

Equipment 
Financing 


555  Manufacture  r*i 
£5f  HANOVER 


Evidence  of 
expertise* 

At  the  highest 
levels. 


The  CIT  Group/Equipment 
Financing. 

We're  a  $4.6  billion  company, 
offering  the  most  responsive  and  imagi- 
native asset  financing  available.  From 
simple  installment  financing  programs 
to  the  largest,  most  complex  project 
financing  arrangements. 

With  more  than  half  a  century  of 
experience  behind  us,  and  backed  by 
the  strength  of  Manufacturers  I  lanover, 
we  provide  superlative  service,  personal 
commitment,  rapid  response  from  local 
offices  across  the  country.  And  capabili- 
ties at  the  highest  level  of  expertise. 

For  example,  we  can  help  a 
company  refinance  acquisition  debt.  Or 
finance  the  acquisition  of  new  equip- 
ment. Or  equipment  that's  been  on 
rental. 

Or  provide  long-term  financing 
through  a  sale  and  leaseback  of  existing 
assets. 

Or  finance  .1  major  utility. 

Or  provide  financing  to  help  a 
company  restructure  its  balance  sheet 
with  improved  financial  ratios. 

Just  to  name  a  few  of  our  capabilities. 

For  more  information  call  the 
local  office  nearest  you. 

Or  call  1-800-CIT-8600. 


Equipment 
Financing 


a  company  ol 

Manufacturers 

99?  HANOVER 


ADVERTISEMENT  6 


op  leased  an  entire  cable  television 
system.  Leasing  enabled  the  towns 
participating  in  the  co-op  to  "con- 
serve capital  and  maintain  commu- 
nity control,"  says  Peter  Fech- 
heimer,  general  manager  of  Cable 
Co-op. 

While  the  volume  of  leasing 
should  remain  strong,  there  are 
signs  of  significant  changes  in  the 
structure  of  leases.  For  example, 
Wormser  of  Bankers  Trust  says, 
"We  will  see  more  short-term  oper- 
ating leases."  These  are  leases 
written  for  less  than  the  total  cost 
and  useful  life  of  the  equipment.  By 
assuming  that  they  can  resell  or  re- 
lease the  equipment  for  a  substan- 
tial sum  when  the  original  lease  ex- 
pires, the  leasing  company  can 
charge  the  lessee  less  than  would 
be  paid  if  the  lessee  bought  the 
equipment  outright. 

However,  the  higher  the  residual 
value  assumptions,  the  greater  the 
risk  that  the  equipment  won't  meet 
these  assumptions.  Residual  plays 
are  particularly  difficult  in  leasing 


computers.  As  Comdisco's  Pon- 
tikes  explains,  "Because  it's  high- 
tech, it's  also  trickier  than  a  lot  of 
asset  leasing.  If  you  make  the 
wrong  assumptions  about  residu- 
als, the  net  result  could  be  financial 
catastrophe.  There's  a  discipline 
that  has  to  be  kept,  and  there's 
really  no  short  cut  to  experience  in 
a  lot  of  this."  Constantin  of  Phoenix 
Leasing  adds  that  when  the  profit  is 
in  the  residual  values,  "You've  got 
to  know  what  you're  doing,  but  if 
you  do,  you  can  prosper  long 
term." 

Operating  leases  are  becoming 
more  common  in  the  airline  indus- 
try, which  has  always  relied  on 
leasing  to  feed  its  expensive  appe- 
tite for  airplanes.  In  December 
1986,  the  Financial  Times  of  Lon- 
don commented  on  "the  emer- 
gence of  leasing  as  the  dominant 
way  of  acquiring  new  jets,"  and 
Wormser  of  Bankers  Trust  says  the 
appeal  of  leasing  is  growing  not 
only  because  it  is  financially  attrac- 
tive but  also  because,  "It  gives  air- 


lines more  flexibility  to  move  into 
markets  more  quickly." 

Deregulation  of  the  airline  indus- 
try has  meant  airlines  can  quickly 
start  flying  new  routes,  but  they 
need  equipment  to  do  it.  Operating 
leases  let  them  acquire  equip- 
ment—and change  it  if  they  need 
more  or  less  capacity  on  a  route. 
Shorter  leases  can  also  ease  the) 
transition  to  new  equipment.  Inj 
September,  for  example,  Delta  Air- 
lines agreed  to  sell  13  DC-8-71  jets 
to  United  Parcel  Service  and  then 
leased  them  back.  Then,  as  Deltai 
takes  delivery  of  the  new  planes  itl 
has  ordered,  it  will  transfer  the  old 
planes  over  to  UPS  over  a  threei 
year  period.  Thus,  Delta  can  maket 
an  orderly  transition  to  its  new  fleeti 
while  UPS  can  slowly  build  up  its 
fleet  of  80  aircraft. 

Because  of  the  growing  impor-i 
tance  of  leasing,  aircraft  manufac- 
turers are  integrating  it  into  their 
sales  process.  Earlier  this  year,  fori 
example,  Airbus  joined  GPA 
Group  Ltd.  of  Ireland  in  a  joint) 
venture  that  ordered  25  of  Airbus 
Industrie's  A-320  jetliners  and  took 
options  on  another  25  in  a  trans- 
action valued  at  $2  billion.  The; 
venture  will  offer  the  aircraft  to  air- 
lines that  want  to  lease  rather  thah 
buy.  Late  last  year,  GPA  also! 
formed  a  partnership  with  Fokker, 
the  Dutch  aircraft  manufacturer, 
and  two  Japanese  firms  to  buy 
and  lease  as  many  as  100  Fokker 
F-100  aircraft.  And  GPA  has  a! 
similar  arrangement  with  McDon- 
nell Douglas  to  purchase  and 
lease  its  MD-83  airliners. 

The  shift  in  emphasis  to  shorter- 
term  leases  requires  different  skills 
on  the  part  of  lessors.  There  is  a 
transformation  occurring  frorr1 
"walkaway"  leasing  to  "asset  man- 
agement," which  means  lessors 
not  only  need  financial  skills,  but 
also  the  ability  to  understanc 
equipment,  maintain  it  and  resell  it. 

General  Electric  Credit  Corp.  is 
one  of  the  lessors  that  has  taker 
several  steps  to  strengthen  its  ca- 
pabilities as  an  asset  manager 
Last  summer,  for  example,  i1 
bought  Genstar  Container  Corp 
which  leases  seagoing  containers 


THE 
BANKOF 
NEW 
YORK 

CAPITAL  MARKETS  DIVISION 
LEASING  SERVICES 

•  Lessee  Advisor 

•  Lease  Syndications 

•  Project  Finance 

•  Lease  Investments 

•  Venture  Leasing 
•Debt 

For  further  information.contact  David  Walsh, 
The  Bank  of  New  York 
48  Wall  Street 
New  York,  New  York  10015 
(212)  530-3363 


The  Code  of  Hammurabi, 
drafted  around  1800  B.C., 
mentions  leasing... 

But  it  forgot  to 
mention  Comdisco. 


Even  3700  years  ago,  Babylonian  businessmen 
knew  that  leasing  equipment— not  owning  it 
made  good  business  sense.  That's  why  today, 
nearly  3,000  customers  worldwide  are  taking 
advantage  of  Comdisco's  expertise.  Comdisco 
can  help  you  design  your  leasing  strategy  as  a 
profitable  form  of  finance,  conserving  capital 
and  making  the  most  of  every  dollar. 

Comdisco  has  the  ability  to  structure  every 
transaction  to  your  advantage.  Our  $7  billion 
leasing  portfolio  includes  a  full  spectrum  of 
high  technology  equipment.  We  plan  our 
leasing  programs  to  provide  the  utmost  in 
convenience  and  flexibility  over  the  term  of 
your  lease. 

Leasing  puts  capital  to  work,  and  has  since 
time  immemorial,  regardless  of  tax  laws.  So 
when  it  comes  to  leasing  high  technology 
equipment  for  your  business's  future, 
consider  Comdisco.  We  didn't  invent  the 
concept,  we  just  refined  it  for  the  next 
millennium.  After  all,  great  ideas  stay 
current  —  as  do  great  companies. 


Comdisco,  Inc. 

6400  Shafer  Court 
Rosemont,  Illinois  60018 

312/698-3000 


Principal  offices  in  the  United  States,  Canada 
Europe,  Latin  America  and  the  Far  East. 


To  Lease 
Or 

Not  To  Lease 
Is  Not 
The  Question... 


But  Rather,  With  Whom.  Today's  high  tech  equipment 

leasing  marketplace  contains  a  myriad  of  leasing  options.  That's  why 
Phoenix  Leasing  has  prepared  a  special  guide  to  help  you  choose  a 
leasing  company. 

Our  guide  is  based  on  fifteen  years  of  experience  in  the  leasing  field  —  and 
high  tech  equipment  acquisitions  of  over  $1  Billion.  Today, 
we  offer  flexible  lease  terms  to  such  diverse 
groups  as  Fortune  1000  companies, 
government  agencies, 
equipment  manufacturers, 
emerging  growth  companies, 
cable  system  operators,  micro 
computer  retailers  and  VARs. 

Choose  your  leasing  partner 
only  after  you've  reviewed  our 
special  guide.  Call  or  write  today 
for  your  free  copy.  800-772-4021  CA 

800-227-2626 


PHOENIX  LEASING 

A  Phoenix  American  Company 


Please  send  me  your  free 
guide,  "11  Questions  to 
Ask  Before  You  Select  a 
Leasing  Partner." 


Return  this  coupon  to: 
PHOENIX  LEASING 
P.O.  Box  2008 
Sao  Rafael,  CA  94912 


Company 


City/State/Zip 


Leasing  the  wrong  size  computer  can  be  a  real  burden. 

When  it  comes  to  teasing  computers,  you  want  the  perfect  system  for 
your  business.  No  more,  no  less.  And  many  leasing  companies  can't  supply 
the  vanety  of  equipment  necessary  to  fit  your  needs. 

But  at  Bell  Atlantic,  we  offer  equipment  m  all  sizes,  to  fit  all  types  of 
businesses.  That's  part  of  being  a  full-service  leasing  company.  So  you'll  never 
be  forced  to  lease  more  or  less  than  you  need,  /pN       ■■  m  mh 

From  leasing  to  servicing  to  refurbish-       D©ll  /^lloiTEIG 
ing,  when  we  say  full  service,  we  mean  business,    Systems  Leasing 

^  1  m  INTERNATIONAL 


Formerly  Greyhound  Capital  Corporation,  stronger  today  as  Bell  Atlantic  Systems  Leasing  International 
Sales  offices  in  Atlanta.  Austin.  Boston.  Chicago,  Dallas,  Houston,  Los  Angeles.  Minneapolis.  New  York.  Philadelphia.  Phoenix  Pittsburgh,  San  Francisco  1-800-528-0358,  OXt.  8806. 


From  equipment  to  financing,  from  asset 
management  to  remarketing  CIS  offers  the  full 
spectrum.  And  we've  been  doing  it  responsively 
for  nearly  two  decades. 

That  makes  CIS  one  of  the  most  experienced, 
successful  and  proven  performers  in  the  leasing 
business.  And  that  makes  things  a  whole  lot  easier 
for  you. 

When  it  comes  to  leasing  you  can  try  to  source 
every  single  need.  Or,  you  can  find  a  single  source 
for  all  your  needs:  CIS.  Give  us  a  call. 

Single  source  leasing. 


eg? 

CIS  Corporation 
One  CIS  Parkway 
Post  Office  Box  4785 
Syracuse,  New  York  13221 
315/437-1900 


New  York  Los  Angeles  San  Francisco  Chicago  Atlanta  Washington  Denver 
Cincinnati  Dallas  Houston   Orlando  St.  Louis  Richmond  Little  Rock 


Household  %  Commercial  w^d/^ 

Household  Commercial 
Financial  Services,  Inc. 
2700  Sanders  Road 
Prospect  Heights,  Illinois  60070 
312.5645000 

  A  HOUSEHOLD 


Let  us  untangle  your 
tax  reform  leasing  problems. 


If  you  have  a  knotty  lease  problem,  bring  it  to 
BankAmeriLease.  Our  professionals  will  design  a 
lease  specifically  for  you.  In  1986,  we  originated  over 
155  transactions  and  placed  them  with  over  40 
investors. To  put  this  experience  to  work  for  you,  call 
us  at  (415)  622-6280. 


BankAmeriLease  Companies 

B.nknfA^.rin.Mruu  BankAmerica  Capital  Markets  Group 

Bank  of  America  NTSSA  *"  c  1987  BankAmerica  Corporation 


suggest  that  a  large  number  of 
manufacturers  are  looking  at  the 
capital  that  they  have  devoted  to 
their  finance  company  activities." 
Some  find  raiders  breathing  down 
their  necks;  others  need  to  raise 
capital.  And  Daleiden  says  the  Fi- 
nancial Accounting  Standards 
Board  is  debating  whether  to  re- 
quire the  balance  sheets  of  captive 
finance  companies  to  be  consoli- 
dated with  the  balance  sheets  of 
the  parent  companies.  That  would 
shift  huge  amounts  of  debt  onto  the 
balance  sheets  of  industrial  com- 
panies, completely  changing  their 
financial  ratios  and  affecting  their 
ability  to  raise  capital.  "I  think  that  is 
going  to  cause  the  parent  compa- 
nies to  look  again  at  whether  they 
want  to  continue  to  have  a  captive 
finance  company,"  Daleiden  says. 
Several  captive  financing  compa- 
nies have  been  sold.  Chase  Man- 
hattan Leasing,  for  example, 
agreed  to  buy  Clark  Equipment 
Credit  Corp.  for  $191  million  last 
November. 


In  the  private  label  seg- 
ment of  the  market,  a 
manufacturer  offers 
leasing,  but  the 
administration  and 
credit  risk  are  handled 
by  a  financial 
services  company. 


On  the  other  hand,  captives  have 
some  advantages.  Dana  Corp.'s 
Shultz  says,  "The  companies  which 
are  primarily  leasing  companies 
are  going  to  have  a  serious  prob- 
lem with  the  AMT,  and  they  may 
have  a  limited  ability  to  write  new 
business.  But  we  are  affiliated  with 
a  very  large  parent  and  our  parent 
is  very  profitable,  and  we  don't  run 
into  those  constraints."  Thus,  the 
fate  of  many  captives  will  depend 
on  the  importance  the  parent  com- 
pany attaches  to  them  as  a  sales 
tool,  and  as  a  profit  center  in  their 
own  right. 

Many  manufacturers  want  to 
have  their  cake  and  eat  it  too:  They 
want  to  offer  lease  financing  to  spur 
sales,  executive  vice  president  of 
Citicorp  Industrial  Credit  Inc.  Rob- 
ert Laughlin  says,  "but  they  don't 
want  to  do  it  themselves.  It  requires 
a  fairly  large  investment  in  systems 
and  infrastructure."  But,  he  notes, 
"There  are  people  around  who  are 
happy  to  do  it  for  a  fee,"  including 
Citicorp.  As  a  result,  he  says  "the 
private  label  segment  of  the  mar- 
ket"— in  which  a  manufacturer  es- 
sentially offers  a  leasing  but  the 
administration  and  credit  risk  are 
handled  by  a  financial  services 
company-"wi!l  grow  relatively  ra- 
pidly." 

It's  not  only  manufacturers  who 
see  the  value  in  private  label  plans 
to  avoid  incurring  the  sizable  pro- 
cessing costs  involved  in  maintain- 
ing a  portfolio  of  leases.  First  Lease 
&  Consulting  Group,  a  subsidiary  of 
Xerox  Credit  Corp.  based  in  Louis- 
ville, Ky.,  is  providing  turnkey  leas- 
ing services  to  several  medium- 


sized  banks.  Last  fall,  for  example, 
First  Lease  signed  up  a  group  of 
banks  in  Kansas  City,  Mo. 

It's  clear  that  there's  not  room  for 
all  the  old  players  in  the  new  leas- 
ing industry,  particularly  as  people 
focus  on  less  tax-sensitive  seg- 
ments of  the  market.  In  vendor 
leasing,  for  example,  Shultz  says, 
"everybody  and  his  brother  have 
decided  that  the  'vendor  products' 
kind  of  business  is  the  way  to  go, 
and  now  we've  got  a  glut  of  people 
in  the  marketplace  that  is  not  that 
much  bigger  than  it  was  four  years 
ago.  So  that's  going  to  create  some 
problems  over  the  next  couple  of 
years  as  this  sorts  itself  out." 

While  Daleiden  sees  "an  increas- 
ing consolidation  of  leasing  com- 
panies in  the  U.S.,"  he  is  optimistic 
about  the  role  of  leasing  as  a  fi- 
nancing technique.  "Tax  legislation 
comes  and  goes,"  he  says.  "Each 
Congress  makes  various  and  sun-i 
dry  changes  in  the  tax  laws.  We've' 
seen  periods  when  there  was  no! 
ITC,  periods  when  there  was  a  7- 
percent  ITC,  10-percent  ITC,  and 
predict  that  we'll  see  a  return  of  the 
ITC.  This  has  been  going  on  wel 
over  20  years  in  the  leasing  indus- 
try." Daleiden  adds,  "My  basic 
premise  is  that  the  leasing  industry 
is  in  the  business  of  supplying  to 
American  business  and  industry  a 
method  by  which  they  acquire 
equipment  with  a  deferred-pay- 
ment arrangement.  The  leasing  in- 
dustry is  always  smart  enough  tc 
figure  out  methods  by  which  we 
can  continue  to  supply  deferred 
payment  programs  for  the  acquisi 
tion  or  use  of  equipment." 

Now  that  the  equipment-leasinc 
industry  has  had  an  opportunity  tc 
examine  the  new  tax  environment 
it  has  completed  its  latest  figuring 
out  process.  As  a  result,  Laughlir 
of  Citicorp  Industrial  Credit  says 
for  those  involved  in  equipmen 
leasing,  "1987  is  going  to  be  th< 
most  interesting  year  that  we'vi 
seen  for  some  time."H 


Harvey  Shapiro  is  a  writer  and 
consultant  in  New  York  City.  He  ha 
written  for  a  number  of  major  na- 
tional publications. 

Designed  By  De  Martino/Schultz  Inc 


THE  INTERNATIONAL 
SOURCE  FOR  LEASE 
FINANCING  AND 
USED  EQUIPMENT. 


•  Specializing  in  IBM 
large  mainframes 
and  peripherals.  

•  Aggressively  seeking 
end-user  transactions. 

•  Offices  throughout 
North  America 

and  Europe.  

•  Call  315-445-2777 


L 

ICS  CYBERNETICS 
$537  KiNNE  ROAD 
OcWin.  NY  13214 


INNOVATIVE  FINANCING  SOLUTIONS 
FOR  TOMORROW'S  BUSINESS.  \ 


The  DCC  signature  has  come  to  represent  commitment  to  service  in  the 
business  of  leasing  and  financing  Whether  you  need  small  ticket  financing  or 
a  joint  venture,  DCC  has  the  resources  to  produce  quick,  flexible,  efficient 
solutions  to  your  most  unique  financing  requests. 

VENDOR  PRODUCTS  DIVISION 

Vendor  Products  is  our  dealer-based  division.  With  27  sales  offices  throughout 
the  country,  our  services  and  expertise  are  available  to  you  where  you  need 
it,  when  you  need  it.  As  the  largest  small  ticket  financing  company  in  the  U.S., 
we  lease  everything  from  office,  interconnect  and  medical  equipment,  to  data 
processing  and  computer  systems. 
MIDDLE  MARKET  DIVISION 

With  interest  in  over  1.5  billion  dollars  of  leased  equipment,  we  have  the  financial 
resources  to  fund  transactions  of  all  sizes.  Realizing  that  no  two  transactions 
are  ever  the  same,  especially  when  it  comes  to  larger  programs,  our  Middle 
Market  Division  has  the  capabilities  to  create  a  program  designed  to  meet 
your  needs. 

NATIONAL  ACCOUNTS  DIVISION 

Our  National  Accounts  Division  allows  major  manufacturers  and  distributors  of 
equipment  to  provide  a  customized  leasing  program  for  their  customers. 
Experienced  professionals  will  team  up  with  you  to  develop  programs  designed 
to  enhance  your  marketing  efforts. 

The  DCC  signature  means  more  than  just  financing  arrangements.  It  stands 
for  a  partnership;  you  and  DCC  working  together  to  develop  leasing  programs 
which  help  your  company  succeed,  both  today  and  tomorrow. 


1X\X  \  COMMERCIAL  CREDIT 


(313)  689-7000 

■ 

a  ^oan^  company 


"Tax  laws  change,  but  not  our 
commitment  to  equipment  financing 


"The  simplification  goal  of  the  Tax 
Reform  Act  of  1986  brings  new  complexity 
to  the  meaning  of  taxation.  The  resulting 
tax  considerations  for  equipment  acquisition 
decisions  are  a  balancing  act.  On  one  side 
you  have  the  advantages  of  accelerated 
depreciation.  On  the  other,  the  Alternative 
Minimum  Tax  implications  of  tax  prefe- 
rences. At  MetLife  Capital  Credit  our  ex- 
perience in  keeping  abreast  of  tax  changes 
spans  three  decades.  And  so  does  our  abili- 
ty to  identify  the  new  opportunities  they 
offer,  and  turn  them  into  new  equipment 
financing  alternatives." 

"As  companies  require  new  equipment, 
they'll  also  need  a  source  for  advantageous 
financing  that  reflects  the  new  realities  of 
taxation.  .  .a  source  committed  to  serving 
customers  for  the  long  haul  —  that's  us." 

MetCredit  is  the  established  source  for 
creative  equipment  financing  now  and  in 
the  future.  Give  us  a  call.  For  solutions 
that  make  good  financial  sense,  were  the 
logical  choice. 

Bill  Waterfteld  '  . 
Vice  President ITax  ^ 
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The  individual  investor 
and  leasing:  Providing  debt 
instead  of  equity. 


Individual  investors  have  played 
a  continuing  role  in  the  growth  of 
equipment  leasing,  but  the  new 
tax  rules  are  changing  that  role 
significantly.  In  past  years,  Ed- 
ward Shultz  of  Dana  Corp.  says, 
"Individuals  have  gotten  togeth- 
er in  large  limited  partnerships" 
and  provided  equity  capital  to 
purchase  equipment  that  was 
put  on  lease.  The  investors  were 
attracted  by  the  ability  to  "enjoy 
the  passive  losses  that  they 
might  get  from  engaging  in  leas- 
ing activity,"  Shultz  says,  "but 
the  new  tax  law  largely  prevents 
them  from  doing  that." 

The  leasing  industry  views  the 
loss  of  this  source  of  equity  capi- 
tal with  mixed  emotions,  Shultz 
adds:  "Those  people  had  a  ten- 
dency not  to  be  profit-motivated, 
and  consequently,  they  have 
driven  prices  negatively.  I  think 


that  their  departure  from  the 
marketplace  is  going  to  have  a 
positive  impact  on  the  people 
who  are  in  the  business  to  pro- 
vide a  service,  to  be  actively  in- 
volved and  to  earn  a  profit  as 
opposed  to  a  tax  shelter." 

While  individuals  can't  get 
much  tax  shelter  by  providing 
equity  capital  for  leasing,  they 
can  supply  the  debt  financing 
needed  by  leasing  companies. 
An  assortment  of  leasing  com- 
panies "is  raising  capital 
through  income  funds,"  notes 
Kenneth  Pontikes  of  Comdisco 
Inc.  These  funds  pool  invest- 
ments from  individual  investors 
looking  for  fixed  returns  and  use 
the  proceeds  to  buy  equipment 
for  lease  to  industrial  compa- 
nies. For  investors  seeking  high 
rates  of  return,  Gus  Constantin 
of  Phoenix  Leasing  says,  "Leas- 


ing comes  out  looking  very  good 
as  an  investment  alternative." 

Pontikes  says  these  leasing 
income  funds  have  to  be  scruti- 
nized carefully.  "I  have  seen 
some  excellent  income  funds, 
where  the  people  have  put  to- 
gether some  good  equipment 
and  have  used  realistic  assump- 
tions," he  says.  But  he  adds  that 
some  funds  "are  out  buying 
business  and  being  very  ag- 
gressive with  their  residual  as- 
sumptions, and  those  that  are 
completely  unrealistic  are  in  a 
danger  area." 

Thus,  investors  can  earn  a 
healthy  return  providing  capital 
to  the  equipment-leasing  indus- 
try, but  they  should  examine  the 
calculations  underlying  the 
promised  returns  to  see  if  the 
forecasts  are  realistic. 


Illustration  By  Enck  De  Martmo 


Marketing 


Edited  by  Jeffrey  A.Traehtenberg 

Today's  marketers  are  learning  that  a  quality  product  doesn't 
necessarily  mean  better  sales.  Consumers  watching  television 
commercials  and  reading  the  ads  want  an  emotional  payoff,  too. 

Beyond  the  hidden 
persuaders 


Iater  this  spring  George  C. 
_  Scott,  tough  as  nails,  will  mtro- 
I  duce  the  new,  French-made, 
five-passenger  1988  Renault  Medal- 
lion to  the  American  public.  Why 
Scott?  Because  market  research 
showed  that  the  actor  famous  for  his 
ramrod  performance  as  General  Pat- 
ton  personifies  strength,  dependabili- 
ty and  honesty — exactly  the  values 
that  car  buyers  do  not  associate  with 
Renault. 

"When  we  got  the  account  18 
months  ago  people  bought  the  car  ba- 
sically because  it  was  cheap,"  says 
Edward  Rosenstein,  executive  re- 
search director  for  Saat- 
chi  &  Saatchi,  Compton. 
"If  the  average  person 
looked  at  three  cars  be- 
fore he  bought  one,  the 
Renault  customer 
shopped  at  nine  places. 
They  wanted  low-cost 
transportation." 

With  Hyundai's  emer- 
gence as  a  strong  com- 
petitor, Renault's  trou- 
bles at  the  low  end  were 
multiplying.  U.S.  sales 
of  the  subcompact  cars 
dropped  to  69,766  units 
last  year,  from  117,878 
in  1985.  Hyundai's  sub- 
compact  sold  168,882 
last  year. 

"We  had  to  give  Re- 
nault a  strong  personali- 

says    Rosenstein.    George  C.  Sec 

t's  what  we  call  user  Toughness 
imagery  or  shared  val-   


ues.  I  find  somebody  to  stand  up  and 
say,  'If  you  want  to  look  like  me,  buy 
that.  If  you  believe  the  same  things  I 
do,  you  should  be  with  me.'  " 

George  C.  Scott  is  a  natural.  He  has 
instant  recognition,  so  viewers  don't 
change  channels.  And  they  use  all  the 
right  words  to  describe  him:  He  has 
integrity,  he's  tough,  he's  direct,  and 
he  doesn't  he.  "Our  research  showed 
that  Renault  buyers  wanted  a  tough, 
honest  car,"  says  Rosenstein.  "Scott 
stands  for  the  car.  After  a  while,  we 
hope,  the  car  stands  on  its  own." 

There  is  only  so  much  that  percep- 
tive research  and  clever  advertising 


>tt  with  the  1988  Renault  Medallion 
and  integrity — like  General  Patton. 


can  do,  of  course.  Scott  may  give  Re- 
nault a  temporary  sales  kick,  but  the 
car's  quality,  performance  and  service 
must  still  make  it  in  the  market.  But 
the  chance  for  a  sales  kick  rests 
squarely  on  a  new,  more  sophisticated 
generation  of  motivators  now  work- 
ing on  Madison  Avenue. 

Thirty  years  ago  Vance  Packard 
wrote  The  Hidden  Persuaders,  about 
marketers  like  Ernest  Dichter  and 
Pierre  Martineau,  who  used  psycho- 
logical insights  for  building  sales.  Ex- 
ample: Women  would  pay  25  cents  for 
a  bar  of  soap  that  made  their  hands 
clean  but  $2.50  for  a  bar  of  soap  that 
promised  to  make  their 
hands  beautiful.  Selling 
plain  soap  was  peddling 
product  performance. 
But  add  some  skin  cream 
and  you  are  selling  hope 
—  psychologically  more 
powerful,  economically 
more  profitable. 

Many  of  the  tools 
Madison  Avenue's  new 
motivators  use  would  be 
familiar  to  Packard.  The 
Thematic  Apperception 
Test,  for  example,  is  still 
with  us.  But  it  has  been 
sharpened  by  experience 
to  tap  more  efficiently 
emotions  and  feelings 
about  products  that 
many  of  us  are  normally 
unable  or  unwilling  to 
share.  The  tests  are  long- 
er these  days,  the  ques- 
tions more  detailed.  Ai 
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Stills  from  A£-P's  "We  built  a  proud  new  feeling"  campaign 
A  rock  sound  track,  smiling  faces  and  fresh  oranges. 


consumer  is  shown  common  im- 
ages— the  silhouette  of  a  woman 
smoking,  say — and  is  asked  to  explain 
not  only  who  that  woman  is  and  how 
she  feels  about  herself  but  also  what 
kind  of  work  she  does  and  why  she  is 
smoking  that  brand.  Other  research 
relies  on  sentence  completion  tech- 
niques. Example:  "When  I  see  a  new 
Renault  I  feel.  .  .  ." 

So-called  focus  groups  remain  an 
important  tool,  too.  Madison  Avenue 
is  dotted  with  custom-built  confer- 
ence rooms  equipped  with  one-way 
mirrors  so  market  researchers  can 
watch  panels  of  ordinary  shoppers 
who  are  paid  a  small  fee  to  sit  and 
discuss  how  they  use  various  prod- 
ucts and  what  their  feelings  are  to- 
ward different  brands. 

But  the  scale  and  sophistication  of 
it  all  is  beyond  anything  Packard 
could  report.  Today  every  major  ad 
agency  has  a  research  department  that 
keeps  sociologists  or  psychologists  or 
anthropologists  on  retainer.  Jack  Hon- 
omichl,  research  columnist  iox  Adver- 
tising Age,  estimates 
that  total  1985  spend- 
ing inside  the  U.S.  on 
advertising,  market- 
ing and  public  opin- 
ion research  was  $2 
billion.  Thanks  to  ad- 
vances in  the  social 
sciences  and  the  ad- 
vent of  personal  com- 
puters, there  is  not 
only  more  informa- 
tion available  to  re- 
searchers today  than 
30  years  ago,  but  that 
information  is  ana- 
lyzed far  faster  and  in 
greater  detail. 

At  a  time  when 
most  top  products 
perform  pretty  much 
at  the  same  level, 
making  a  unique 
promise  hard  to  keep, 
the  brand  that  sells 


best  is  frequently  the  one  that  makes 
the  right  emotional  contact  with  its 
users.  One  example:  the  Anheuser- 
Busch  "Making  friends  is  our  busi- 
ness" campaign — lively  commercials 
using  a  wholesome  montage  of  wed- 
dings, graduation  scenes,  neighbor- 
hood bars,  all  involving  family  and 
friends  sharing  important  moments 
together.  Focus  groups  had  revealed 
that  beer  drinkers  considered  bonding 
with  others  an  important  part  of  their 
relationship  with  beer.  Hence  a  com- 
mercial that  sells  the  beer  with  friend- 
ship, family  warmth  and  affection. 

Look  again  at  the  zippy  new  A&P 
commercials  airing  nationwide,  with 
the  theme  "We  built  a  proud  new 
feeling  at  A&P."  Backed  by  a  driving 
rock  sound  track  are  powerful  im- 
ages— an  A&P  truck  unloading  at 
dawn,  smiling  employees,  a  reference 
to  warehouse  prices,  glistening  close- 
ups  of  fresh  produce  and  live  lobsters, 
and  clean,  well-lit  aisles. 

These  commercials  are  the  product 
of  a  variety  of  surprisingly  extensive 


ibrrlantfe  rust  seem  to  gel  better  with    add  a  glr 
Yi>u  see.  what  makes  them  weai        coddle  ii 
u  what  makes  them  l™>k  fpod  Aj 
We  handsew  them  beuuse  yo"H 
no  machine  can  do  the  job  We      ^7V=1  solid  braw  eyeleu 
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And  if  som 
day  yean  horn  n 


A  Timberland  print  ad  featuring  a  fire-year-old  shoe 
Giving  the  customers  what  they  say  they  want — reliability  and 
durability,  not  glamour. 


motivational  research  techniques,  in- 
cluding Thematic  Apperception  Tests 
and  sentence  completion  tests.  Con- 
sumers were  shown  a  simple  sketch 
of  a  woman  about  to  enter  a  super- 
market. They  were  asked  what  the 
woman  was  thinking  and  how  she 
felt.  In  another  test,  subjects  were 
shown  photographs  of  people,  told 
they  depicted  both  A&P  customers 
and  those  who  shopped  elsewhere, 
and  were  then  asked  to  separate  the 
pictures  into  the  two  groups  and  ex- 
plain why.  Some  subjects  were  also 
asked  to  imagine  A&P  as  a  person:  Is 
it  a  man  or  a  woman;  what  kind  of 
work  does  he  or  she  do? 

The  results  were  not  the  stuff  of 
happy  A&P  marketing  conferences. 
The  tests  showed  that  consumers 
consider  supermarket  shopping  to  be 
drudgery  and  that  the  A&P  chain,  in 
particular,  was  seen  as  a  grandmother 
who  is  a  bit  corny  and  behind  the 
times.  Perhaps  worse,  its  stores  were 
considered  more  expensive  and  less 
efficient  than  the  competition's. 

These  depressing 
answers  explain  why 
the  new  commercials 
show  A&P  employ- 
ees as  a  young,  up- 
beat, enthusiastic 
crew  that  takes  pride 
in  its  work.  The  ads 
purposefully  portray 
the  pleasure  in  shop- 
ping at  A&P's  clean, 
well-lit  and  beautiful- 
ly stocked  stores. 

All  fairly  straight- 
forward. But  the  psy- 
chological motiva- 
tions that  underlie 
consumer  buying  pat- 
terns are  frequently 
more  complex.  Con- 
sider diet  drinks.  Ev- 
erybody knows  that 
customers  drink  diet 
sodas  because  they 
want      to  control 
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'Management's  job  is  to  see  the  company  not  as  it  is. . . 

but  as  it  can  become."  —  John  W.  Teets,  Chairman 


One  of  the  major  strengths  at 
Greyhound  is  our  ability  to  view  the 
company  objectively. 

Only  in  this  way  can  we  renew 
our  company,  making  certain  that  the 
Greyhound  of  tomorrow  is  not  just  differ- 
ent, but  Defter  than  the  Greyhound 
of  today. 


The  combination  of  divesting  rric 
ginal  businesses  (we've  sold  14  of  the 
in  the  last  three  years  alone) ...  the 
acquiring  of  new  companies  that  mee 
our  15%  ROE  goal . . .  and  the  restruc 
turing  of  our  mature  businesses  . . .  ii 
a  winning  formula  for  revitalization. 


To  learn  more  about  where  the 
'5yhound  dog  is  running  these  days, 
te  us  for  an  annual  report.  The  new 
|3yhound  . . .  it's  getting  sleeker, 
lirper,  more  defined  in  muscle  and 
[ew.  And  has  been  tempered  by  fire. 


The  Greyhound  Corporation 

Greyhound  Tower,  Phoenix,  Arizona  85077 

A  $2>2-billion,  multi-industry  company  offering: 

•  Consumer  Products 

•  Financial  Services 

•  Services 

•  Transportation  &  Manufacturing 


1 
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Tf.w  "Everybody's  got  to  Diet  Rite"  campaign  starring  Tony  Danza 

Dieters  as  vulnerable  human  beings,  not  impossibly  beautiful  women  in  skimpy  bathing  suits. 


weight.  But  knowing  how  to  sell  that 
customer  means  understanding  not 
only  why  so  many  Americans  overeat 
but  also  why  dieting  so  frequently 
fails.  Those  were  the  challenges  fac- 
ing Diet  Rite,  a  Royal  Crown  Cola 
product  with  an  ad  budget  of  $6  mil- 
lion and  a  distant  0.8%  market  share, 
well  behind  Diet  Pepsi  and  Diet  Coke. 
Diet  Rite  had  tried  ads  that  pushed 
taste,  lower  price,  even  its  low  calorie 
content,  but  had  not  found  an  effec- 
tive way  to  distinguish  the  product 
from  its  powerful  competitors'.  It  was 
looking  for  an  emotional  hook. 

So  Diet  Rite's  agency,  DFS  Dorland, 
began  by  interviewing  dozens  of 
women  who  were  dieters.  The  inter- 
viewers, clinical  psychologists,  re- 
ported that  these  women  were  con- 
vinced their  bodies  were  unattractive, 
or  they  used  food  as  a  substitute  for  a 
balanced  family  life,  or  they  were 
raised  in  homes  where  food  was  used 
as  a  punishment  or  reward.  All  said 
they  felt  dieting  was  difficult  and 
made  them  feel  more  vulnerable. 

On  the  basis  of  these  interviews, 
DFS  Dorland's  research  and  planning 
department  recommended  that  the 
Diet  Rite  campaign  not  show  gor- 
geous women  in  skimpy  bathing  suits 
because  women  with  poor  self-images 
could  not  relate  to  them.  The  agency 
also  decided  that  viewers  would  em- 


pathize with  other  dieters  who  ap- 
peared vulnerable  and  hardworking. 

The  result  is  a  campaign  that  first 
featured  the  actor  Lee  (The  Tall  Guy) 
Majors  working  out  and  being  goaded 
by  a  younger,  obviously  more  fit, 
woman.  He  tells  her  he's  lost  5 
pounds.  She  says  lose  5  more.  He 
sweats,  he  suffers,  and  you  know  he's 
vulnerable  from  all  the  wincing.  At 
the  end  he  gets  a  wink  or  a  pinch,  and 
that's  the  reward.  The  payoff  is  not 
exaggerated. 

The  latest  Diet  Rite  commercials 
show  Tony  Danza,  the  "dem"  and 
"dose"  star  of  Taxi  and  Who's  the  Boss, 
with  an  easy  smile  and  an  open  face. 
In  one  of  the  most  effective  spots, 
Danza,  a  bit  overweight,  is  coaching  a 
girl's  softball  team.  With  his  team 
down  24  to  0,  the  girls  ask  him  to 
play,  and  soon  he's  sweating  and 
lurching  around  the  bases.  "His  mind 
is  alert,  his  body  is  shot,"  one  girl  says 
to  a  teammate.  Again,  humor  and  vul- 
nerability, not  perfection.  Through- 
out, Danza  is  drinking  Diet  Rite. 

Market  research  also  led  to  the 
Timberland  print  ads  created  by 
SSC&B.  Although  these  rugged  shoes 
have  gained  fashion  cachet  in  recent 
years,  SSC&B's  research  showed  con- 
sumers bought  the  shoes  because  they 
thought  they  were  durable. 

"We  also  found  consumers  believed 


their  Timberland  shoes  improved 
with  age,"  says  Florence  Friedman, 
senior  vice  president/director  of  re- 
search and  consumer  information  for 
SSC&B.  The  result:  SSC&B  resisted  a 
campaign  that  presented  Timberland 
shoes  as  fashion  accessories  and  in- 
stead emphasized  how  long  consum- 
ers could  expect  to  own  their  shoes. 

Sometimes,  too,  a  research  insight 
is  at  odds  with  conventional  consum- 
er wisdom.  FCB/Leber  Katz  Partners 
discovered  that  women  have  begun  to 
feel  less  competitive  with  each  other 
and  have  begun  to  like  each  other 
more.  The  agency  used  that  discovery 
to  create  its  award-winning  Pantene 
shampoo  and  conditioner  commer- 
cial, which  begins  with  a  lovely  ac- 
tress looking  straight  at  the  viewer 
and  saying,  "Don't  hate  me  because 
I'm  beautiful." 

"The  difference  in  this  commercial 
is  that  this  woman  is  speaking  as  a 
friend,  not  as  an  expert  or  a  spokesper- 
son," says  Laurel  Cutler,  the  agency's 
vice  chairman  and  director.  "There  is 
also  a  bit  at  the  end  of  this  commer- 
cial in  which  the  viewer  is  told  that 
Pantene  won't  perform  miracles  over- 
night, that  the  improvements  will 
come  gradually.  Women  have  seen 
dozens  and  dozens  of  hair  product 
commercials  that  promised  the 
world.  We  didn't  do  that  here."  ■ 


/  :utene's  "Don't  hate  me  became  I'm  beautiful"  campaign 
Women,  it  turns  out,  are  liking  each  other  more. 
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Determination  is  a  powerful  asset 


Total  Assets,  $8.7  Billion.  Revenues,  $3.2  Billion.  Shareholders'  Equity,  $2.4  Billion. 


General 


America's  Largest  Reinsurance  Group 


©1987  General  Re  Corporation,  Financial  Centre,  Stamford,  CT 


Science  &  Technology 


Edited  by  Gail  Bronson 


Scientists  are  transforming  computer  tech- 
nology into  tools  to  make  the  lives  of  the 
physically  disabled  more  manageable. 

In  the  blink 

of  an  eye 


Electronics 


To  look  at  him, 
Scott  Luber,  27, 
seems  a  typical 
accountant,  as  he  toils  over  financial 
spreadsheets  using  an  IBM  computer 
and  Lotus  1-2-3  software.  But  unlike 
his  colleagues  at  Seidman  &  Seidman 
in  Madison,  Wis.,  Luber  never  leaves 
his  seat — because  he  can't.  Crippled 
by  muscular  dystrophy,  Luber  has 


limited  control  of  his  hands  and  fin- 
gers. But  a  $10,000  custom  computer 
and  desk  allow  him  to  function  like  a 
normal  person.  "Without  it,"  says 
Luber,  "I  would  never  have  gotten 
this  job." 

As  the  pace  of  microchip  develop- 
ment quickens,  a  small  but  growing 
number  of  the  nation's  18  million 
physically  impaired  adults  between 


16  and  64  are  once  again  becoming 
able  to  read,  write  and  talk.  That  in 
turn  promises  enormous  benefit  not 
only  to  themselves  but  also  to  their 
employers  and  to  society  as  a  whole 
(see  box,  p.  142). 

Many  computer  applications  for 
handicapped  users  are  spinoffs  of 
products  marketed  initially  by  com- 
puter firms  to  the  able-bodied  popula- 
tion. For  instance,  IBM  has  adapted  a 
computer  mouse,  ordinarily  used  to  i 
move  a  cursor  on  the  screen  without 
touching  the  keyboard,  so  that  a  blind 
person  can  "read"  a  computer  screen 
through  electronic  impulses  fed  back 
to  his  fingertips. 

Darth  Vader-sounding  voice  output 
from  computers  has  long  been  a  gim- 
micky product  for  the  general  market. 
But  for  the  blind,  speech  synthesis  is 
becoming  a  preferred  method  for  get- 
ting information  into  and  out  of  com- 
puters. Now  Tufts  University  scien- 
tists have  devised  a  way  to  splice  and 
reconstruct  the  spoken  word  so  that  it 
sounds  human. 

The  key,  it  turns  out,  is  diphones- 
the  transitions  between  individual 
vocal  sounds  uttered  to  create  words, 
such  as  the  sound  between  "ca"  and 
"at"  for  cat.  It  took  Tufts  researchers 
four  years  to  capture  1,600  diphones 
on  magnetic  tape  and  digitally  trans- 
fer them  to  the  computer.  Later  this 
spring    Adaptive  Communications 

James  SchnepWheeler  Picn 


Accountant  Scott  Luber.  whose  electronic  aids  overcome  his  physical  constraints 
"People  told  me  I  couldn't  handle  the  work,  and  I  didn't  believe  them." 
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aircraft  is  reactinq 
pings  its  pilot  hasn't 
n  yet. 


lllied 


Signal 

Technologies 


technology:  Bendix 
digital  flight  controls,  the 
first  all-digital  fly-by-wire 
flight  control  computer 
system  in  a  production 
aircraft,  will  be  intro- 
duced on  new  F-16C/D. 


benefit:  automated 
aircraft  reaction  in  low 
level  terrain-following 
and  other  demanding 
situations,  better  mission 
capabilities,  greater 
flexibility,  lower  life 
cycle  cost,  less  weight. 


future:  will  be  basis  for 
integrated  avionics,  flight  and 
engine  controls  for  advanced 
technology  fighters. 
Allied-Signal  advanced 
technologies — focused  on 
aerospace,  electronics, 
automotive  products,  and 
engineered  materials. 
forfacts,call  1-800-243-8160. 


C  1987  Allied-Signal  Inc.,  PO  Box  2245R,  Morrislown,  NJ  07960. 


Genius  unbound 


Past  Cambridge  University's  King's  College,  where 
dozens  of  bicycles  lean  against  time-blackened, 
15th-century  walls,  a  dim  courtyard  off  Silver  Street 
houses  the  Department  of  Applied  Mathematics  & 
Theoretical  Physics. 

There,  in  a  cluttered,  dank  office,  one  of  the  true 
geniuses  of  20th-century  science  quietly  goes  about  his 
daily  work  of  pondering  the  universe.  He  is  Stephen 
Hawking,  45,  the  world's  greatest  theoretical  physicist. 

Hawking  is  revered  by  colleagues  as  a  latter-day  Al- 
bert Einstein.  His  ability  to  fathom  the  unfathomable 
has  led  to  profound  scientific  contributions.  In  1969  he 
proved  mathematically  that  matter  is  crushed  out  of 
existence  in  the  center  of  black  holes,  then  went  on  to 
argue  that  the  black  holes 
must  remain  static  or  expand 
as  they  absorb  new  matter. 
Having  invented  the  classic 
theory,  he  next  set  about 
proving  an  exception — that 
the  theory  of  quantum  me- 
chanics allows  for  small 
black  holes  to  evaporate  as 
they  release  particles. 

As  if  the  stuff  of  his 
thoughts  were  not  dazzling 
enough,  the  greater  wonder 
is  that  Hawking  can  commu- 
nicate it.  For  more  than  20 
years  this  seminal  thinker 
has  suffered  from  amyotro- 
phic lateral  sclerosis,  a  pro- 
gressively debilitating,  ulti- 
mately fatal  nerve  disease 
that  strips  its  victims  of  the 
ability  to  walk,  talk  and 
eventually  move  even  a  fin- 
ger. For  a  decade,  Hawking 
has  been  wheelchair  bound. 
Two  years  ago  he  lost  his 
ability  to  speak  altogether. 

But  Hawking  keeps  right 
on  thinking  and  communi- 
cating from  within  his  bodily 
prison,  and  for  that  both  he 
and  the  world  can  thank  the 
advances  of  computer  tech- 
nology and  bionic  medicine. 
At  the  office,  Hawking  writes  and  talks  through  an  IBM 
personal  computer  equipped  with  a  voice  synthesizer 
and  custom-designed  communications  software.  Out- 
side the  university,  he  uses  a  battery-operated  comput- 
er with  a  small,  liquid  crystal  screen  and  a  voice  synthe- 
sizer that  is  mounted  beneath  the  seat  of  his  motorized 
wheelchair. 

To  start  his  desktop  computer,  Hawking  moves  his 
thumb  (one  of  the  few  remaining  activities  he  can 
perform)  to  press  a  button  on  a  box  that  an  assistant 
places  in  the  palm  of  his  hand.  A  menu  of  letters  and 
words  appears  on  the  computer  screen.  Hawking  press- 
. mother  button  to  move  his  cursor  to  the  desired 
words  which  then  slowly  appear  as  complete  sentences 
he  bottom  of  the  screen.  Another  movement  from 


Theoretical  physicist  Stephen  Hawking 
Dazzling  insights  from  a  crippled  body 


his  thumb  sends  the  sentence  to  a  built-in  voice  synthe- 
sizer, which  generates  speech.  During  a  recent  inter- 
view with  Forbes,  Hawking  pressed  on  his  box  several 
times  until  the  disembodied  voice  asked,  "Can  I  have 
some  tea?"  A  nurse  and  an  assistant  fed  him  some, 
made  him  more  comfortable  in  his  wheelchair,  and 
reticd  a  shoe  that  had  fallen  off  a  bent  foot. 

Hawking  actually  sees  some  good  in  his  disabilities. 
"They  have  helped  me  in  a  way,  by  shielding  me  from 
lecturing  and  administrative  work,"  he  says,  leaving 
him  more  time  to  think.  "Science  is  a  very  good  area  for 
disabled  people,  because  it  is  mainly  in  the  mind." 

Even  by  the  standards  of  the  able-bodied,  Hawking  is 
astonishingly  active.  During  the  last  year,  he  flew  to 

Chicago,  Paris,  Goteborg  and 
Rome  to  present  papers  to 
scholarly  audiences  that  lis- 
tened attentively  to  the  ut- 
terances of  his  voice  synthe- 
sizer. As  a  general  rule,  his 
wife  and  the  youngest  of  his 
three  children  travel  with 
him,  as  do  a  nurse  and  an 
assistant.  He  usually  takes 
time  to  relax  and  sightsee 
during  such  travels,  as  he  did 
last  September  when  he  was 
inducted  into  the  Vatican's 
Pontifical  Academy  of  Sci- 
ence in  Rome. 

Hawking's  daily  activities 
are  similar  to  those  of  many 
other  professors.  It  is  how  he 
goes  about  them  that  differs. 
Each  morning  a  nurse  ap- 
pears at  his  four-bedroom 
apartment  on  the  ground 
floor  of  a  college  house.  She 
walks  beside  his  motorized 
wheelchair  to  Hawking's  Sil- 
ver Street  office,  half  a  mile 
away.  Once  there,  Hawking 
may  ask  an  assistant  to  pho- 
tocopy the  pages  of  journals 
or  abstracts  he  wants  to  read. 
The  assistant  then  places  the 
pages  before  him,  one  after 
another,  as  he  reads  the 
words.  Afternoons  are  spent  on  thinking  and  writing. 
Hawking  is  currently  working  on  the  third  revision  of 
his  book  From  Big  Bang  to  Black  Holes:  A  Short  History  of 
Time.  On  weekends  he  works  on  a  computer  in  his 
bedroom. 

Does  the  magnitude  of  his  physical  handicap  depress 
him?  "If  you  are  disabled  physically,  you  cannot  afford 
to  be  disabled  psychologically,"  Hawking  replies. 

Inevitably,  Hawking  is  a  triumphant  example  of  what 
the  severely  handicapped  can  achieve  in  life.  But  at 
Cambridge  his  place  is  larger  still  because  of  his  contri- 
butions to  science.  In  1979  the  university  bestowed 
upon  him  its  ultimate  accolade — tenured  professorship 
as  holder  of  the  very  chair  that  Sir  Isaac  Newton  held 
almost  300  years  ago. — Richard  C.  Morais 
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Systems  of  Clinton,  Pa.  will  begin 
selling  a  female  voice  package  based 
on  the  Tufts  work. 

Meanwhile,  scientists  at  the  Veter- 
ans Administration  Hospital  in 
Hines,  111.  are  modifying  Texas  Instru- 
ments' old  Magic  Wand  Speaking 
Reader  toy — originally  developed  in 
the  1970s  to  teach  sighted  children  to 
read — to  teach  blind  people  Braille. 
The  task  is  difficult  at  any  age,  much 
less  at  55,  the  average  age  when  adults 
who  go  blind  lose  their  sight. 
The  product  involves  moving  a 
light-scanning  wand  across  a 
bar  code  beneath  each  Braille 
word  in  a  book.  The  wand,  con- 
nected to  a  microprocessor,  trig- 
gers a  voice  synthesizer  to  speak 
each  word  as  the  blind  person 
reads  the  Braille. 

Numerous  electronic  devices 
are  now  commonly  available  for 
handicapped  people  who  retain 
enough  motor  control  to  oper- 
ate a  personal  computer. 
Among  the  latest  in  elegant 
switches  is  one  from  Zygo  In- 
dustries, of  Portland,  Ore., 
which  next  month  will  begin 
marketing  software  designed  by 
Northwestern  University  re- 
searchers. The  program  allows 
anyone  capable  of  even  the  tini- 
est movement,  such  as  wiggling 
a  toe,  to  manipulate  an  elec- 
tronic "switch"  that  spells  out 
words  on  a  portable  Epson  com- 
puter screen.  Says  Geraldme 
Reardon,  Zygo's  marketing  di- 
rector, "It's  another  strategy  to 
allow  nonspeaking  people 
locked  in  their  bodies  to  get  out 
what's  in  their  brain  to  others — 
to  say,  'I'm  in  pain'  or  'This 
medication  isn't  working.'  " 

Another  device,  the  $3,000 
EyeTyper  system,  developed  by 
Sentient  Systems  Technology 
Inc.  of  Pittsburgh,  uses  a  camera 
to  measure  the  reflected  light 
off  the  cornea  of  the  operator's 
eye.  By  calculating  the  geomet- 
ric position  of  the  reflected  light 
in  relation  to  the  pupil,  the  cam- 
era determines  precisely  where 
the  eye  is  looking.  A  person 
stares  at  an  image — a  word, 
character  or  picture — on  the 
EyeTyper's  front  panel  for  as  lit- 
;  tie  as  half  a  second  and  that 
image  is  automatically  revealed 
on  a  liquid  crystal  display.  At 


the  same  time,  a  voice  synthesizer 
identifies  the  image.  "You  basically 
are  pushing  a  button  with  your  eye," 
says  Gary  Kiliany,  Sentient  Systems 
vice  president. 

Erich  Sutter,  a  scientist  at  the 
Smith  Kettlewell  Eye  Research  Foun- 
dation of  San  Francisco,  is  researching 
an  even  more  exotic  "eye  gaze"  key- 
board. The  device  uses  brain  waves 
sent  through  electrodes  on  the  scalp 
to  determine  where  a  person  is  look- 
ing on  a  keyboard  computer  screen. 
Sutter's  only  major  problem  is  getting 
clear  brain  signals  that  can  be  differ- 
entiated from  noise  generated  by  a 
patient's  muscles. 

Even    such    familiar    devices  as 


an 


At  top,  student  Donald  Mitkey  tests  a  device  to  help 
hi hul people  reach  their  destinatiom.  Below,  poet  Neil 
Marcus  controls  his  computer  through  brain  signals 
sent  through  electrodes. 


wheelchairs  are  being  souped  up  us- 
ing microprocessors  and  sophisticated 
computer  design.  John  Trimble,  from 
the  Veterans  Administration  Hospital 
in  Hines,  111.,  working  with  a  team  of 
professors,  recently  developed  the 
mathematical  equations  and  design 
concept  necessary  to  create,  not  a  new 
wheelchair,  but  a  chair  with  movable 
legs.  The  chair's  walking  motion  is 
controlled  by  a  microprocessor.  The 
four  legs  are  designed  like  human 
ones,  with  knees,  hips  and  ankle 
joints.  "It  should  walk  like  any  other 
four-legged  animal,  up  and  down 
stairs,  and  even  on  snow,"  says  Trim- 
ble, who  will  present  his  research  at 
industry  panel  in  Washington, 
D.C.  in  late  March. 

Trimble  will  also  field-test 
this  year  a  directional  and  dis- 
tance aid  for  the  blind.  The  so- 
called  dead-reckoning  naviga- 
tional device  is  capable  of  mem- 
orizing up  to  12  routes  to  any 
destination,  based  on  the  num- 
ber of  steps  taken  in  each  direc- 
tion. If  a  person  veers  off  course, 
the  device  issues  an  audible 
warning  that  becomes  softer  as 
he  returns  to  the  correct  route. 
The  system  employs  an  inex- 
pensive electronic  compass  de- 
veloped by  the  National  Aero- 
nautics &  Space  Administration 
several  years  ago  for  use  in  air- 
craft. "We've  known  that  navi- 
gation is  a  serious  problem  for 
the  blind,  but  we  didn't  have 
any  good  solution  until  I  read 
about  the  NASA  project,"  says 
Trimble. 

All  these  developments  are 
good  news  for  disabled  people 
like  Scott  Luber,  the  accoun- 
tant, who  was  lucky  enough  to 
have  a  state  agency  help  defray 
the  cost  of  his  technological 
support  system.  But  for  the 
most  part  the  nation's  physical- 
ly impaired  remain  either 
trapped  or  restrained  by  cripple :' 
bodies  because  prices  are  high 
and  the  marketing  of  these  new, 
expensive  products  remains 
limited. 

For  now  at  least,  major  com- 
panies don't  seem  particularly 
interested  in  marketing  the  new 
devices,  preferring  instead  tc 
concentrate  on  serving  estab- 
lished markets  and  existing  cus- 
tomers. Too  bad  for  them. 
While  the  giants  dawdle,  small- 
er entrepreneurial  firms  are 
starting  to  build  businesses — 
and  the  disabled  are  beginning 
to  benefit.  — G.B. 
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be  apart  for  long.  And  in  Fort  Collins, 
Colorado,  they  seldom  are,  because  the 
city's  Meridian  SL-1*  Integrated  Services 
Network  is  more  than  a  PBX.  It's  a  way  to 
know  which  boy  belongs  to  which  bike. 
And  more. 

It  networks  200  workstations,  two  DEC 
and  two  Hewlett-Packard  minicomputers, 
a  Sperry  mainframe  and,  of  course,  their 
entire  phone  system.  And  it  prepares 
them  for  a  future  where  sharing  voice, 
data,  text  and  image  will  be  as  easy  as 
using  a  phone.  Call  (800)  328-8800. 


northern 
fefecom 
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Dublin  real  estate  agents  recognize  the 
impulse.  A  visiting  Yank  walks  in  and  asks: 
"How  much  is  that  cottage  in  the  window?" 


A  place  in 
the  soft  rain 


By  Arthur  Jones 


Like  many  another  Irish-American 
I  who  falls  in  love  with  the  land  of 
his  forebears,  Washington,  D.C.  con- 


his  own  place  in  Ireland — a  thatched 
white  cottage  overlooking  Galway 
Bay,  perhaps. 

McGinn  spent  a  decade  looking  for 
his  dream  cottage  but  never  found  it. 


sultant  Michael  McGinn  dreamed  of    Instead,  three  years  ago,  he  and  wife 


Judy  bought  400-year-old  Mallow 
Castle,  a  famous  Irish  Elizabethan 
country  home  20  miles  north  of  Cork 
noted,  among  other  things,  for  its  rare 
herd  of  white  fallow  deer. 

"I  blame  an  English  friend  of  mine 
married  to  an  Irishman,"  said  former 
U.S.  Navy  man  McGinn,  who  visited 
Ireland  often  in  the  1970s  when  sta- 
tioned in  Britain.  "She  had  been  tell- 
ing me  for  years,  'Don't  invest  in  Ire- 
land. Inflation  is  horrendous,  taxes 
are  outrageous,  the  weather  is  dread- 
ful.' "  To  prove  her  point,  she  sent 
McGinn  some  literature  about  a  new 
residential  property  tax. 

But  included  was  an  article  on  Mal- 
low Castle,  and  caution  went  to  the 
winds.  The  McGinns  sold  one  of  their 
two  houses  on  Capitol  Hill,  took  out  a 
mortgage  and  plunged  in.  After  all, 
the  cost  for  the  40-room  estate  on  40 
acres  was  only  about  the  price  of  a 
three-bedroom  co-op  on  Manhattan's 
East  Side— $750,000.  Including  the 
white  deer. 

With  the  Irish  economy  soft  and 
exports  of  its  most  famous  product, 
people,  again  rising,  Irish  real  estate  is 
dropping  faster  than  pints  at  pub-clos- 
ing time.  Land  now  sells  for  around 
$1,700  an  acre,  compared  with  $4,400 
three  years  ago,  says  Denis  Mahony, 
of  Keane  Mahony  Smith,  Dublin  real 


 *■.--., 


tichael  McGinn  and  some  of  his  white  fallow  deer  on  the  grounds  of  Mallow  Castle,  north  of  Cork 
The  price  for  40  rooms,  40  acres,  deer  and  all:  $750,000. 
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There's  never 
peen  an  SLR  cam- 
era that  does  so 
much,  so  well,  so 
easily  The  EOS  650, 
with  its  revolutionary 
[Electronic  Optical 
!>ystem,  is  the  ultimate 
iutofocus  SLR,  faster, 
i^uieter  and  more  sensitive  than  ever 
before.  And  easier:  Select  the  "Green 
tone,"  and  you've  got  pure  photo- 
graphic fun,  with  EOS  doing  everything 
out  pressing  the  shutter.  Other  settings 
vill  awe  the  most  experienced  photog- 
iapher,  allowing  unparalleled  creativity. 


■  ■  ■  ■ 

with  varying  degrees  of  programmable 
automation,  and  full  manual  control. 

EOS  is  autofocus  like  never  before, 
with  computerized  Canon  EF  lenses 
that  actually  communicate 
electronically  with  the  camera 
body.  Faster,  more  responsive 
autofocusing  is  the 
result,  even  in  low  light 
In  fact,  with  EOS  dedi- 
cated speedlites,  you 
can  shoot  perfectly 
sharp  pictures  even  in 


With  optional 
Speedlite420EZ. 
you  can  create 
optical  magic— as 
well  as  shoot 
great  flash  photos' 


total  darkness. 

EOS  Evaluative 
Metering  interprets 
a  scene  the  way 
you  do  for  breath- 
takingly  accurate 
automatic  exposure  control. 
And  only  the  EOS  650  combines 
autofocus  and  exposure  data,  letting 
you  pre-select  background  sharpness 
Film  handling  is  totally  automatic 
with  EOS,  too.  You'll  never  miss  high 
speed  action,  because  you  can  shoot 
at  up  to  3  frames 
per  second  with  its 
built-in  motor  drive. 

Yes.  the  best  of 
photography  finally 
comes  easily.  Canon 
EOS.  It's  much 
more  than  a 
camera's  ever  been. 
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Ask  lor  details  at  participating  Canon  dealers  and  retailers 
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estate  agents.  Country 
manors  and  city  houses 
sell  for  prices  not  seen  in 
years.  Some  samples: 

•  The  four- bedroom 
Victorian  mansion  on  15 
acres  where  Oscar  Wilde 
was  raised  is  available  for 
about  $375,000,  including 
staff  cottage  and  half-acre 
frontage  on  Mayo's  famed 
Lough  Cornb. 

•  The  five-bedroom  St. 
John's  House,  in  County 
Roscommon,  built  by  Oli- 
ver Goldsmith's  brother- 
in-law,  Daniel  Hudson,  in 
1770,  is  listed  at  less  than 
$70,000.  (On  a  clear  day 
the  views  of  Lough  Ree 
are  superb.) 

•  If  you  want  195  sport- 
ing acres  with  Lough  Derg 
(River  Shannon)  shoreline 
on  which  to  build  a  home 
abutting  the  ruins  of  boat- 
shaped  Ireton's  Castle  (he 
was  Cromwell's  son-in- 
law),  you  need  part  with 
just  over  $500,000. 

•  In  Tipperary  there's  a 
six-bedroom  Thornvale 
House,  Toomevara,  that 
boasts  mountain  views 
with  good  "hunting,  fish- 
ing, boating  and  shooting 
on  the  doorstep,"  at  just 
over  $200,000. 

•  Willmount,    a  100- 
acre  farm  with  an  1814 
house,  outdoor  pool,  four 
bedrooms,  plus  another  four  in 
the  guest  wing,  goes  for  about 
$400,000. 

The  list  goes  on,  but  these  at- 
tractive prices  can  be  deceptive. 
Maintaining  a  country  estate  can 
cost  more  than  buying  it.  The 
McGinns  lay  out  about  $100,000 
a  year  on  Mallow,  half  of  that 
offset  by  rents.  (The  castle,  which 
sleeps  8  to  14,  goes  for  $5,200  a 
week,  plus  $125  per  person  for 
meals.) 

"A  friend  of  mine  said,  'Living 
in  a  400-year-old  castle  must  give 
you  a  sense  of  timelessness,'  "  re- 
calls McGinn,  who  spends  about 
14  weeks  each  year  at  Mallow.  "But 
it's  waiting  for  the  plumber  that  gives 
the  sense  of  timelessness." 

McGinn  had  to  install  showers, 
bathrooms,  a  new  electrical  circuit- 
breaker  system  and  a  new  water  sup- 
ply line.  "But  we  were  fortunate.  We 
bought  a  house  from  a  family  that  had 
had  it  for  400  years.  In  many  cases  the 
family  has  been  broke  for  a  half-cen- 
tury,  and  no  repairs  have  been  done. 


McGinn  under  the  baleful  eye  of  King  William  of  Orange- 
Mallow  is  often  rented  out,  at  $5,200  per  week. 


Deeds,  surrey  and  keys  to  the  castle 
Four  hundred  years  in  the  same  family 


They've  lived  by  first  selling  off  the 
cattle,  then  the  land,  then  the  pictures 
and  finally  the  furniture.  And  when 
that's  gone,  they  sell  the  buckets  that 
collect  the  water  that  drips  through 
the  roof.  Then  they  sell  the  house." 

There  are  other  things  to  get  used  to 
in  Ireland,  too,  if  you  plan  to  spend 
time  or  retire  there.  The  late  New 
York  sports  executive  Michael  Burke 
retired  there  in  1981.  He  loved  it,  but 


Phocoe  b\  Uam  Bbke 

cautioned  others  "not  to 
fall  in  love  with  the  'ro- 
mantic idea'  of  Ireland. 

"Some  folks  reach  an 
age  where  they  don't  want 
to  exert  themselves  to 
make  new  friends,"  Burke 
said.  "At  their  country 
place  in  Ireland  there'll  be 
no  mail  and  the  phone 
will  never  ring  unless 
they  have  the  capacity  to 
enjoy  new  people." 

What  about  the  cost  of 
living?  "It's  cheaper  by  far 
to  live  in  the  U.S.,"  Burke 
said.  "Irish  taxes  are  high, 
although  you  can  put  your 
money  into  tax-free  in- 
vestments. You  need  a 
good  accountant  to  keep 
your  income  and  two- 
country  financial  affairs 
in  order." 

If  you  are  interested  in 
buying  in  Ireland,  Michael 
McGinn  suggests  that  you 
try  renting  first.  Dublin's 
Elegant  Ireland,  the  travel 
and  real  estate  service, 
can  provide  anything  from 
a  $7,000-a-week  Water- 
ford  castle  (includes  but- 
ler and  cook,  its  own  golf 
course  and  salmon  fish- 
ing) to  a  $l,000-a-week, 
four-bedroom  house  in 
County  Meath. 

Should  you  want  to 
buy,  be  prepared  to  put 
down  plenty.  U.S.  banks 
are  reluctant  to  lend  money  on 
property  they  can't  easily  get 
their  hands  on.  Irish  banks  or  Eu- 
ropean banks  favor  lending  to  lo- 
cals. Exchange  regulations  can  be 
tricky,  and  closing  dates  often 
don't  mean  much,  says  McGinn. 
"All  in  all,  the  actual  buying  can 
be  a  time-consuming,  costly  and 
frustrating  experience,"  he  adds. 

Nonetheless,  McGinn  has 
lived  through  it  twice — he  is  just 
about  to  close  on  another  Irish 
castle  for  over  $1  million.  Some 
useful  names  and  addresses: 

Rentals:  For  Mallow  Castle, 
Michael  and  Judy  McGinn,  319 
Maryland  Avenue  NE,  Washington, 
D.C.  20002,  202-547-7849;  Elegant 
Ireland,  15  Harcourt  Street,  Dublin  2, 
Ireland,  01-751665;  or  Abercrombie  & 
Kent,  1420  Kensington  Road,  Oak 
Brook,  111.,  312-954-2944. 

Purchase:  Lisney  &  Son,  24  St.  Ste- 
phen's Green,  Dublin  2,  01-601222; 
Keane  Mahony  Smith,  38  Dawson 
Street,  Dublin  2,  01-779446.  ■ 


FORBES,  MARCH  23,  1987 


TlieFirstGrandHotelWth 
k)thfetWIhe20thGentuty 


Anyone  who  attends  an  best  when  your  clothes  are         We  realize,  in  short, 
t-of-town  business  meet-   wrinkled  from  a  long  flight,    that  every  time  you  depart 
I  does  so  for  the  purpose  So  we  can  help  you  with  such  from  home,  you're  also 


being  highly  productive  - 
t  hopelessly  frustrated. 

Which  is  why  a  hotel 
s  to  do  whatever  possible 
ease  the  burdens  and 
xieties  of  travel— to  allow 
u  to  focus  single-mindedly 
the  business  at  hand. 


services  as  pressing  your  departing  from  your  normal 
clothes  or  shining  your  shoes  routine.  And  our  job  is  to  do 
in  an  hour.  everything  we  can  to  keep 

We  also  realize  that      that  departure  from  turning 
many  people  prefer  to  travel  into  a  disruption, 
with  only  carry-on  luggage.  So  unlike  those  hotels 

So  our  rooms  are  furnished    that  seem  to  be  overly 
with  bathrobes,  hair  dryers    preoccupied  with  recreating  SSK 

the  atmosphere  of  bygone 
centuries,  Four  Seasons  is 
preoccupied  with  the  needs 
and  demands  of  present-day  bSESSE 
travellers. 

We  assume,  after  all, 


UNITED  STATES 
Austin  (1987) 
Boston 
Chicago 

The  Ritz-Carlton 
Dallas/Las  Colmas 
The  Mandalay; 
Las  Colmas  Inn  and 
Conference  Center, 
Four  Seasons  Fitness 
Resort  and  Spa. 
Houston: 
Four  Seasons; 
Inn  on  the  Park 
Los  Angeles  (1987) 
NewYork: 

The  Pierre 
Newport  Beach 
Philadelphia 
tonio 
San  Francisco: 

The  Clift 
Seattle: 

The  Olympic 
Washington,  DC. 
CANADA 


And  at  Four  Seasons,  and  other  essentials  you 

it's  exactly  what  we  do.  might  not  be  able  to  fit  into 

* 're  a  group  of  20  grand  a  single  overnight  bag. 
tels  in  North  America's  And  we  realize  that 

)st  important  cities,  sen-  people  don't  want  to  interrupt 

ive  to  todays  changing  their  healthy  lifestyles  when 

sds  and  lifestyles— on  the  they're  on  the  road.  So  we  see   that  your  idea  of  a  success 

lief  that  a  grand  hotel  to  it  that  they  don't  have  to     ful  business  trip  doesn't 

Duld  adapt  to  its  guests,  —by  providing  workout  gear        include  travelling  back 

>t  the  other  way  around,  and  jogging  maps  in  all  our    jjfc  wards  in  time. 

We  realize,  for  example,  hotels,  and  state-of-the-art     ij^^r^      C  U  I-  I 

it  it's  difficult  to  be  at  your  health  clubs  in  most  of  them.    if   |0U  fDG3SOnS  HOlGIS 


Montreal 
Ottawa 
Toronto: 
Yorkville, 
Inn  on  the  Park 
Vancouver 

UNITED  KINGDOM 

London: 
Inn  on  the  Park 

Call  (800)  268-6282 
or  your  travel  agent 


3  Four  Seasons  Hotels  Lid 
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The  market's  high-wire  act  and  sudden, 
frightening  plunges  mean  even  small  in- 
vestors should  monitor  portfolios  closely. 

New  tools 
for  the  armchair 
investor 


Michael  Hoffman  of  Monterey,  Calif  starts  his  day  with  Schwabline 
Rapidly  reported  quotes  at  your fingertips. 


By  Barbara  K  alien 


EVEN  BEFORE  HE  BRUSHES  his  teeth 
in  the  morning,  Michael  Hoffman 
of  Monterey,  Calif,  crawls  out  of  bed 
and  gropes  for  his  Schwabline  Phone- 
printer  to  check  his  investment  port- 
folios. By  pushing  a  few  phone  but- 
tons he  gets  a  printout  listing  quotes 
on  all  his  holdings.  "If  I  was  holding  a 
risky  position  the  night  before  and  my 
broker's  line  is  busy,  the  report  is 
right  in  front  of  me,"  says  Hoffman. 

Schwabline  is  a  snap  to  use,  requir- 
ing neither  computer  literacy  nor  a 
computer.  Schwabline  is  a  console 
the  size  of  an  answering  machine  that 
ouples  to  a  telephone.  Cost  is  $19.95 
month,  plus  phone  charges.  You 


get  one  printout  a  day  free  (additional 
printouts  are  75  cents  each). 

Schwabline  is  an  offshoot  of  dial-a- 
quote  systems  like  the  company's 
own  Schwabquotes,  available  to 
Schwab  customers  free,  and  Dow- 
phone,  which  costs  customers  an  av- 
erage of  $10  to  $100  per  month,  de- 
pending on  frequency  of  use  and 
phone  charges.  When  you  call,  a  re- 
corded voice  recites  the  prices  of 
whatever  is  in  your  portfolio.  The 
Schwabline  printout  also  includes 
breaking  news  reports  pertinent  to 
your  holdings.  For  an  additional  $3  to 
$9  per  month,  per  subject,  you  can 
also  order  Dow  Jones  reports  on  a  host 
of  subjects,  from  computers  to  merg- 
ers and  acquisitions. 


Those  news  reports  can  be  valuable. 
James  Bailey  of  Darnestown,  Md.  has 
been  using  Schwabline  to  track  con- 
dom stocks  lately,  especially  Mentor 
and  Carter-Wallace.  On  Friday,  Feb. 
13,  after  watching  Mentor  climb  to 
43Vh,  Bailey  bought  in.  Says  Bailey, 
"Then  on  Tuesday  I  saw  on  the 
Schwabline  that  the  big  houses  were 
shorting  Mentor.  I  sold  out  that  after- 
noon at  467«,  netting  $200."  Had  Bai- 
ley waited  until  Wednesday,  he  would 
have  lost  money:  Mentor  closed  that 
day  at  41s/k. 

If  you  have  some  personal  comput- 
er skill  and  want  to  keep  an  all-day 
eye  on  the  market,  using  real-time 
quotes,  consider  Data  Broadcasting 
Corp.'s  Marketwatch.  Using  software 
supplied  by  Marketwatch,  your  PC 
updates  your  portfolio.  The  market 
data  are  supplied  over  Financial  News 
Network's  cable  television  lines,  so 
there  are  no  additional  phone  charges. 

Unlike  such  data  services  as  Lotus' 
Signal  or  PC  Quote,  which  often  re- 
quire an  expensive  satellite  dish  or 
antenna,  Marketwatch  generally 
needs  no  special  hardware.  Mar- 
ketwatch charges  $89  per  month  to 
monitor  the  New  York  and  American 
stock  exchanges,  Nasdaq  and  the  op- 
tions exchanges.  That  compares  with 
$326  per  month  for  PC  Quote,  or  $140 
for  Signal,  in  addition  to  the  installa- 
tion costs  of  the  antenna  or  satellite 
dish,  which  can  range  from  a  few  hun- 
dred to  a  few  thousand  dollars.  Tele- 
met  America's  Radio  Exchange, 
which  charges  $71  a  month,  charges 
an  upfront  fee  of  $279.  The  service, 
available  in  14  cities,  is  transmitted 
through  FM  radio  signals. 

Benjamin  Etz  of  San  Antonio,  Tex. 
credits  Marketwatch  with  helping 
him  cash  in  on  short-lived  market 
opportunities.  Says  Etz,  "On  Jan.  23, 
1987  [the  day  the  Dow  Jones  industri- 
al average  dropped  from  above  2200  to 
below  2100  in  an  hour]  I  noticed  on 
my  computer  the  Dow  had  gone  up  62 
points.  I  bought  index  puts  for  $9." 
Forty-five  minutes  later,  with  the 
Dow  down  50  points,  Etz  sold  out  for 
$21,  earning  $2,400  in  profit. 

Also  new  for  PC  users  is  a  software 
program  from  New  York  City-based 
ECON  called  the  Economic  Investor, 
which  allows  investors  to  hypothe- 
size on  the  performance  of  some  1,200 
stocks  whose  ten-year  performance 
records  are  stored  on  the  disk.  Fid- 
dling around  with  such  variables  as 
inflation,  the  price  of  oil,  housing 
starts  and  interest  rates,  the  Econom- 
ic Investor  will  "predict"  stock  per- 
formance. Cost:  $399.  The  annual  up- 
date is  $100. 
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The  secret  of  Partagas 
brings  back  memories  of  Havana. 


A  generation 
ago,  Havana  was 
the  citadel  of 
cigars. 

But  once  the 
Castro  regime 
confiscated  their  cigar  companies, 
the  great  Cuban  cigar-makers 
disappeared  like  a  vanished 
breed. 

One  of  those  men,  Ramon 
Cifuentes,  was  determined  to 
pursue  his  craft  only  if  he  could 
create  the  environment  in  which  he 
and  his  father  had  made  Partagas 
Cigars  in  Havana. 


He  did  not  have  to  travel  far,  for 
it  is  in  the  Dominican  tobacco 
center  of  Santiago  that  Ramon 
Cifuentes  and  his  artisans  have 
continued  the  uncompromising 
Partagas  tradition. 

Their  secret  is  in  the  leaves  and 
in  the  time  it  takes  to  cure,  age, 
blend,  bunch,  mold,  roll  and  wrap 
each  cigar  by  hand.  And  almost 
three  years  after  the  leaves  are 
harvested,  each  finished  cigar  is 
still  not  a  Partagas  until,  like  a 
fine  wine  aging  in  a  cask  of  oak, 
it  is  fully  aged  in  a  room  of 
Spanish  cedar. 

PARTAGAS 


To  fully  appreciate  this  painstaking 
art,  simply  reward  your  senses  with 
a  Partagas.  To  touch  its  silken 
wrapper,  to  taste  its  subtle  flavor  and 
to  savor  its  distinctive  aroma  is  a 
pleasure  beyond  words. 

Ask  your  favorite  smoke  shop  for 
Partagas  Premium  Cigars  in  the  length 
and  ring  gauge  made  for  you.  Whether 
you  purchase  these  legendary  cigars 
singly,  in  paquets  of  10  or  in 
hand-made  cedar  boxes,  you  can  be 
certain  that  they  are  made  as  they 
are  smoked — one  by  one. 

Ramon  Cifuentes  will  have  it  no 
other  way. 


M 
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Personal  Affairs 


World's  most 
comfortable  slacks- 
anywhere! 

You're  in  high  gear  from 
morning  till  night.  At  work 
and  on  the  weekends  you 
keep  the  pressure  on. 
Do  what  you  do  in  the 
comfort  of  Sansabelt  slacks. 

No  other  slacks  have  the 
famous,  patented  waistband. 
You  get  world-class  comfort 
with  great  style. 

SMS*KU- 

HAkR-  RUBY.  INC. 

;an  City,  Indiana   <5  1987 
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A  new  form  of  insurance 
can  cut  those  stiff  cancel- 
ation fees  in  half. 

Air  fare 
arbitrage 


By  Michael  Fritz 

Smart  travelers  are  discovering  a 
way  to  soften  cancelation  penal- 
ties on  the  new,  superlow  discount 
fares  airlines  have  been  pushing. 
While  the  new  fares  are  the  greatest 
thing  for  travelers  since  in-flight 
cocktails,  penalties  for  canceling  can 
be  quite  sobering — as  much  as  100% 
of  the  price  if  you're  a  no-show.  But 
the  potential  savings  from  buying  in 
advance  for  a  specific  flight  are 
so  great  that  some  travelers  un- 
sure of  departure  dates  are  buy- 
ing discount  tickets  in  advance 
and  throwing  away  the  ones 
they  don't  use. 

They  still  wind  up  ahead  of 
the  game.  Round-trip  nonstop 
coach  fare  from  New  York  to 
Los  Angeles  is  $1,020,  for  exam- 
ple. The  discount  fare  is  one- 
fifth  of  that,  or  $198.  So  you 
could  book  as  many  as  five  dis- 
count trips  for  about  the  same 
price  as  one  regular  round  trip, 
even  if  there  is  a  100%  cancel- 
ation penalty. 

Now  the  traveler  unsure  of  his 
departure  date  can  do  even  bet- 
ter. The  trick?  Take  out  cancel- 
ation insurance  (specifically  aimed  at 
those  SuperSaver  and  MaxSaver  fares). 
Fail  to  make  a  trip  and  the  insurer  will 
reimburse  you  for  half  of  any  cancel- 
ation fees  you  are  out  of  pocket,  up  to 
$200  per  passenger,  per  flight.  The 
insurance  cost:  $19  per  trip. 

How  can  that  help  you?  Say  you  and 
the  family,  four  in  all,  want  to  fly  to 
Los  Angeles  from  New  York  a  month 
from  now,  but  a  business  deal  is  pend- 
ing and  everything  may  have  to  be  put 
off,  perhaps  at  the  last  minute.  You 
could  book  standard  nonstop  coach 
tickets  and  not  face  any  cancelation 
fees.  Total  cost:  $4,080.  Or  you  could 
buy  the  discounted  tickets  selling  for 
$198  each,  or  a  total  of  $792. 

Let's  say  you  have  to  cancel  the 
trip,  and  the  airline's  penalty  is  100% 


of  the  ticket  price.  You're  out  $792. 

But  for  $76  (covering  all  four  tick- 
ets) the  insurer  will  reimburse  you  for 
half  your  loss  on  the  tickets,  or  $396. 
So  you  cut  your  loss  from  $792  to 
$472,  including  insurance  costs.  In 
other  words,  you  put  $472  on  the  line 
against  a  possible  saving  on  the  tick- 
ets of  $3,288 — if  you  do  make  the  trip. 

How  do  you  get  such  insurance? 
Request  it  from  your  travel  agent 
when  you  order  tickets.  At  present, 
advance  purchase  plan  policies  are 
available  from  Travel  Guard  Interna- 
tional (800-826-1300),  in  Stevens 
Point,  Wis.  And  while  it's  not  yet 
available  in  six  states — North  Caroli- 
na, South  Carolina,  Florida,  Kansas, 
Oregon  and  Texas — over  3,000  agents 
in  other  states  are  offering  it. 

Introduced  only  in  January,  the  pol- 
icy must  be  bought  within  two  days  of 
ticketing  and,  unlike  more  conven- 
tional trip  cancelation  coverage  of- 
fered by  The  Travelers,  Mutual  of 


Phil  I  luli:  . 


Omaha  and  Access  America,  Travel 
Guard's  policy  allows  cancelation  for 
any  reason — including  your  getting 
stuck  at  the  office. 

"Reserve  flight  insurance  only  for 
high-risk  situations,"  advises  Robert 
Hunter,  president  of  the  National  In- 
surance Consumer  Organization.  "If 
you  figure  the  chances  are  50%  or  less 
that  you  will  make  the  trip,  it  might 
be  good  to  take  out  a  policy." 

Note:  Although  deeply  discounted 
tickets  might  be  worthless  if  you  miss 
a  flight,  they  are  often  honored  for 
standby  service  if  you  show  up  within 
two  hours  of  the  original  flight's  de- 
parture. Many  airlines  will  also  make 
full  refunds  on  discount  fares  in  case 
of  medical  emergency. 
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You're  already  seeing  a  CPA  about  your  taxes. 
Talk  about  your  personal  financial  planning  too 

It  makes  good  sense. 


CPAs  are  competent  and  objective,  and  they  have 
always  been  trusted  financial  advisors. 
CPAs  are  bound  by  a  rigorous  code  of  professional  ethics. 

They  do  not  accept  commissions  for  the  sale 
of  products  or  services,  such  as  investments  or  insurance. 
So  their  loyalty  is  only  to  you. 

For  Professional  Financial  Planning, 
Consult  Your  CPA  ...  ft  Makes  Good  Sense. 


Personal  Financial  Planning  Division 
American  Institute  of  Certified  Public  Accountants 
1211  Avenue  of  the  Americas,  New  York,  NY  10036-8775 


Careers 


Everyone  knows  how  great  and  successful 
a  company  Digital  Equipment  is.  But  how 
great  is  it  to  work  there? 


DEC'S  democracy 


By  Dyan  Martian 


In  many  ways  Digital  Equipment 
Corp.  is  a  big  company  in  small 
company  clothes.  Jt  doesn't  be- 
lieve much  in  hierarchy,  rule  books, 
dress  codes,  company  cars,  executive 
dining  rooms,  lofty  ti- 
tles, country  club 
memberships  or  most 
other  trappings  of  cor- 
pocracy.  It  doesn't 
even  have  assigned 
parking  spots.  Only 
the  top  half-dozen  ex- 
ecutives have  sizable 
offices.  Everyone  else 
at  the  campuslike 
headquarters  in  May- 
nard,  Mass.  makes  do 
with  dinky,  doorless 
cubicles. 

Sometimes  it 
seems  as  if  founder 
and  President  Ken- 
neth Olsen  is  still 
running  the  firm  with 
borrowed  lawn  furni- 
ture at  the  company's 
unusual  digs,  a  renovated  woolen  mill 
dating  back  to  1847.  For  a  grown-up 
company  DEC's  size — it  ranks  87th  in 
The  Forbes  500,  with  1986  sales  of 
S7  6  billion — it  does  hang  on  to  some 
youthful  habits. 

But  no  one's  complaining,  least  of 
all  shareholders  (who  include  a  large 
portion  of  the  100,000  employees). 
Met  income  is  up  1 15%  for  the  calen- 
vear,  and  the  employee  turnover 
rate  is  the  envy  of  competitors — only 
.  That's  less  than  half  the  industry 
average. 

rhe  reason  DEC  can  foster  such 


loyalty  lies  with  its  founder.  Ken  Ol- 
sen, 61,  is  a  no-frills  type  who  ignores 
the  titles  of  chairman  and  chief  execu- 
tive, using  only  that  of  president.  He 
drives  his  own  Ford  to  work  and  likes 
to  say  that  whatever  he  learned  about 
managing  came  from  teaching  a  Sun- 


DEC  headquarters,  Maynard,  Mass. 
No  perks,  no  assigned  parking 
— but  lots  of  stock. 


day  School  class.  He's  a  religious  man, 
a  deacon  at  Park  Street  Church  in 
Boston  and,  quietly,  gave  800,000! 
shares  of  his  DEC  stock,  today  worth 
$123  million,  to  the  Stratford  founda- 
tion, a  private  charity. 

Digital  disdains  flash.  Before  en- 
larging the  mill's  reception  area,  the 
company  fretted  that  the  glass-en- 
closed area  might  give  off  the  wrong 
signals — that  is,  that  the  company 
was  getting  fancy. 

Olsen  fights  to  maintain  a  working 
environment  much  like  his  old  lab  at 
the  Massachusetts  Institute  of  Tech- 
nology, where  he  earned  his  bache- 
lor's and  master's  degrees  in  electrical 
engineering.  He  wanted,  he  says, 
very  generous,  very  trusting  and  very 
challenging  environment."  So  Digi- 
tal's bustling  building  more  resem- 
bles a  large  student  union  than  a  high- 
tech headquarters. 

In  fact,  it's  hard  to  know  who's  who 
in  the  pecking  order.  When  Personnel 
Director  John  Sims  joined  the  compa- 
ny 13  years  ago,  he  sat  in  on  a  meeting 
and  could  not  determine  who  was  the 
boss.  Says  Winston  Hindle  Jr.,  senior 
vice  president  of  operations,  "From 
the  beginning  we  believed  that  a  com- 
pany's intelligence  is  more  in  the 
front  lines  than  in  the 
executive  suite." 

Decisions  are  often 
made  at  the  lowest 
levels,  and  ideas  are 
expected  to  bubble  ta 
the  top.  In  the  early 
1980s,  for  example, 
DEC  started  building 
computers  to  cus- 
tomers' specifica- 
tions rather  than  try- 
ing to  predict  theii 
equipment  needs 
from  a  planning  com- 
mittee. That  puts  a 
lot  of  responsibility 
on  lower-level  staff 
They  must  know 
what  customers  wani 
and  communicate  n 
to  the  design  team. 
Employees  think  nothing  of  jump- 
ing several  levels  of  authority  to  get 
support  for  an  idea.  Some  newcomers 
have  written  lengthy  memos  to  Olser 
himself,  to  which  he  has  responded. 

Small  wonder  Digital  is  considerec 
an  engineer's  paradise.  Engineers 
called  "independent  contributors,' 
have'  essentially  the  same  status  as 
managers.  Many  have  flexible  hour; 
and  can  work  from  modems  in  thei: 
homes.  Says  Victoria  Triolo,  a  senio: 
engineer  in  mid-range  VAX  compute: 
systems,  "You  always  get  the  feelinj 
the  engineer  is  number  one." 
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BUICK  PRESENTS  A  BETTER  TIME  TO  BUY: 


The  amount  you  save  is 
optional,  the  new  B/6Q 
warranty  is  standard. 


^ight  now,  you 
can  save  up  to 
J1,200  on  optional 
equipment,  on 
18  new  Buick 
models.  Save 
=ven  more  on 
3uicks  equipped 
A/ith  Value  Option 
ackages: 

For  a  limited  time,  Buick  is 
iffering  substantial  discounts  on 
iptional  equipment.  So  this  is  a  rare 
ipportunity  to  drive  a  fully 
quipped  automobile,  and  save 
noney  at  the  same  time. 

RfCW/C  MAR 
WINDOW 
DEFOGGER 


And  you  can  use  your  savings 
however  you  wish.  You  can  get  a 
cash  rebate,  apply  your  discount 
toward  the  down  payment  or  even 
toward  your  lease  payments. 

For  details,  buckle  up  and  visit 
your  participating  Buick  dealer. 

For  more  information,  a 
brochure  or  a  test  drive,  call: 
1  -800-87-BUICK  (1  -800-872-8425). 


Optional  Equipment 

Manufacturer's  Suggested 

Retail  Prices 

You  Save 

$  500  -  $  999 

$  200 

$1,000  -  $1,499 

$  400 

$1,500  -  $1,999 

$  600 

$2,000  -  $2,999 

$  800 

$3,000  + 

$1,200 

6/6D  Warranty. 

Better  really  does  matter  at 
Buick.  To  offer  tangible  evidence,  all 
new  1987  Buicks  now  come  with  a 
6-year/60, 000-mile  warranty  on  the 
powertrain  and  a  6-year/ 100, 000- 
mile  warranty  on  outer-body  rust- 
through.  See  your  dealer  for  the 
terms  and  conditions  of  this  new 
limited  warranty. 

'  You  must  take  actual  retail  delivery  by  April 
30, 1987.  Dealer  financial  participation  may 
affect  consumer  cost.  See  your  participating 
dealer  for  details.  Value  Option  Package 
savings  based  on  Manufacturer's  Suggested 
Retail  Price  of  Option  Package  vs.  options 
purchased  separately. 

Shown  are  just  some  of  the  options  available 
on  Century  and  many  other  Buick  models. 
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Where  better  really  matters. 
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Additional  educa- 
tion and  training  are 
strongly  encouraged. 
In  fact,  engineers 
seeking  advanced  de- 
grees can  take  sabbat- 
icals to  attend  ap- 
proved schools  at  lull 
pay  and  with  tuition 
paid  by  DEC. 

Lots  of  training 
goes  on  in-house,  too. 
Engineers  are  expect- 
ed to  spend  at  least 
five  days  a  year  at- 
tending training  ses- 
sions, and  salespeople 
must  spend  at  least 
twice  that  amount 
boning  up  on  compa- 
ny products  and  ser- 
vices. DEC  has  an 
educational  services 
department  that  pro- 
vides instruction  for 
employees  and  customers  alike. 

DEC  prefers  to  train  and  develop  its 
managers  in-house,  rather  than  go 
outside.  It  runs  its  own  grueling, 
three-year  financial  development  pro- 
gram for  new  hires  interested  in  man- 
agement. Recruits  are  rotated  through 
three  one-year  job  assignments  and 
spend  one  day  a  week  in  formal  class- 
room study. 

But  the  company  prefers  its 
new  salespeople  to  have  some 
seasoning  already,  preferably 
computer  industry  experience 
and  a  technical  background. 
When  it  does  find  a  green  grad 
with  sales  potential,  he  or  she 
has  to  undergo  a  six-month 
training  course.  Those  with 
experience  attend  a  90-day  ses- 
sion before  active  duty. 

As  in  any  democracy,  free- 
dom of  expression  can  also 
create  chaos,  and  Hindle  is  the 
first  to  admit  it.  Projects  start- 
ed at  first-rung  levels  can  over- 
lap and  bump  into  each  other. 
And  at  some  jobs,  employees 
may  have  dotted-line  responsi- 
bility to  several  bosses.  That's 
great  for  creative  exchange, 
but  it's  trying  when  an  em- 
ployee can't  be  in  two  places  at 
once.  "Our  company  is  more 
frenetic  than  others,"  Hindle 
allows. 

And  that  may  be  one  reason 
the   company   promotes  so 
iTiuch   from   within.  DEC's 
structureless,  informal  envi- 
ronment could  drive  outsiders 
5  Only  two  of  six  members 
DEC's  executive  committee 
•  ~  worked  for  other  compa- 


Cubicles  serve  as  offices  for  all  but  a  handful  of  DEC  executives 
"You  always  get  the  feeling  the  engineer  is  number  one 


nies.  It's  not  a  place  where  credentials 
earned  elsewhere — M.B.A.s,  Ph.D.s — 
have  much  weight.  Jack  Shields,  the 
senior  vice  president  in  charge  of 
sales,  services  and  marketing,  didn't 
even  finish  college.  Technicians  lack- 
ing degrees  can  work  as  engineers  at 
DEC  by  passing  a  peer  review. 

No  one  joins  Digital  just  for  the  pay, 
although  it's  competitive,  or  for  the 


Reception  area  of  restored  woolen  mill 
Too  fancy  for  plain-vanilla  DEC? 


perks — there  aren't 
many.  The  biggest  ex- 
ception is  for  salespeo- 
ple, who  just  recently 
started  getting  bonus- 
es that  can  amount  to 
10%  to  20%  of  their 
salaries.  The  bonus 
program,  only  in  its 
second  year,  repre- 
sents a  bit  of  a  compro- 
mise. DEC  has  always 
insisted  that  salespeo- 
ple shouldn't  encour- 
age customers  to  buy 
equipment  they  don't 
need.  Hence,  the  com- 
pany has  shunned  tra- 
ditional commis- 
sions. The  customer 
still  comes  first.  Ini 
fact,  salespeople  are 
evaluated  each  year  by 
their  own  customers. 
Top  performers 
throughout  the  company  are  also  in- 
vited on  DEC's  annual  business/plea- 
sure trip  to  a  resort  (last  year  it  was 
Interlaken,  Switzerland),  but  it's  the 
stock  program  that  is  the  primary 
benefit  for  DEC  hands.  More  than 
few  long-term  employees  are  million- 
aires: Since  1965  the  stock  has  risen 
from  $22  to  $2,800,  adjusted  for  splits. 
Every  employee  is  permitted  to  set 
aside  from  2%  to  10%  of  his 
pay  to  purchase  stock  at  a  15% 
market  discount.  The  compa- 
ny also  awards  stock  options 
to  top  performers  at  senior  lev- 
els. Says  Hindle,  "We  can  buy 
our  country  club  member- 
ships." 

DEC's  unorthodoxy  has  its 
downside,  of  course.  Because 
of  decentralization,  the  com- 
pany pays  a  price  in  its  recruit- 
ing effort,  according  to  MIT 
career  services  director  Robert 
Weatherall.  Although  he  con- 
siders the  company  "marvel- 
ous, technically  and  human- 
ly," he  says  a  good  recruiting 
effort  for  a  large  company 
must  have  "some  degree  of 
centralization."  Du  Pont  and 
competitors  like  Hewlett- 
Packard  and  IBM  all  have  bet- 
ter recruiting  groups,  Weather- 
all  says. 

But  the  priority  at  DEC  is 
clearly  making  and  selling 
computers,  which  it  has  been 
doing  better  than  anyone  else 
of  late.  Says  Hindle:  "We're 
not  trying  to  preach.  Our  sys- 
tem may  not  work  for  othei 
companies."  But  it  certainly 
docs  work  for  DEC.  ■ 
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"My  first  mountain? 


lor  33  years  I  climbed  the 
.  stairs  to  my  violin  studio.  Now  I 
climb  mountains  to  listen  to  the 
music  of  birds.  With  backpack 
and  climbing  boots,  'Mosa 
Havivi,  New  York  City  boy,'  has 
become  'Mosa,  mountain  goat.'" 


Mosa  Havivi,  custodian  of  rare,  old  Italian 
violins  for  a  lifetime,  and  mountain 
climber  beginning  a  new  lifetime.  New 
lifetimes  are  lived  with  Modern  Maturity, 
the  magazine  of  mature  America .  Mod- 
ern Maturity's  circulation  right  now  is  an 
incredible  15.8  million  and  leaps  all  the 


way  to  16.7  in  August.  For  mature 
America,  this  is  the  life  of  their 
time,  the  time  of  their  life,  and 
they  live  it  with  Modern  Maturity. 
For  information  on  advertising 
to  mature  America,  please  call 
Peter  Hanson  at  (212)  599-1880. 


Modern  Maturity 

The  beginning  of  a  new  lifetime. 


Faces 

■ 

Behind  the  Figures 

Edited  by  Harold  Seneker 

A  free 
market? 

In  the  world  of  free  market  capital- 
ism, no  place  rivals  the  sheer  eco- 
nomic Darwinism  of  the  British 
Crown  Colony  of  Hong  Kong.  Or  so  it 
is  said.  Yet  suddenly  here  comes  bil- 
lionaire sea  lord  Sir  Y.K.  Pao,  68,  one 
of  the  island's  most  influential  capi- 
talists, raising  a  stink  about,  of  all 
things,  economic  regulation  in  the 
colony  itself. 

Pao  is  all  steamed  up  because  of  red 
tape  he  has  encountered  trying  to  ex- 
pand his  fledgling  Hong  Kong  Dragon 
Airlines  Ltd.  His  idea  is  to  compete 
head-on  against  the  colony's  only  ma- 
jor international  carrier,  Cathay  Pacif- 


ic Airways  Ltd.,  controlled  by  Lon- 
don-based John  Swire  &.  Sons  Ltd.  Ca- 
thay Pacific  (1986  estimated  sales, 
$1.1  billion)  flies  twelve  747  jumbos 
from  Hong  Kong  to  such  destinations 
as  Singapore,  London  and  Peking.  By 
contrast,  Dragonair,  in  which  Pao  be- 
came a  36%  owner  a  year  ago,  flew  its 
three  twin-engine  Boeing  737s  only 
on  charter  until  last  year.  Soon  it  will 
be  a  scheduled  carrier  to  places  like 
Guam,  Dacca  and  Katmandu. 

Pao  wants  to  serve  many  of  the  cit- 
ies now  served  by  Cathay  Pacific,  but 
the  colony's  Air  Transport  Licensing 
Authority  won't  let  him,  citing  a  year- 
old  official  policy  limiting  each  route 
from  Hong  Kong  to  a  single  airline. 
That  effectively  grants  a  monopoly  to 
Cathay  Pacific,  which  has  flown  ma- 
jor routes  for  40  years. 

Is  Pao  daunted?  Not  so  you  would 


notice.  Having  already  invested  in  his 
36%  stake  in  Dragonair,  Pao  has  re- 
cently injected  $18.5  million  more 
into  the  carrier's  slim  $20  million 
capital  base,  ordering  two  McDonnell 
Douglas  wide-body  MD-lls  worth 
$100  million  each.  Next  comes  a  mar- 
keting push. 

Round-trip  ticket  to  Katmandu, 
anyone? — Jack  Willoughby 


Unexpected  ally  for 
the  dollar? 

West  Germany's  Ernst  Breit, 
chairman  of  the  Federation  of 
German  Labor  Unions,  does  not  usu- 
ally find  himself  in  league  with  U.S. 
Republicans.  But  these  are  unusual 
times,  and  Breit,  along  with  Treasury 
Secretary  James  Baker,  is  now  push- 
ing Chancellor  Helmut  Kohl's  conser- 
vative government  to  reflate  the  West 
German  economy.  "Yes,"  admits 
Breit,  whose  federation  bargains  on; 
behalf  of  7.8  million  German  work- 
ers, "in  this  case  it  might  be  so  that 
Baker  and  I  are  allies." 

While  Baker's  concern  is  with  the 
U.S.  trade  deficit  and  the  sagging  dol- 
lar, Breit's  is  with  his  country's  10% 
jobless  rate.  Breit,  like  Baker,  wants 
West  Germany's  central  bank  to  low- 
er interest  rates  (long-term  govern- 
ment bonds  currently  yield  6.2%). 
Baker  wants  taxes  cut;  Breit  wants 
spending  boosted.  "First  we  should 
increase  public  spending  to  increase 
jobs,  then  get  tax  revenues  up,  maybe 
then  we  can  have  tax  reform,"  saysi 
Breit,  62,  a  humorless  former  postal 
worker  whose  labor  federation  has 
lately  been  tinged  with  scandal  in- 


West  Gentian  labor  leader  Ernst  Breit 
Work  less,  vacation  more? 


Pao  of  Dragon  Airlines 
do  uok  compete  against  a  monopoly? 


When  it  comes  to  innovation 
in  freight  transportation, 
everybody  follows  our  lead 


C       C      C  :Hr8» 
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The  CF  Company's  reputation  as  a  leader 
is  based  on  the  simple  fact  that  we've  opened  up  a  lot  of 
new  highways  in  the  world  of  freight  transportation. 

It  all  started  years  ago  when  Consolidated 
Freightways,  our  long-haul  motor  freight  division 
became  the  first  truly  nationwide  trucking  company. 

Later,  we  were  the  first  to  create  a  comprehensive 
freight  transportation  network  that  included  Canada, 
Alaska,  Hawaii,  Mexico,  Puerto  Rico  and  the  Caribbean. 
Closer  to  home  we  pioneered  the  use  of  doubles. 
We  were  also  the  first  to  pre -assign  pro  numbers  to 
simplify  tracing.  While  today,  our  computer  center 
in  Portland  is  the  most  extensive  in  the  industry.  As  you 
can  see,  the  CF  Company  is  a  hard  act  to  follow. 
But  our  competitors  will  just  have  to  get  used  to  it. 

COnSOLIDRTED 
FREIGHTUJRVS.inC. 
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volving  charges  of  corruption  in  a 
union-owned  home-building  concern. 

Conspicuously  missing  from  Breit's 
agenda  is  a  plan  to  boost  worker  pro- 
ductivity. Breit  led  a  strike  by  metal- 
workers in  1984  that  caused  wide- 
spread production  delays.  A  contract 
was  eventually  signed  that  cut  the 
workweek  to  38  hours.  It  expires  next 
month,  and  Breit  is  back  with  a  plan 
to  put  some  of  the  2.5  million  jobless 
Germans  to  work.  "We  will  stress 
shortening  the  working  time,"  he 
vows.  Breit  says  he  will  demand  six- 
week  vacations  for  all  workers,  retire- 
ment at  age  58  for  most  and  a  35-hour 
workweek,  which  would  be  the  shor- 
test in  Europe. 

Time  for  another  strike  this  spring? 
Breit  glowers:  "The  possibility  that 
the  employers  learned  something 
from  [the]  1984  [strike]  cannot  be  ex- 
cluded." The  mark  could  fall  if  Breit 
wins. — Lawrence  Minard 


The  value  of  a  dam 

Olof  Nelson,  40,  a  former  Chase 
Manhattan  energy  lending  offi- 
cer, thinks  he  has  come  up  with  a  way 
to  make  money  in  energy  that  has 
nothing  to  do  with  oil.  While  power 
companies  have  been  slashing  their 
construction  budgets,  Nelson  has 
been  buying  small  hydroelectric 
plants  and  selling  the  power  to  New 
England  utilities. 

Building  dams  from  scratch  is  time- 
consuming  and  fraught  with  regula- 
tory pitfalls,  so  Nelson  is  buying  dams 
owned  by  limited  partnerships.  Since 
the  late  1970s,  hundreds  of  small  hy- 
dro projects  have  been  built  or  bought 
by  investors  lured  by  the  siren  of  al- 
ternative energy  and  investment  tax 
credits.  Now  that  the  tax  bill  has  axed 
those  credits,  tax  shelter  investors' 
enthusiasm  has  waned,  and  Nelson  is 
happily  cashing  them  out. 

Nelson,  born  in  Sweden  but  in  the 
U.S.  since  1974,  founded  Greenwich, 
Conn.-based  Consolidated  Hydro,  Inc. 
in  1985.  Since  then  he  has  sunk  $120 
million — raised  mostly  from  a  public 
offering  and  from  bank  loans — in  31 
projects,  mostly  smallish  New  En- 
gland md  New  York  hydro  plants. 

bn  figures  to  operate  more  effi- 
itly  than  single  partnerships.  He 
I  benefit  from  the  economies  of 
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Olof  Nelson  of  Consolidated  Hydro 
Cash  for  tax  shelter  investors. 

running  3 1  plants  and  from  lower  cor- 
porate financing  costs.  As  a  plant's 
debt  is  paid  down  and  periodic  rate 
increases  kick  in  from  utilities,  cash 
flow  increases.  With  no  fuel  costs  and 
minor  maintenance  expenses,  the 
plants  generate  cash,  building  long- 
term  value.  "Isn't  that  what  investing 
is  all  about?"  asks  Nelson. 

Well,  yes.  But  so  far  investors  aren't 
so  sure.  Consolidated  came  public  a 
year  ago  at  $15 — giving  it  a  market 
value  of  $50  million — but  quickly 
slumped,  and  only  recently  recovered 
to  14'/2.  Replies  the  farsighted  Nelson: 
"Our  stock  is  not  supposed  to  be  a 
quick  buck." — John  Merwin 


Somebody  say  hallelujah! 

Joseph  Barbera  knows  what  sells. 
For  49  years  he  has  been  turning 
out  animated  hits  for  television  [The 
Flintstones,  Yogi  Bear,  The  Smurfs),  for 
the  last  30  years  through  his  Hanna- 


Barbera  Productions. 

Yet  even  with  that  kind  of  record, 
Barbera  has  had  to  battle  for  17  years 
to  get  his  latest  animated  project,  a 
series  of  Bible  stories  for  kids  for  Sun- 
day morning,  on  the  air.  Why?  Ac- 
cording to  network  programmers,  re- 
ligion just  doesn't  sell. 

Nevertheless,  Barbera,  75,  is  a  be- 
liever. "There  has  been  a  religious 
awakening  in  this  country,"  he  says. 
"Children  don't  read.  I  didn't  want 
them  to  miss  out  on  these  action- 
packed  stories  with  their  underlying 
moral  lessons." 

The  networks  remain  unimpressed, 
but  Barbera  talked  Taft  Broadcasting 
(which  bought  Hanna-Barbera  in 
1967)  into  providing  the  $3  million  he 
needed  to  develop  and  produce  six 
half-hour  cartoon  programs  on  bibli- 
cal themes — Noah's  Ark  and  the 
like — for  sale  as  videocassettes. 

Producing  the  shows  has  been  one 
thing,  distributing  them  quite  anoth- 
er. Leery  of  having  his  tapes  show  up 
in  video  stores  sandwiched  "between 
the  pornography  section  and  Mickey 
Mouse,"  Barbera  came  up  with  a  nov- 
el strategy.  He  has  gone  to  religious 
bookstores  and  mail  order  forms  ini 
magazines  like  Parents  and  Good 
Housekeeping.  Released  just  last  Sep- 
tember, the  tapes,  which  retail  for 
$19.95,  have  already  "gone  plati- 
num," with  nearly  half  a  million 
copies  sold  to  date. 

"I  always  felt  this  project  wouldi 
work  if  I  got  it  to  the  right  people," 
grins  the  venerable  cartoon  producer. 
"This  is  the  kind  of  project  that  keepsi 
me  going." — Gail  Buchalter 


Cartoon  produce?-  Joseph  Barbera  and  some  brainchildren 
"Children  don't  read." 


FORBES,  MARCH  23,  1987 


"Everyone  wants  more 
time  with  patients." 


"We 
recommended 


Ken  Cunzeman, 
Marketing  Manager,  Unisys. 

Maryland's  Calvert  Memorial  Hospital 
wanted  the  same  things  all  hospitals 
want  today 
Less  time  spent  on 
paper  work  and 
more  time  spent  with  patients. 

Ken  Cunzeman  and  his  crew  at  Unisys 
thought  they  could  help. 

The  Unisys  team 
was  composed  not 

only  of  computer        a  system 

experts;  it  included      that  gaV6 

nurses  and  them  more  time 

hospital  managers     3f)d  lOSS 

aswe"  paperwork." 

Together  with  1 
Calvert,  they  implemented  a 
system  that  took  away  mundane 
chores  and  replaced  them 
with  the  most  precious 
commodity  of  all— time. 
Today,  a  nurse  can  order 
a  lab  test,  inform  other 
departments,  and  make  sure 
charges  are 

I  ve  got  my  own  recorded 

■ 

S|3aCe  in  automatically 

the  parking  lot"  Neediessto 

say,  there  was 
an  increase  in  productivity  Perhaps  more 
importantly  for  Calvert  Memorial,  there 
was  an  increase  in  smiles. 


Solid.  Bankable.  The  international  standard  of  reporting  on 

politics,  business,  and  finance.  The  Economist  enriches  a  half-million 

inquisitive  and  acquisitive  American  readers  every  week. 


The  most  respected  newsweekly  in  the  world. 

10  Rockefeller  Plaza,  New  York.  212/541  5730 
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The  last  leg  of  the  bull  market?  The  upward  trek  of  stock 
prices  for  31  months  has  brought  the  Wilshire  index  of 
nearly  6,000  securities  to  a  multiple  of  20.6  times  latest 
12-month  earnings.  With  small  investors  moving  into  the 
market,  the  secondary  stocks  that  the  institutions  passed 
over  are  posting  gains.  After  months  of  chasing  the  Dow 
and  the  NYSE,  the  Amex  and  Nasdaq  finished  the  recent 
two-week  period  at  record  highs. 
The  other  major  indicators  faltered  somewhat  in  the 


final  trading  days,  but  over  the  two-week  period  the  30 
Dow  industrials  rose  1.9%,  the  NYSE  1.5%,  the  Amex 
1.7%  and  the  Nasdaq  3%.  The  investor  yardsticks,  below, 
show  a  sharp  increase  in  speculative  activity.  Over  the 
last  four  weeks  investors  threw  their  money  at  smaller, 
more  volatile  stocks.  High-growth  stocks  outperformed 
low-growth  stocks  by  a  nearly  4-to-l  margin,  for  example, 
and  high-volatility  shares  gained  nearly  three  times  as 
much  as  low-volatility  shares. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

4.5 

3.5 

3.1 

3.8 

7.1 

8.4 

in  last  52  weeks 

22.7 

19.3 

30.1 

23.9 

25.0 

18.2 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility5 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

4.9 

9.6 

12.6 

4.3 

8.5 

6.3 

1.3 

11.8 

13.1 

3.4 

4.8 

9.6 

in  last  52  weeks 

25.6 

42.8 

58.3 

27.1 

22.1 

22.8 

16.4 

43.7 

56.6 

24.9 

26.9 

29.7 

'Wilshire  index  reflects  price  performance  II  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  2Based  on  sales.  3  A 
stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  arc  more  stable  4A  quantitative  evaluation  of  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  2/27/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.  cwFmdi 
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Where  The  Action  Is 


Financial  problems.  For  the  last  two  weeks  the  finance 
sector  posted  the  second-best  gain,  a  3.2%  increase.  Fi- 
nance stocks  have  doubled  since  mid-July  1984.  Only 
consumer  nondurables,  with  a  gain  of  nearly  118%,  fared 
better  over  the  past  31  months.  A  closer  look,  however, 
reveals  that  the  finance  group  has  been  coasting  this  year 
on  its  earlier  performance.  Since  the  start  of  the  year 


finance  shares  appreciated  13.2%,  vs.  15.9%  for  the  Wil- 
shire  index.  Only  two  sectors,  utilities  and  energy,  show 
smaller  1987  gains.  Finance  stocks  also  have  the  worst  52- 
week  record:  The  group  is  only  7.8%  higher  than  it  was 
one  year  ago.  Note,  too,  that  finance  shares  sell  at  a 
relatively  low  multiple  of  9.8  times  estimated  1987  earn- 
ings. Even  utility  stocks  are  higher  on  that  score. 


Percent  change  in  last  52  weeks  "C^-O-  Percent  change  in  last  two  weeks 
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Technology 
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Consumer  nondurables  and  services 
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Utilities 
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What  The  Analysts  Think 


Few  bargains  here.  The  Forbes  Sales  500  are  priced  at  13.5 
times  estimated  1987  earnings.  Three  of  the  subgroups — 
finance,  utilities  and  consumer  durables — are  cheaper. 


But  at  the  expensive  end  of  the  spectrum,  consumer 
nondurables  and  capital  goods  have  estimated  1987  P/Es 
of  17.1.  That  doesn't  leave  room  for  unpleasant  surprises. 


Forecasting  the  Forbes  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.59 

18.8 

1987  estimates 

3.60 

13.5 

1988  estimates 

4.41 

11.6 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

l 

Consumer  nondurables 

$2.42 

17.1 

0.08% 

0.40"., 

2 

Raw  materials 

2.35 

16.0 

-0.28 

0.04 

3 

Utilities 

2.95 

10.1 

-0.30 

-0.51 

4 

Consumer  durables 

3.51 

13.4 

-0.41 

-0.94 

5 

Finance 

3.69 

9.8 

-0.53 

-1.01 

6 

Capital  goods 

2.52 

17.1 

-0.91 

-1.17 

7 

Technology 

2.76 

16.0 

-1.12 

-2.36 

8  Energy 

2.34 

16.3 

-1.23 

-1.14 

9 

Transportation 

2.49 

13.7 

-1.40 

-1.43 

turnings  pre 
iM-mate  Sy 


:tions  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brokers 

:m  (1BESI,  a  service  of  Lynch,  lones  &  Ryan,  a  New  York-based  brokerage  firm. 


All  data  for  periods  ending  2/27/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.;  IBES,  a  service  of  Lynch,  lones  &.  Ryan,  New  York. 
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ITT  Corporation 

has  sold  its 

Telecommunications  Business 

10 

Alcatel  N.V 

a  joint  venture  formed  with 

Compagnie  Generate  d'Electricite 

of  France 


The  undersigned  acted  <ls  financial  advisors  to 
ITT  Corporation  in  this  transaction. 


Lazard  Freres  &  Co.  Lazard  Freres  et  Cie 


February,  !<>K7 


firm's  true  value  at  $69. 

Anyone  with  better  insights  than 
the  rest  of  the  market  about  break-up 
values  is  bound  to  make  money.  "Al 
stock  is  unlikely  to  sell  for  less  than 
break-up  value  for  an  extended  period 
of  time,"  says  James  Scott,  professoi) 
of  finance  at  Columbia  University'sl 
Graduate  School  of  Business.  " AtJ 
some  point  the  market  catches  on." 

The  table  shows  ten  firms  whosej 
earnings  are  disappointing  in  compari- 
son with  their  break-up  values.  Play-j 
boy  and  Swank  are  two  favorites  ol 
Mark  Boyar,  a  money  manager  who1 
tears  apart  balance  sheets  and  recon- 
structs them  in  accordance  with  eco- 
nomic reality.  Playboy  lost  money  last 
year,  and  it  has  been  trading  recently  at 
$10.  But  that  means  little  to  Boyar. 
"The  licensing  division,  Playboy  man- 
sion and  artwork  make  the  firm  worth 
about  $20  a  share,"  he  says. 

Boyar  says  that  Swank,  the  Attle- 
boro,  Mass. -based  manufacturer  oj 
leather  accessories  and  jewelry,  has 
"underexploited  consumer  franchises 
such  as  Royal  Copenhagen  cologne 
and  Swank  men's  costume  jewelry.'' 
Swank  shows  only  a  2.1%  return  orj 
Boyar's  estimated  break-up  value. 

Not  all  of  the  companies  on  our  lis! 
are  poorly  managed.  Some  might  be 
broken  up  for  other  reasons.  Ameri- 
can Brands,  which  is  selling  at  a  bei 
low-market  12  times  latest  12-month 
earnings,  "is  being  punished  for  its 
tobacco  division,"  says  Morris  Ajzen- 
man,  director  of  research  for  Bear 
Stearns  Asset  Management.  Ajzen- 
man  says  the  nontobacco  divisions 
could  be  spun  off  into  a  separate  firm 
The  pieces  would  be  worth  $65  pel 
American  Brands  share,  he  says.  ■ 

Raider  bait 


These  companies  own  what  analysts  rate  as  valuable  while  delivering  disappointing  returns  on  true  market 
assets  not  fully  reflected  on  their  balance  sheets.  Thus,  value.  But  whatever  the  earnings,  some  look  like  bar- 
they  may  show  respectable  returns  on  book  value  even   gains  in  light  of  their  estimated  break-up  values. 


Company/undervalued  assets 

Recent 
price 

Break-up 
value 

 Return  on  

break-up 
value  equity 

Latest 
12-month 
EPS 

American  Brands/insurance,  consumer  prods 

51% 

$65' 

4.9% 

18.0% 

$3.18 

Federated  Dept  Stores/real  estate 

93  Vi 

130' 

4.5 

10.9 

5.82 

Manhattan  Inds/Manliattan  and  I'erry  Ellis  brand  names 

15 

232 

1.5 

NM 

0.35 

Meredith/magazines,  1  V  stations 

32 1» 

60 1 

'2.7 

16.6 

1.64 

Outboard  Marine/Evinrude  and  lohnson  brand  names 

29  V* 

432 

1.8 

3.8 

0.78 

Petrie  Stores/leases,  25%  Toys  "R"  Us 

31 

45' 

3.7 

18.7 

1.67 

Playboy  Enterprises/mansion,  artwork,  licensing,  logo 

10 'A 

20' 

NM 

NM 

-6.37 

Reading  Co/real  estate 

23V« 

6S* 

1.2 

5.6 

0.76 

i  1  'inm  Sav  Bank  "/net  worth 

14% 

252 

NA 

NA 

NA 

Swan!'.,"  vv..  ik  i    'ierrc  Cardin  brands 

13% 

211 

1.5 

3.1 

0.32 

"Went  pubJit  \pj  il  !  Hi)    N.v  Not  applicable.    NM:  Not  meaningful.    Sources:  'Mo 
■lark  Boyar.  Mark  Boyar  8c  Co    'Kenneth  T,  Herem.s,  Legg  Mason  Wood  Walker. 

n  is  Ajzenman,  Beat 
(  arey  E.  Tharpjr., 

,  Stearns  Asset  Managenu 
I  G  Wellington 

?ni 

Statistical  Spotlight 


Forget  return  on  equity.  Companies 
should  be  paying  more  attention  to  their 
return  on  break-up  value. 


Beyond  book 


By  Michael  Ozanian 


Book  value,  the  assets  of  a  com- 
pany minus  its  liabilities,  is  a 
much  used  accounting  quanti- 
ty. It  gives  rise  to  that  ever  popular 
measure  of  corporate  performance,  re- 
turn on  equity,  or  earnings  divided  by 
book  value.  But  book  value  can  ob- 
scure true  value.  What  about  compa- 
nies that  have  real  estate,  brand 
names,  licenses  or  other  properties 
worth  much  more  than  the  amounts 
recognized  by  generally  accepted  ac- 
counting principles?  For  them,  return 
on  equity  is  misleadingly  high.  And 
comparing  market  price  with  book 
value  gives  an  unduly  pessimistic 
view  of  whether  the  stock  is  a  bargain. 
There  is  another  way,  common 


among  security  analysts  but  scorned 
by  accountants  since  it  is  not  "objec- 
tive." That  is  to  look  at  fair  market 
values  rather  than  historical  costs  in 
appraising  corporate  assets.  Book  val- 
ue is  replaced  by  break-up  value,  what 
a  company  would  be  worth  if  its  prof- 
itable divisions  and  its  underused  as- 
sets were  auctioned  off. 

Take  Richardson- Vicks,  purveyor  of 
such  drug  and  cosmetic  brands  as  Oil  of 
Olay  and  Vicks.  At  the  end  of  1984 
Richardson  was  selling  for  $28  a  share, 
over  twice  its  book  value.  "Earnings 
were  disappointing,"  says  Diana  Tem- 
ple of  Salomon  Brothers.  "Richardson- 
Vicks  had  made  some  bad  marketing 
decisions."  But  the  stock  wasn't  over- 
priced. A  bidding  war  won  by  Procter  & 
Gamble  in  November  1985  put  the 
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Fime  is  money 


uid  a  CMA®  account  can  help  you 
nanage  both  more  effectively 


cause  with  the  Merrill  Lynch  Cash  Management 
count®  financial  service,  your  cash,  investments 
d  credit  can  be  consolidated-and  managed 
rough  one  easily  accessible  account. 
Once  a  month,  you  receive  a  comprehensive 
I  itement-a  statement  geared  to  show  you  exactly 
lat  you  have,  what  you've  spent  or  saved,  where 
lur  assets  are  invested,  and  what  kind  of  return  you 
(?  earning  on  your  money  fund  shares. 
Suddenly, your  finances  are  organized  to  help  make 
zm  more  manageable.  And  this  means  you  can 
(illy  put  your  money  to  work. 
Your  cash  balances  and  dividends  can  be 
Somatically  invested  in  a  Merrill  Lynch  money 
irket  fund. 

i\nd  because  you  know  exactly  where  you  stand, 
u  can  begin  working  with  your  Merrill  Lynch 


Financial  Consultant  to  plan  a  sound,  long-term 
investment  strategy. 

Merrill  Lynch  created  the  concept  of  central  assets 
accounts  with  our  CMA  account.  It's  always  been  the 
leader,  and  it's  getting  better  all  the  time. 

For  a  prospectus  containing  more  information  on 
the  Merrill  Lynch  CMA  account,  including  all  charges 
and  expenses,  call  your  local  Merrill  Lynch  office  or 
call  toll-free  1-800-637-7455,  ext.  3 153.  Read  the 
prospectus  carefully  before  you  invest  or  send  money. 


Merrill  Lynch 


The  Funds 


Look  closely  at  risks  and  returns  before 
buying  a  fixed-income  fund.  You  may  be 
in  the  wrong  kind  of  fund. 

How  risky 
are  bonds? 


By  Mary  Kuntz 
and  Derek  Pardee 


NET   SALES   OF   BOND    FUNDS  in 
1986  ran  to  $120  billion.  Do 
fund  buyers  know  what  risks 
they're  taking? 

The  basic  rule  of  bond  funds  is  that 
there  are  no  rich  rewards  without 
risk.  To  illustrate  the  principle,  we 
show  below  two  lists  of  funds,  from 
opposite  ends  of  the  risk  spectrum. 
On  the  left  is  a  mix  of  money  market 
funds  and  funds  that  buy  bonds  of 
such  short  maturities  that  they  can 
substitute  for  money  markets.  On  the 
right  are  funds  with  very  long  time 
horizons.  These  are  very  sensitive  to 
fluctuations  in  interest  rates. 

Over  the  past  year,  as  interest  rates 
declined,  the  long-term  funds  coined 
money.  But  if  interest  rates  head  back 
up,  these  funds  will  lose  money  al- 
most as  fast. 

The  short-short  end  of  the  spec- 
trum is  getting  more  popular  among 


investors  who  might  otherwise  have 
chosen  a  money  market  fund.  In  re- 
turn for  stretching  the  maturity  from 
a  few  months  to  a  year  or  two,  the 
investor  captures  an  extra  return  of  a 
percentage  point  or  so. 

"By  going  out  a  year,  you're  picking 
up  incremental  yield,  but  you  really 
don't  pick  up  the  volatility  associated 
with  the  bond  market,"  says  Theresa 
Havell,  who  is  running  the  new  Mon- 
ey Market  Plus  fund  for  Neuberger  & 
Berman.  Since  1972,  she  says,  one- 
year  Treasurys  outperformed  91 -day 
Treasurys  in  95%  of  the  quarters  and 
100%  of  the  calendar  years.  Since  the 
fund's  start  in  November  of  last  year, 
the  $10  share  price  on  her  fund  has 
fluctuated  by  only  4  cents. 

At  the  other  end  of  the  spectrum  are 
the  Target  funds  that  buy  the  most 
rate-sensitive  bonds  of  all,  zero  cou- 
pon bonds.  Fluctuations  in  the  values 
of  zero  coupon  bonds  are  roughly  pro- 
portional to  the  number  of  years  to 
maturity.  A  1%  rise  in  interest  rates, 


for  example,  will  knock  roughly  8% 
off  the  value  of  an  8-year  zero  (or  a 
Target  1995  fund). 

What  about  funds  that  buy  conven-i 
tional  long-term  bonds  with  coupons? 
The  average  maturity  of  the  portfolio 
is  some  indication  of  how  sensitive  it| 
will  be  to  rate  changes.  But  maturity 
is  an  imperfect  guide,  since  there  are) 
such  complicating  factors  as  whether 
the  bonds  in  the  fund  can  be  repaid) 
prematurely.  The  Criterion  Bond-In- 
vestment Quality  Fund  has  an  aver-; 
age  portfolio  maturity  of  14  years,  but 
behaves  more  like  a  zero  coupon  with 
only  5  years  left.  For  the  long-term 
funds  we  provide,  instead  of  a  raw 
maturity  number,  an  "effective  ma- 
turity" that  gives  a  better  measure  of! 
rate  sensitivity.  Effective  maturity  es- 
sentially translates  conventional  ma- 
turity measures  into  zero  coupon 
terms  for  comparability. 

The  investor,  of  course,  has  to  de^ 
cide  for  himself  how  much  risk  he  can 
stand.  Someone  who  is  convinced 
that  interest  rates  will  continue 
downward  will  opt  for  a  long  effective 
maturity.  But  anyone  who  can't  stand 
a  sizable  loss  of  principal  will  steei 
clear.  A  1%  upward  shift  in  interest 
rates — surely  within  the  range  of  pos- 
sibility  this  year — will  cut  the  value 
of  the  longest  of  these  funds  by  rough- 
ly 20%. 

Investment  firm  Scudder,  Stevens 
&  Clark  acknowledges  the  rate  risk 
implicit  in  its  longer-term  Targel 
funds.  But  the  funds  are  designed  foi 
investors — like  parents  saving  for  cob 
lege  costs — who  can  ride  out  short- 
term  interest  rate  movements.  Says 
Stephen  Akers,  a  Scudder  portfolic 
manager:  "You  don't  have  to  worr) 
about  the  interim  risk  caused  by  in 
terest  rate  fluctuation  if  the  target 
maturities  coincide  with  your  invest 
ment  objective."  You  do  have  to  wor- 
ry about  inflation — but  bonds  can't 
solve  that  problem.  ■ 


The  short  and  the  long  of  it 

Stretching  out  the  maturity  of  a  bond  portfolio  can 
improve  its  results  in  a  bull  market — but  there  are 
risks.  The  short-term  funds  on  the  left  can  almost 

substitute  for  money  markets.  Those  on  the  right  are  at. 
the  other  end  of  the  maturity  spectrum.  They  did  well 
last  year  but  will  suffer  the  most  in  a  bear  market. 

Fund 

Taxable 
equivalent1 
total  return2 

Maturity 

lyrs) 

Fund 

Total 
return2 

Effective 
maturity 
lyrs) 

Fidelity  Cash  Reserves 

6.4% 

0.2 

Benham  Target  2010 

56.4% 

23.5 

fidelity  Tax  Exempt  Money  Market  Trust 

7.1 

0.2 

Scudder  Zero  Target  1995 

22.4 

9.1 

Merrill  Lynch  Mum  Bond  Ltd  Portfolio 

10.6 

1.3 

Benham  Target  1995 

28.2 

8.7 

>rd  Muni  Bond-Short  Term 

li.O 

1.3 

Criterion  Bond-Investment  Quality 

16.1 

5.0 

n  I  >.  Free  Reserves-Limited 

12.1 

1.6 

Hutton  Investment-Bond  is.  Income 

23.6 

4.8 

u  >me  dividends  adjusted  for  38  5%  tax  rate  and  reinvested. 

■Twelve  months  to  Jan.  31.  198" 
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You'll  find  us  right  in  the  heart  of  America  the  beautiful 
nestled  in  the  rolling  hills  of  magnificent  Missouri 


Forbes  Magazine,  through  its  af- 
filiate, Sangrc  dc  Cristo  Ranches, 
Inc.,  presents  Forbes  Lake  of 
the  Ozarks.  Over  12,000  acres  of 
playland  that  stretches  along  the 
fabulous  Lake  of  the  Ozarks. 

The  90- mile-long  lake  boasts 
over  1,200  miles  of  shoreline,  chock- 
full  of  fish,  fun  and  a  oncc-in-a- 
lifetime  recreational  opportunity  for 
you  and  your  family. 

It's  still  one  of  the  country's  best 
kept  vacation  secrets.  For  genera- 
tions, Missourians  and  tuned-in 
Midwesterners  have  come  here  to 
watch  their  young  people  catch 
their  first  largemouth  bass,  learn  to 
sail,  water-ski  and  spend  glorious 
summers  in  and  around  that  special 
world  of  boats.  At  Forbes  Lake  of 
the  Ozarks,  we  preserve  this  way  of 

subject  to  change  without  notice. 


life.  A  great  place  for  vacations  and 
also  for  year-round  retirement  living. 

If  you  love  to  spend  your  life  by 
the  water,  you  owe  it  to  yourself  and 
those  closest  to  you  to  come  share 
this  secret.  Get  away  from  the  rat 
race.  Go  back  to  the  country.  To 
clean  air.  To  quiet  days  and  family 
fun.  It's  time  to  come  home  to  your 
own  special  place.  To  Forbes  Lake  of 
the  Ozarks. 

For  as  little  $60  a  month,  choice 
land  near  the  lake  can  be  yours. 
Prices  start  at  $6,000*  for  our 
minimum  one  acre  lots,  with  in- 
terest at  9%.  It's  an  opportunity 
you  won't  want  to  miss.  Just  call 
or  write  for  complete  details  with 
no  obligation.  Better  yet,  come 
see  us.  We'd  love  to  call  you 
neighbor. 


Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks 
PLEASE  I*  K  I  N  I 


Name 


Address 


City/Statc/Zip 
I  rli  phone 


or  phone  816/438-2801 


tain  the  Properly  Report  required  by  Federal  law  and  read  It  before  signing  anything  No  Federal  agency  has  |udgod  the  merits  or  value,  it  any.  ot  this  properly  Equal  Credit  and 
jsing  Opportunity  A  statement  and  ottering  statement  has  been  tiled  with  the  Secretary  of  State  of  the  Slate  ol  Now  York  The  filing  does  not  constitute  app/oval  of  tho  sale  or  lease  or 
sr  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  Ihe  merits  of  such  offering  A  copy  of  tho  offering  statement  is  available,  upon 
vest,  from  Sangre  de  Cristo  Ranches  Inc  NYA86-153 


The  Funds 


Could  a  rash  of  closed-end  Investment 
trusts  be  a  harbinger  of  a  market  crash? 


No  exit 


By  Laura  Jereski 


Something  there  is  about  a 
closed-end  fund  that  loves  a 
bull  market.  Within  the  first  six 
weeks  of  1987,  new  closed-end  invest- 
ment companies  raised  $1.75  billion. 
Leveraged  funds,  with  goosed-up  re- 
turns on  one  class  of  shares,  are  back. 
The  Taiwan  fund,  at  32'/>,  sells  for 
around  270%  of  its  offering  price — 
and  of  its  net  asset  value. 

Closed-end  funds,  or  trusts  as  they 
used  to  be  called,  are  those  invest- 
ment companies  from  which  inves- 
tors cannot  exit  except  by  selling  their 
shares  to  new  investors.  Their  popu- 
larity is  a  mirror  of  Wall  Street's 
moods;  people  don't  want  to  be  locked 
into  a  falling  investment.  And  so  the 
current  market  for  new  closed-ends  is 
reminiscent  of  a  certain  earlier  era. 

"As  soon  as  stocks  which  meet  the 
demand  of  high-grade  trusts  are  put  in 
such  a  trust,  the  public  seems  willing 
to  pay  two  to  three  times  their  market 
value  for  them  as  a  group.  Of  course, 


Oops 

Popular  investment 

trusts,  their 

highs  (1929)  and  lows  (1932). 

Trust 

High  Low 

US  &  Foreign  Sec  Corp 

72  1% 

Goldman  Sachs  Trading 

121'/.*  1 

Continental  Shares 

97%  Vi 

Shenandoah  Corp 

39%  % 

United  Founders  Corp 

75  Vi  2 

'Adjusted  for  split 

Sources  Senate  hearings, 

Commercial  &  Financial  Chronicle,  SF.C. 

such  a  process  cannot  go  on  indefi- 
nitely." Those  words  appeared  in 
Forbes  on  Oct.  15,  1929,  two  weeks 
before  the  traumatic  market  break 
that  ushered  in  the  Great  Crash. 
Could  we  be  headed  for  a  crash  now? 
Not  that  we  can  see,  but  the  parallels 
are  close  enough  to  suggest  caution. 

New  closed-end  fund  issues  took  in 
more  than  $4  billion  last  year,  16%  of 
the  new  equity  issue  total.  In  1929 
investment  trusts  similar  to  today's 
closed-ends  raised  some  $1.5  billion, 
$12  billion  in  today's  money. 

The  1929  investment  trusts  per- 
formed so  dismally  that  the  term  all 
but  disappeared  from  the  brokers'  lex- 
icon. United  States  &.  Foreign  Securi- 
ties Corp.,  offered  by  Dillon,  Read  in 
1924,  raised  $25  million.  By  1928  the 
trust  hadn't  paid  a  cent  in  dividends. 
Instead,  in  1928  it  spun  off  United 
States  &  International  Securities.  By 
1929  a  $5.1  million  original  invest- 
ment by  Dillon,  Read  controlled  $90 
million.  Other  dealmakers  used  trusts 
to  control  large  enterprises,  in  partic- 


ular railroads  and  utilities. 

Dillon,  Read  dumped  railroad 
stocks  into  its  trusts,  at  a  profit  to  the 
firm.  By  December  1932  two  roads 
went  bankrupt  and  International  Se-| 
curities  lost  almost  half  its  value. 
"The  public  has  been  taken  care  of," 
shrugged  Clarence  Dillon  in  congres- 
sional testimony.  Indeed.  Foreign  Se- 
curities stock,  as  high  as  72  in  1929, 
closed  at  1 V*  in  1932.  (United  States  & 
Foreign  Securities  survived — in  1983 
it  had  $190  million  in  assets — but 
eventually  was  liquidated  by  Chair- 
man Douglas  Dillon,  Clarence's  son. 
International  was  merged  into  United 
States  &  Foreign  in  1955.) 

The  most  flagrant  abuses  of  the 
1920s  are  gone.  The  Investment  Com- 
pany Act  of  1940,  for  example,  prohib- 
its use  of  investment  companies  as 
pyramiding  vehicles  to  control  oper- 
ating companies.  But  leverage  is  still 
quite  legal.  Salomon  and  Kidder,  Pea- 
body's  Counsellors  Tandem  Securi- 
ties— an  $88  million  offering  last  Oc- 
tober— has  7'/4%  preferred  shares  that 
get  most  of  the  dividends,  and  com- 
mon shares  that  get  accelerated  appre- 
ciation (or  depreciation).  "The  80% 
dividend  exclusion  lets  us  use  the  tax 
laws  to  boost  returns  for  everyone," 
brags  a  Kidder  spokesman.  "It's  a  new 
concept."  Not  entirely:  Dillon,  Read's 
trusts  were  but  two  of  many  that  had 
tiered  stock,  albeit  without  today's 
tax  advantages. 

Utilities — the  hot  stocks  of  the  ear- 
lier era — are  back  in  vogue.  Duff  & 
Phelps'  Selected  Utilities,  a  closed- 
end  offering  in  January,  took  in  $1.3 
billion,  making  it  the  second-largest 
offering  ever,  after  the  Henley  Group 
offering  last  May. 

The  big  difference  now  is  that  only 
certain  foreign  closed-ends  go  to  big 
premiums.  In  fact,  only  5  of  the  18 
funds  offered  since  July  trade  highei 
than  their  offering  price.  Bulls  with  a 
sense  of  history  will  take  comforl 
from  that  fact.  ■ 


Try,  try  again 


Closed-end  investment  trusts  are  back  in  style.  But  although  they're 
selling  well,  they  don't  always  hold  up  in  the  aftermarket. 


Amount 


raised  - 

Offering 

Current 

Net  asset 

Fund 

($mil) 

price 

price 

value 

Duff  &  Phelps'  Selected  Utilities 

$1,300 

10 

10% 

$  9.19 

Liberty  All-Star  Equity  Fund 

510 

10 

9% 

11.52 

Oppenheimer  Quest  for  Value* 

450 

VM. 

\2Vi 

NM 

Gabelli  Equity  Trust 

400 

10 

9% 

10.39 

Zweig  Fund 

300 

10 

9% 

10.45 

'Dual-purpose  fund    NM:  not  meaningful 
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Make  money  by  subscribing 
to  cable  TV. 


You  know  cable  television  can  bring  you  great  entertainment, 
the  latest  news  and  sporting  events.  But  did  you  know  cable  TV 
can  help  you  make  money?  It's  true— only  by  watching 
Financial  News  Network  on  your  cable  TV  system. 


fou  can  make  money  by  watching  FNN's 
msiness  and  financial  programs.  See  live 
stock,  bond  and  futures  prices;  get  market  and  busi- 
ness insights  from  the  professionals.  All  day,  every 
business  day— only  on  FNN. 


Grow  your  money  by  tracking  your  portfolio 

with  the  product  that  turns  your  personal  computer 
into  your  own  real-time  quote  machine:  DBC/ 
Market WatchSM  Services  from  FNN's  Data  Broadcast- 
ing Corporation.  DBC/MarketWatchSM  Services  supply 
real-time  stock,  option  and  index  prices  encoded 
within  your  FNN  cable  signal.  You  can  get  instant 
access  to  up  to  25,000  securities  prices  for  as 
little  as  $36  per  month. 


Vin  valuable  prizes  on  FNN:  SCORE.  Between 
>CORE's  exciting  sports  events,  celebrity  interviews 
fold  up-to-the-minute  sports  news,  you  can  play 
I'Time  Out  For  Trivia."  The  sports  call-in  program 
hat  lets  you  win  valuable  prizes,  like  CD  players  and 
televisions,  for  the  right  answers.  (And,  if  you  don't 
jvin  on  SCORE,  you  can  buy  the  same  items 
In  TelShop.) 


Save  money  by  shopping  smarter  with 
FNN:  TelShop.  Twenty-three  hours  a  day,  TelShop 
brings  you  brand  name  products  at  the  lowest  prices 
available  anywhere.  We  guarantee  it.  And  you 
can  order  toll  free  right  from  your  own  telephone, 
knowing  you're  protected  by  our  famous  30-day 
"No Quibble"  return  policy. 


ill  this!  And  your  cable  subscription  fees  can  be  tax  deductible:  consult 
our  tax  advisor.  Get  the  most  out  of  your  television.  Get  cable  and  make 
t  pay  for  you.  For  more  information  about  subscribing  to  FNN  on  cable 
elevision,  call  your  local  cable  operator. 


Financial  News  Ntlwork 


As  inside 

as  you  can  get. 


1987  Financial  News  Network 


Marketing  Managers  and  their  CEOs  have  a  lot  in  common. 


For  cost-effective  marketing  that  works... 

Discover  the  ABA  JOURNAL . 

It's  time  to  look  at  the  legal  profession  for  what  it  is: 
a  high  volume,  expanding,  upscale  business.  ABA 
JOURNAL  subscribers  represent  $6  billion  in  business 
buying  power. 

•  350,000  lawyer/subscribers;  595,000  total  readership. 

•  Lawyers  are  the  referral  source  to  millions  of  clients. 

•  Average  time  spent  reading  each  issue:  1  hr.  16  min. 

•  Average  annual  inquiries:  80,000. 

Sell  595,000  readers  and  their  clients.  Complete  and 
return  the  coupon,  and  pass  this  information  to  your 
marketing  department.  Or,  for  immediate  information, 
call  312/988-5993. 

J6URNAI 

THE  LAWYER'S  MAGAZINE 
750  N.  Lake  Shore  Drive,  Chicago,  IL  6061 1  •  (312)  988-59 


I    Tell  me  how  the  ABA  JOURNAL  delivers  the 
j   lucrative  legal  market! 

Q  Send  me  your  new  Media  Kit  along  with  the  latest  issue. 

■     D  Send  me  a  copy  of  your  new  brochure  entitled, 
"Power  of  Attorneys." 

G  Send  me  the  latest  copy  of  the  Don  Bowdren  Associates 
National  Subscriber  Study  of  ABA  JOURNAL  readers. 

|    Name    i 

I    Title  | 

Company  I 

Primary  Business  Activity  I 

Address   

City  State    Zip   

"  '(ephone   

Clip  and  return.  Attn:  Associate  Publisher. 
 J 


Capital  Markets 


MONEY  &  INVESTMENTS 

If  you  agree  that  buying  on  bad  news  is  a 
good  strategy,  look  for  some  bargains 
this  year  in  low-grade  bonds. 

ONE  MAN'S  JUNK 


By  Ben  Weberman 


Please  don't  count  this  magazine  as 
an  apologist  for  the  junk  bond  in- 
dustry. Our  stories  as  far  back  as 
1984  have  looked  skeptically  at 
Drexel  Burnham's  West  Coast  mon- 
ey machine,  headed  by  the  now 
famous  Michael  Milken.  Since  then 
we  have  warned  investors  away 
from  the  notion  that  past  perfor- 
mance of  low-grade  bonds  is  a  pre- 
dictor of  future  performance. 

But  now  that  the  rest  of  the  press 
is  joining  in  the  siege  of  Drexel  it 
might  be  time  to  take  a  contrary 
view.  In  that  light,  scare  headlines 
about  defaults  in  junk  bonds  may 
actually  serve  a  worthwhile  purpose 
for  the  more  levelheaded  investors. 
The  scare  stories  will  create  buying 
opportunities.  So  would — if  the 
worst  came  to  pass — any  departure 
of  Milken  from  his  firm.. 

Of  course,  the  potential  for 
Boesky-driven  junk  bond  market 
plunges  cannot  be  ignored.  But 
these  should  be  considered  tempo- 
rary deviations  in  markets  where 
the  fundamentals  of  many  issuers 
remain  strong.  Why  is  that?  In  great 
part  because  of  the  strong  stock 
market.  That  has  helped  issuers  try- 
ing to  sell  stock  and  improve  debt 
service  coverage,  Milken  told  me  in 


Ben  Weberman  is  a  senior  editor  of  FORBES 
magazine. 


a  recent  phone  interview.  (No,  he 
wasn't  about  to  discuss  insider  trad- 
ing— only  bonds.) 

"Corporate  treasurers  are  turning 
debt  into  equity  at  a  record  pace," 
Milken  says.  "They  are  selling 
stock,  repaying  debt  and  forcing 
conversion  of  debentures  to  stock, 
in  megabillion-dollar  amounts. 
What  this  does  is  improve  balance 
sheet  ratios  and  improve  the  quality 
of  underlying  debt." 

The  market  for  what  Milken  pre- 
fers to  call  high-yield  bonds  is  far 
from  dead.  After  a  sharp  November/ 
December  contraction  in  the  wake 
of  the  Boesky  scandal,  public  partic- 
ipation is  growing  again.  Following 
average  monthly  net  sales  of  about 
$860  million  in  junk  bond  funds 
through  October,  net  sales  fell  to 
$325  million  in  November  and  $365 
million  in  December.  But  then  Jan- 
uary sales  were  back  up. 

"There  is  still  an  awesome  appe- 
tite for  these  issues  from  bond  mu- 
tual funds  and  from  institutional 
investors,"  says  Milken.  "In  fact, 
many  life  insurance  companies 
which  have  not  purchased  high- 
yield  bonds  in  the  past  or  rarely  did 
are  now  starting  to  add  these  issues 
to  their  portfolios."  Milken  says  for- 
eign demand  for  high-yield  bond  is- 
sues is  also  strong. 

Milken,  of  course,  is  a  man  with 
an  ax  to  grind,  but  he  has  some 
statistics  on  his  side.  The  stock 
market  rise,  he  points  out,  can  low- 
er debt-to-equity  ratios  even  if  no 
new  stock  is  sold.  How  so?  Because 
the  important  ratio  is  not  book  val- 
ue of  debt  to  book  value  of  equity 
but  market  value  of  debt  to  market 
value  of  equity.  This  isn't  any  Mil- 
ken concoction;  academics  say  debt 
ratios  should  be  computed  on  a  mar- 


ket value  basis  (Forbes,  May  5, 
1986).  With  the  market  value  of 
common  stocks  up  to  almost  $3  tril- 
lion as  measured  by  the  Wilshire 
5000  index,  the  market  value  ratio 
of  debt  to  equity  has  dropped  to 
about  35%. 

Put  it  this  way.  The  common 
stock  of  a  company  goes  way  up 
when  the  market  judges  the  future 
cash  flows  from  the  business  to  be 
larger  or  more  secure.  If  the  bonds  of 
the  same  company  were  hitherto 
treated  as  shaky,  they  deserve  to  be 
considered  less  shaky  now. 

Case  in  point:  Eastern  Air  Lines 
123/4s  of  1996  trading  at  105  to  yield 
11.9%  to  first  call  in  1991.  Eastern's 
parent,  Texas  Air,  looks  very  shaky 
on  a  book  value  basis,  with  a  debt- 
to-equity  of  547%.  But  substitute 
today's  stock  price  of  Texas  Air  (48) 
into  the  formula  in  lieu  of  the  com- 
pany's book  value  ($20),  and  you  get 
a  much  lower  ratio  of  263%.  In 
short,  if  shareholders  have  a  lot  of 
faith  in  Frank  Lorenzo  then  so 
should  bondholders.  Another  thing: 
The  Eastern  bonds  are  secured  by 
aircraft. 

Lorimar-Telepictures,  once  a  sub- 
ject of  worry,  now  has  a  debt-to- 
equity  ratio  of  47%,  down  from 
67%  when  the  company  was  re- 
structured in  1983.  Its  lis  of  1999 
are  selling  at  par. 

Companies  that  were  bought  out 
through  leveraged  deals  have  pro- 
vided some  enormous  benefits  for 
investors  in  what  the  takeover 
types  call  stub  equity,  that  5%  to 
25%  of  the  deal  involving  stock  is- 
sues. Holiday  Corp.  shares,  1  l5/s  ini- 
tially, now  trade  at  16  lA.  Multime- 
dia was  18 'A,  now  is  51.  Yet  bond 
yields  on  leveraged  buyout  compa- 
nies remain  far  above  the  8.65%  or 
so  rates  on  high-grade  corporates. 
Newly  offered  12-year  Holiday 
bonds  are  yielding  over  11%  to  ma- 
turity. Multimedia  bonds  at  a  re- 
cent price  of  72  yield  10%  to  call  in 
1990,  considerably  more  if  the 
bonds  aren't  called. 

R.E.D.  Chase,  former  portfolio 
manager  of  the  Bull  and  Bear  High 
Yield  Fund,  warns  that  popular  junk 
bonds  will  come  under  severe  mar- 
ket pressure  when  the  feds  deliver 
the  next  installment  of  the  insider 
trading  scandal,  whether  or  not 
Drexel  is  involved.  Institutional  in- 
vestors will  dump  tainted  issues  to 
avoid  notoriety.  Buy  on  weakness, 
says  Chase,  since  for  many  compa- 
nies prospects  will  remain  good — 
and  untouched  by  scandal.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


Money  managers  are  finding  the  Medi- 
terranean bull  market  to  their  taste. 

GLOBAL 
TABLE  TALK 


and  Carrefour  Group  Societe,  the 
supermarket  chain. 

As  for  Spain,  Karl  Van  Horn  of 
American  Express  Asset  Manage- 
ment is  interested  in  companies 
that  "have  been  beaten  up  by  im- 
ports or  had  export  market  taken 
away  because  their  product  sells  on 
price,  not  on  technology."  He's  hot 
for  Savin,  the  big  wine  producer- 
retailer.  Says  Van  Horn:  "They  are 
the  Gallo  Brothers  of  Spain." 

Other  money  runners,  however, 
are  big  on  companies  that  offer  ser- 
vices, not  products.  Grant  mentions 
Banco  de  Vizcaya  because  she 
thinks  it  has  terrific  earning  pros- 
pects. And  Henry  de  Vismes  of 
Kleinwort  Benson  International  In- 
vestments likes  Banco  Santander 
because  it  should  benefit  from  eco- 
nomic growth  and  the  development 
of  pension  and  mutual  funds. 

In  Italy  money  managers  are  still 
complaining  about  the  time  it  takes 
for  trades  to  settle — sometimes 
months — but  they  are  in  there  buy- 
ing. Morgan  Stanley's  Barton  Biggs, 
who  says  he  tends  to  stick  with  the 
big  companies  because  of  the  settle- 
ment problem,  likes  Olivetti  and 
Montedison.  He  thinks  that  both 
are  nice  plays  on  the  Italian  econo- 
my. "There  has  been  a  good  correc- 
tion in  the  Italian  market,  and  the 
economy  is  in  the  early  stages  of 
becoming  a  modern  industrial  econ- 
omy," he  says.  "So  they  are  having 
very  strong  earnings  growth." 

As  for  the  less  tasty  cuisines, 
money  managers  are  biting  off 
chunks  of  two  other  weak-currency 
countries  that  should  have  strong 
corporate  earnings:  the  U.K.  and 
Canada.  (Money  movers  are  im- 
pressed by  the  large  amount  of  Japa- 
nese money  they  see  going  into  the 


No  question — the  U.S.  stock  mar- 
kets have  been  hot  recently.  But 
part  of  that  popularity  is  simply  that 
in  the  past  two  years  global  inves- 
tors have  bid  up  prices  almost  ev- 
erywhere else.  Nonetheless,  some 
international  money  managers 
think  there  are  still  juicy  opportuni- 
ties overseas.  They  are  loading  up 
on  stocks  from  countries  with  weak 
currencies  and  a  strong  chance  for 
good  corporate  profits.  And,  for  a  lot 
of  them,  that  means  the  Garlic  Belt: 
France,  Italy  and  Spain. 

John  Stewart  of  Alliance  Capital 
says  he  took  advantage  of  the  tur- 
moil in  the  French  franc  caused  by 
the  labor  strikes  in  January.  He's 
been  buying  Printemps,  the  depart- 
ment store  chain,  and  participating 
in  the  privatization  of  Paribas,  the 
big  investment  bank.  He  also  likes 
Compagnie  du  Midi — the  largest 
unnationalized  insurance  company, 
which  also  holds  real  estate.  He 
says,  "It's  conservatively  run  and 
has  managed  its  assets  well  over 
time." 

Philippa  Grant  of  Rowe,  Price- 
Fleming  International  says  she  is 
still  a  bit  overweighted  in  France, 
holding  consumer  stocks  like  Darty 
et  Fils,  an  electrical  retailing  chain, 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


U.K.  and  Canada.) 

John  Ager  of  Schroeder  Capital 
Management  says  he's  becoming 
"rather  more  positive"  on  the  U.K. 
because  a  consumer  spending  boom 
should  make  it  one  of  the  strongest 
economies  in  the  world  this  year. 
Ager  likes  Hawley  Group,  a  clean- 
ing contractor  and  security  biz,  and 
Saatchi  &  Saatchi,  the  advertising 
agency. 

Willy  Holzcr  of  Scudder  Interna- 
tional, who  has  12%  of  his  portfolio 
in  the  U.K.,  owns  companies  that 
earned  no  more  than  20%  of  their 
profits  in  the  U.K.,  either  because 
they  are  primarily  exporters  or  have 
heavy  overseas  earnings.  He  owns 
Cable  &  Wireless,  a  huge  telecom- 
munications firm,  and  Rothmans 
International,  the  consumer  goods 
company. 

And  finally  another  Brit  name 
I've  been  hearing  is  the  BOC 
Group — which  used  to  be  called 
British  Oxygen — a  producer  of  in- 
dustrial gases. 

Despite  the  Canadian  dollar's  re- 
cent strength,  money  movers  are 
busy  buying  in  this  mother  lode  of 
cyclical  stocks.  All  the  bets  here  are 
on  resource  stocks  like  Inco,  Fal- 
conbhdge  and  Alcan  Aluminium. 

As  for  global  no-nos,  there  are 
three:  Germany,  Holland  and  Japan. 
Nobody  much  likes  Germany  or 
Holland  because  both  countries  run 
export  economies  and  have  strong 
currencies.  Not  that  money  manag- 
ers are  betting  against  them;  they're 
either  just  not  buying  anything  new 
or  unwinding  old  positions. 

Ditto  for  Japan.  Most  money 
managers  think  the  Japanese  stock 
market  is  outrageously  overpriced 
and  can't  imagine  why  all  that  mon- 
ey is  still  sloshing  around  Tokyo. 
Biggs,  for  example,  thinks  the  Japa- 
nese market  is  out  of  touch  with 
reality.  "It  sells  at  50  times  earnings 
in  an  economy  that,  because  of  the 
appreciation  of  the  yen,  has  under- 
gone a  dramatic  change,"  he  says. 
"Japan  is  doomed  to  slow  growth 
over  the  next  three  to  five  years." 

One  caveat:  There  are  a  bunch  of 
money  runners  who  feel  that  the 
global  bull  is  looking  a  bit  long  in 
the  tooth.  In  fact,  this  big  money  is 
part  of  the  tidal  wave  washing 
through  the  U.S.  markets. 

But  this  aside,  given  that  a  sharp 
upturn  in  either  the  dollar  or  inter- 
est rates  seems  unlikely,  the  foreign 
markets  that  benefit  from  both  will 
remain  moneymakers  for  the  short 
term.  ■ 
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Din  the  party,  get . . . 

he  Sayings  of 
hairman  Malcolm 


THE 
FURTHER 

SMS 
OF 

IIUBMAN 
IALC0LM 


"Gems"  said  USA 
Weekend.  "Irrepressi- 
ble", said  The  Princeton 
Packet.  Guess  what.  Over 
1,000  of  the  Chairman's 
Sayings  have  now  been 
published  in  a  set  of 
two  slim  green  and  gold 
volumes  to  the  delight 
of  readers  and  reviewers. 
"Ideal  fare  for  lovers  of 
the  zip  read".  "Malcolm 
Forbes  is  more  than 
willing  to  offer  his  two 
fcents  worth  on  most 
any  subject".  Two  cents 
worth  times  1,000  is 
$20.  You  can  have  them 
all  at  the  bargain  price 
of  $18,  slipcase  and  ship- 
ping included.  Be  pro- 
voked and  amused,  fill 
out  and  return  the  cou- 
pon today. 

it  they  said  about  the  first  printing. 

st  read  your  book,  and  it  was  delicious.  I  ate  it." 
Ann  Landers,  Daily  News,  New  York 

iv  have  we  done  so  well  for  so  long  without  it? 
little  book  is  witty,  wise,  serene,  sometimes 
t  and  at  other  times  tipsy;  but  always  great, 
fic,  and  in  all  ways,  well  worth  its  price." 

The  Nashville  Banner 

■  read  it  and  I  recommend  it  to  you  uncondi- 
illy.  It  is  a  terrific  book,  with  a  thousand  things 
you'll  want  to  repeat  and  memorize  . . ." 
Barry  Gray,  Radio  Station  WMCA,  New  York 

>  unlikely,  though  possible,  that  students  at  the 
rton  and  Harvard  Business  Schools  will  wander 
ugh  the  quad  with  this  little  green  book  open, 
lorizing  Forbes  capitalistic  pearls.  On  the  other 
1  maybe  they  should." 

John  Weisman,  Los  Angeles  Times 


Right  On,  Mr.  Chairman" 

— Publishers  Weekly 

A  dinner  of  fortune  cookies" 
— Newsday 


Chairman  Malcolm 
pens  more  of  his  wealth 
of  wisdom.  Forbes  has 
covered  a  lot  of  ground 
and  so  do  his  sayings: 
Gems. 

USA  Weekend 

The  Malcolm  Forbes 
sayings  in  this  latest  col- 
lection are  clearly  the 
fruit  of  deep  contempla- 
tion. Right  on,  Mr. 
Chairman. 

Publishers  Weekly 


Reading  Malcolm 
Forbes'  latest  is  a  lot 
like  having  a  dinner  of 
fortune  cookies.  You 
get  assorted  amuse- 
ments, even  though  it's 
clear  there's  not  much  at 
the  center. 

Newsday 

A  collection  of  auda- 
cious wit  and  irrepress- 
ible opinions,  the  pithy 
epigrams  apply  to  all  of 
life's  situations. 

Princeton  Packet 


r 


(  )  Send  me  "The  Further  Sayings  of  Chairman 
Malcolm".  My  check  for  $8.95  plus  95<t  for  ship- 
ping and  handling  enclosed. 

(  )  Better  still!  Send  me  the  set  of  two  volumes 
in  matching  green  slipcase  for  only  $18  (shipping 
and  handling  included).  Check  enclosed. 

Send  to: 


~1 


Name 


(please  print) 


Address 


L 


City 

Please  add  sales  tax  for 
New  York  State  and  other 
states  where  applicable. 


State  Zip 
Forbes 

(50  Fifth  Avenue 
New  York,  NY  10011 
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The  Contrarian 


MONEY  &  INVESTMENTS 

Financial  index  futures  +  program 
trading  +  portfolio  insurance  +  low 
margins  =  potential  disaster. 

DOOMSDAY 
MACHINE 


By  David  Dreman 


The  enormous  growth  of  trading  in 
financial  index  futures — the  S&P's 
500,  the  S&P's  100,  the  NYSE  Com- 
posite and  the  Value  Line  Index — 
has  me  deeply  worried.  Trading  in 
these  contracts  has  risen  to  $9.5  bil- 
lion daily  against  $5.5  billion  on  the 
NYSE.  That's  right:  Financial  index 
futures  now  account  for  70%  more 
trading  than  the  underlying  stocks 
they  represent. 

Why  is  this  bad?  Because  margins 
are  razor-thin  in  financial  index  fu- 
tures— only  about  5%.  (After  a  de- 
bacle last  January — a  100-point 
swing  in  the  Dow  industrial  aver- 
age in  just  one  hour — some  were 
upped  to  8%.)  Futures  margins  are 
lower  today  than  the  flimsy  10% 
margin  requirement  in  1929  that 
accelerated  the  Great  Crash.  By 
comparison,  margins  on  stocks  are 
50%  and  can  be  upped  by  the  Fed 
(even  to  100%,  as  has  happened)  if 
the  market  becomes  frothy.  The 
need  to  keep  margins  high  was  one 
of  the  chief  lessons  learned  from 
the  1929  crash. 

If  the  gladiators  were  only  tearing 
one  another  apart  in  an  arena  of 
their  own,  there  would  be  no  cause 


David  Dreman  is  managing  director  of 
Dreman  Value  Management  Inc.,  Invest- 
ment Counsel,  New  York,  and  author  of  The 
i    New  Contrarian  Investment  strategy. 


for  alarm.  But  they  aren't.  Comput- 
erized trading  programs,  portfolio 
insurance  and  other  strategies  be- 
yond counting  are  now  based  on 
financial  index  futures.  The  vast 
amount  of  trading  in  them,  and  the 
low  margin  requirements,  can  dic- 
tate major  moves  in  the  stock  mar- 
ket. That  linkage,  between  the  com- 
modities pits  and  the  stock  mar- 
kets, amounts  to  a  potential 
doomsday  machine. 

To  see  how  this  mechanism  can 
move  markets  wildly,  look  at  sever- 
al important  futures  strategies  and 
how  they  can  interact.  The  first  is 
computerized  program  trading, 
which  is  simply  arbitrage  between 
the  financial  futures  index  and  the 
underlying  stocks  the  index  repre- 
sents. If,  for  example,  the  S&P's  500 
was  at  280  and  the  June  future  was 
277,  it  pays  to  short-sell  a  parcel  of 
stocks  closely  mirroring  the  S&T's 
500  and  at  the  same  time  buy  the 
futures  contracts  at  a  discount.  The 
transaction  locks  in  slightly  over 
1%  for  holding  the  position  a  maxi- 
mum of  about  three  months.  It  only 
seems  like  chicken  feed.  The  trades 
are  on  about  5%  margin,  so  1%  be- 
comes close  to  20%  on  the  money 
actually  invested.  Annual  returns 
can  run  as  high  as  80% . 

Next  is  portfolio  insurance — a 
product  designed  to  protect  institu- 
tional portfolios  on  the  downside 
while  trying  to  give  them  almost 
the  full  upside  in  a  rising  market. 
This  is  done  by  selling  the  financial 
index  futures  as  the  market  goes 
down  against  the  stock  portfolio. 
The  loss  on  the  stock  portfolio,  ac- 
cording to  plan,  should  be  covered 
to  a  large  extent  by  the  profits  made 
shorting  index  futures.  But,  like 
many    academic    theories,  what 


looks  good  in  the  lab  can  act  like 
nitroglycerin  when  shaken. 

Finally,  there  are  large  numbers 
of  speculators  and  marketmakers  in 
futures  indexes  who  try  to  make  a 
killing  by  taking  big  naked  posi- 
tions on  the  buy  or  sell  side  on  a 
razor-thin  margin. 

What  nobody  anticipated — cer- 
tainly not  the  commodity  brokers 
busy  counting  their  profits  from 
these  new  products — was  just  how 
damaging  these  forces  could  be 
when  they  work  in  tandem.  Here's 
how  it  can  happen.  Take  the  case  of 
the  S&T's  500  June  futures  contract, 
trading  at  277  and  the  actual  index 
at  280.  The  discount  on  the  futures 
would  activate  programs  to  capture 
the  spread.  Index  futures  would  be 
bought  and  stocks  sold  in  large 
amounts,  driving  prices  down 
sharply.  This,  in  turn,  would  trigger 
portfolio  insurers  to  sell  index  fu- 
tures, putting  additional  pressure 
on  the  futures  to  stay  down,  which 
could  drop  prices  further.  The  more 
the  market  drops,  the  more  futures 
are  sold  by  portfolio  insurers. 

The  rapidly  falling  market  panics 
financial  index  traders  and  market- 
makers  as  their  slim  margins  van- 
ish. They're  forced  to  sell  at  any 
price — but  the  question  is  to  whom. 
Meanwhile,  as  the  January  incident 
made  clear,  panic  can  spread  like  a 
brushfire  out  of  the  futures  pits  and 
into  the  stock  market  itself,  where 
it  is  magnified  many  times,  as  both 
individual  and  professional  inves- 
tors stampede  for  the  exits.  Thus 
can  the  crapshooting  spirit  of  the 
commodity  pits  be  injected  onto 
the  floors  of  the  country's  major 
stock  exchanges  with  damaging  re- 
sults. Thus  can  giant  companies — 
IBM,  Exxon,  GM — start  trading  like 
commodities. 

It  makes  no  sense  to  margin 
stocks  at  50%  while  speculators 
can  sneak  through  the  backdoor  of 
the  commodity  exchanges  at  5%. 
To  date,  because  of  the  strength  of 
the  bull  market,  the  aberrations, 
large  as  they  have  been,  have  had  no 
effect  on  the  direction  of  the  mar- 
ket. But  in  a  more  frothy  market,  or 
one  plagued  with  major  uncertain- 
ty, the  effect  could  be  catastrophic. 
If  uncontrolled,  these  aberrations 
set  up  the  possibility  of  a  sharp  cor- 
rection, if  not  a  crash,  down  the 
road.  It's  my  guess  that  because  of 
these  dangers,  many  of  the  new  fi- 
nancial toys  will  be  severely  cur- 
tailed or  legislated  to  the  scrap  heap 
not  too  far  down  the  road.  ■ 
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Now  you  can  advertise  in  China's 
first  general  business  magazine . . . 


INTERNATIONAL  BUSINESS  AND  MANAGEMENT 

A  new  monthly  business  magazine  directed  to 
25,000  business,  trade  and  government  officials 
in  the  Peoples  Republic  of  China. 


International  Business  and 
Management  will  be  jointly  pub- 
lished by  Business  Week  and 
International  Management  and 
the  China  Foreign  Economic 
Relations  and  Trade  Publishing 
House  (an  organization  associated 
with  the  Chinese  Ministry  of  For- 
eign Economic  Relation  and  Trade). 

International  Business  and 
Management  will  consist  of  arti- 
cles translated  into  Chinese  from 
Business  Week,  Business  Week 
International,  and  International 


Management,  all  McGraw-Hill 
publications. 

International  Business  and 
Management  will  bring  to  the 
Chinese  business  community  a 
wide  variety  of  business  and 
economic  news,  financial 
trends,  management  tech- 
niques, and  product  and 
marketing  developments. 

Ads  will  be  translated  into 
Chinese  and  inquiries  will  be 
translated  into  English — at  no 
additional  cost  to  advertisers. 


For  more  information  contact  your  Business  Week  or  International  Management 
representative,  OR: 


NORTH  AMERICA 
LATIN  AMERICA 

Charles  L.  Menatti 
Business  Week  International 
1221  Avenue  of  the  Americas 
New  York,  NY  10020 
(212)  512-3867 
Telex:  232365  (RCA) 


EUROPE 

Kenneth  Davey 
Business  Week/Paris 
(1)42-89-03-81 
Telex:  642230  MCGHPUB 


ASIA 
Paul  Ishii 

Business  Week/Tokyo 
(3)  581-9811 
Telex:  22507 
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Competition  can  subvert  as  well  as  stimu- 
late, especially  when  the  competitors  are 
young . . .  and  on  Wall  Street. 

IT  ISN'T 
GREED  ALONE 


By  Srully  Blotnick 


My  staff  and  I  recently  asked  nearly 
1,200  individual  investors  to  de- 
scribe in  one  word  the  reason  for  all 
the  headline-earning  criminal  activ- 
ity on  Wall  Street  in  the  past  few 
years.  More  than  three  out  of  four  of 
them  replied,  "Greed." 

That's  part  of  the  story,  no  doubt, 
but  it's  a  smaller  part  than  most 
people  imagine.  There  is  another 
one-word  explanation  that  may 
shed  even  more  light  on  the  situa- 
tion: competition.  I  believe  the  men 
already  nailed,  and  a  much  larger 
number  who  haven't  yet  been 
caught,  have  been  trying,  fiercely, 
to  outdo  their  rivals. 

People  often  do  things  for  com- 
petitive reasons  that  succeed  only 
in  getting  them  into  hot  water.  This 
is  especially  so  of  young  men.  For 
example,  it  doesn't  take  much  goad- 
ing by  his  buddies  to  get  a  typical 
male  teenager  to  try  something  dan- 
gerous. The  potential  for  self-m- 
flicted  harm  decreases  somewhat  as 
he  enters  his  20s,  but  it  still  contin- 
ues at  a  high  level.  The  number  one 
cause  of  death  in  the  U.S.  for  males 
between  the  ages  of  15  and  30,  re- 
member, is  accidents. 


Srully  Biol) lick  is  a  business  psychologist 
unci  author  of  Ambitious  Men:  Their  Drives, 
Dreams  and  Delusions,  just  published  by 

Viking  Press 
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An  excess  of  energy  is  usually  a 
factor  in  these  fatal  episodes,  but  as 
it  turns  out  on  closer  examination, 
so  is  an  effort  to  keep  up  with,  or 
surpass,  someone  else's  daring.  "If 
he  could  go  through  that  curve  in 
the  road  at  60mph  in  his  car,"  said 
Robert,  a  21 -year-old  UCLA  junior, 
"I  knew  I  could  go  through  it  at 
70mph  in  mine."  Robert  didn't 
make  it  and  was  lucky  to  be  pulled, 
without  serious  injury,  from  the 
flaming  wreck  by  a  passerby. 

How  does  the  goading  work  later 
on,  on  Wall  Street,  where  it  eventu- 
ally costs  some  young  men  not  only 
their  professional  lives  but  their  lib- 
erty as  well?  It  need  be  no  more 
than  a  casual  remark — one  stock- 
broker, arbitrager  or  mergers  and  ac- 
quisitions dealmaker,  for  instance, 
saying  to  another,  "I  just  made 
$400,000  this  morning.  How  are  you 
doing?"  Unless  you  can  imagine  the 
adrenaline-like  effect  that  such  a  re- 
mark can  produce  in  ambitious 
men,  you  will  not  fully  understand 
the  current  insider  trading  scan- 
dal— and  the  future  one  that  I'm 
sure  we  will  see.  These  men  like 
winning,  but,  even  more,  they  hate 
losing. 

Let  a  colleague  pull  ahead  in  the 
race  for  riches,  and  they  suddenly 
become  consumed  by  the  desire  to 
close  ground.  Is  it  money  alone 
that's  on  their  minds  at  such  a  mo- 
ment? It  may  seem  to  be,  but  pride, 
not  wealth,  is  the  real  issue.  Hopes 
of  making  a  fortune  drew  them  to 
the  stock  market  in  the  first  place. 
Once  there,  however,  a  compelling 
need  to  hold  their  own  takes  over. 
They  have  no  intention  of  being 
classified  by  their  peers  as  inferior, 
inadequate  or  second-rate. 

Having  a  million  dollars  in  the 


bank  won't  save  them  from  this 
fate — even  earning  a  million  dollars 
a  year  won't — if  a  competitor  at  the 
firm  is  earning  2  million.  Absolute 
standards  simply  don't  apply.  These 
driven  men  start  to  use  a  relative 
scale,  connected  with  high  and  low 
man  on  the  totem  pole. 

It's  here  that  their  thinking  and 
that  of  the  public  diverge  drastical- 
ly. Many  investors  tell  me  they  just 
don't  understand  this  aspect  of  a 
wealthy  executive's  thinking.  Yet, 
anyone  who  resides  in  a  major 
American  city  frequently  engages  in 
this  kind  of  rationalization  without 
realizing  it. 

If  you  live  in  San  Francisco  or 
New  York,  say,  you  may  no  longer 
have  the  luxury  of  telling  yourself, 
"I'm  only  going  to  spend 
$100,000— and  that's  all— for  a  nice 
house.  That's  quite  enough."  Since 
other  people  living  there  set  the  fi- 
nancial standard  (not  consciously, 
of  course,  but  through  the  market), 
and  housing  prices  have  skyrocket- 
ed in  the  Bay  Area  and  in  New  York 
City,  you  may  end  up  spending  con- 
siderably more  than  you  planned  in 
order  to  get  what  you  want. 

So,  too,  on  Wall  Street.  Driven 
men  end  up  setting  their  financial 
sights  higher  than  they  ever 
thought  they  would — and  then  rais- 
ing them  yet  again.  Soon,  no  annual 
income  or  personal  net  worth  figure 
seems  too  large — or  unattainable.  "I 
can  get  there,"  they  insist  to  them- 
selves, "if  I  just  push  myself  hard 
enough." 

And  they  do.  Each  level  of  finan- 
cial achievement  only  makes  the 
next  level  on  which  they  automati- 
cally set  their  sights  appear  that 
much  more  reachable  and  realistic. 
If  cutting  a  corner  or  two  is  neces- 
sary along  the  way  .  .  .  well,  every- 
one else  is  doing  it,  so  why  not? 

In  short,  stepping  across  the  line 
that  separates  legal  from  illegal, 
moral  from  immoral  behavior  in  the 
investment  world  is  easier  than  had 
previously  been  thought.  That 
doesn't  excuse  any  of  it.  But  the 
temptation  is  great,  and  the  pres- 
sure is  there. 

Some  of  the  executives,  arbitrag- 
ers and  investment  bankers  being 
nailed  now  are  out-and-out  crooks 
who  would  probably  have  commit- 
ted crimes  regardless  of  the  profes- 
sion they  entered.  But  of  the  major- 
ity who  are  profiting  from  insider 
information,  it  can  truly  be  said, 
"There,  but  for  the  grace  of 
God.  .  .  .  "  ■ 
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BUSINESS  OPPORTUNITIES 


INDUSTRIAL  SITES 


INDUSTRIAL  SITES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.00/sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price 


•  Fully  Insulated 

•  Thermo  Pane  Windows 

•  Cathedral  Ceilings 

•  Exterior  Decks 


•  Built-in  Computer  Center 
which  allows  the  home 
to  perform  many  func- 
tions for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  one  distnct  representative  to  establish  retail  sales 

No  Real  Estate  License  Required 
Investment  Secured  by  Model  Home 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Dealgn 
Flexibility 


Protected  Territory 
Factory  Training 
Unlimited  Income  Potential 


Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home. 
Home  may  be  lived  in  or  used  as  an  office. 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1569 


BE  THE  BOSS 

vn  a  Sir  Speedy  Printing  Center  fran- 
ise.  Over  700  others  have,  ask  them 
Call  today  for  free  information. 

Speedy* 

PrirttirKj  Canters 

23131  VERDUGO  DRIVE 
.AGUNA  HILLS.  CA  92653-1347 
CALL  1-800-854-3321 


FINANCIAL  SERVICES 

|  IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

NO  RED  TAPE— NO  DELAY 

TOWERS 
CREDIT  CORPORATION 

A  subsid-jry  of  TFC  Towers 
•inanoal  Corporation,  an  OTC  Company 

200  Madison  Avenue 
New  York,  NY  10016 

212-696-0505 

Outside  New  York  Stole 

800-553-3322 

EXECUTIVE  SERVICES 


ieck  Ties  Narrowed 

Rediscover  some  old  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3 '/«"  (or 
state  width}  Great  birth- 
day or  Christmas  gift 
Send  S 1 3  50  for  each  set 
of  3  ties  to 
SLIM  TIES  CO. 
44  Monterey  Blvd ,  Dept  O 
Francisco.  CA  9413!        |«1S|  58S-610O 


COMPUTERS 


10  /hack -TANDY 


Our  lOih  year  of  DISCOUNTS 
MPUTERS  &  CELLULAR  PHONES 
Fgl.  Prepaid  Save  Tax 

FToll  Free  800-231-3680 
ITIRRYfTIRC  INDOSTRIESINC 
22511  Kaly  Fwy. 
Kaly  (Houslonl  TX  77450 
1-713-392-0747  Telex  774132 


SCELLANEOUS  FOR  SALE 


VESTMENT  GEMSTONES! 
ARANTEED  LIQUIDITY!!! 

wholesale  catalog.  Satisfaction  Old 
I  years'  Member: 

Jewelers  Hoard  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville.  Kentucky,  42345 
TOLL  FREK  1-800-626-8352 


FRANCHISING 


Franchise 

your  business! 

For  the  expert  help  you  need  to  become  a 
franchisor,  call  the  franchise  specialists 

rrancorp® 

CHICAGO  LOS  ANGELES 

20200  Governors  Drive  6033  W  Century  Blvd 

Olympia  Fields  IL  60461  Los  Angeles  CA  90045 
(312}  481-2900  (213)  338-0600 


FRANCHISE 


Your  Business. 


FRANCHISE  CONSULTING  GROUP,  INC 

101  Derby  Street,  Hingham.  MA  02043 
In  Mass.  (617)  740-2211 
Outside  Mass.  (800)  358-8011 


1 


TRAVEL 


EASTERN 

AIRLINES 

Bondholders 

For  Top  Current  Quotes 
on  Travel  Vouchers 
Call: 

800-443-8884 
212-529-0581 


BUSINESS  SERVICES 


YOUR  ADDRESS  IN  EUROPE 

Mail  forwarding  service  offers  re- 
direction of  letters  to/ from  European 
addresses.  Private,  confidential,  dis- 
creet. Send  for  free  details  Use  44  cent 
stamp  for  Air  Mail  to: 

Randall,  Am  Heiligenberg  34 
6352  Ober-Mocrlin,  West  Germany 


YACHTS 


DONATE  YOUR  BOAT 

Receive  Cash  +  Tax  Savings 

With  a  bargain  sale  10  a  charity,  our  cash 
purchase  +  your  income  tax  savings  give 
you  a  substantial  financial  return. 
Airplanes.  Kcal  l-.slale  &  Motor  Vehicles 

AMERICAN  INSTITUTE 
800-826-6840 
FL:  305-772-5773 


NEAR  SITED. 


NEAR  Interstates  16  and  95, 

NEAR  Savannah  International  Airport, 

NEAR  the  Port  of  Savannah. 

This  industrial  shell  building  is  in  the  Savannah  Port 
Authority  Industrial  Park,  10  miles  northwest  of  down- 
town Savannah  in  Chatham  County.  77,280  sq.ft. 
expandable  to  150,000  sq.ft.  on  8 
acres.  Masonry  and  metal  construction. 
23  ft.  ceiling  height.  For  sale  or  lease. 

For  more  information  contact:  Kevin  Shea, 
Savannah  Economic  Development  Partnership, 
P.O.  Box  128,  Savannah,  Georgia  31402-0128,  or 
call  1-800-722-8044  (In  Georgia  1-800-262-8525). 


Savannah 
Economic 
Development: 
Partnership 

FR387 


WINE  CELLARS 


WINE  CELLARS 


WlNECELLARS-USA 

High-Quality  •  American  Made 
Lifetime  \Varranty  on  Redwood  Racks 

Cuslom  Rack  Systems  and  Cellars  from  600  -  20,000  Bottles 
Standard  Features:  Wood  Construction*  Individual  Bottle  Nesting 
5  Vr  Warranty  on  Compressor*  Uniform  Temperature  &  Humid- 
ity and  Proper  Aeration*  120  VAC  operation-No  Special  Wiring 

Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

880  Bottle  Twin  Unit   4495  2795 

Earn  $  1 00  or  more  commission  on  sales  from  your  leads. 

Our  cellars  are  bigger,  better  &  cost  less!  Request  our  catalog  of 

rare  wines  &  other  cellars^  we  are  licensed  wine  merchants — Call 

Olympic  Sales  Co.  s.ncei947 

839S.LaBreaAve.,  Los  Angeles,  CA  90036'  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    »    We  Ship  Anywhere. 


AUDIO  TAPES 


EXECUTIVE  GIFTS 


^^Instant" 
foreign  Vocabulary! 

VocabuLearn  teaches  you  in  the  way 
you  learn  languages  best — through  sim- 
ple vocabulary,  not  cumbersome 
phrases.  Everything  is  contained  in  two 
90-mmute  stereo  cassettes  and  a 
pocket-size  dictionary.  Choose  Spanish, 
French,  Italian,  German,  Japanese, 
Korean,  Chinese  or  Russian.  Just  $19.97 
including  $1  25  shipping— post-paid  to 
FORBES  readers! 


For  MasterCard,  VISA  &  AMEX  orders 
Call  Toll  Free:  800-443-0100  Ext  615A 
Or  send  $19.97  to:  Penton  Overseas,  Inc. 

5959  Corvette,  Los  Angeles,  CA  90040 


MERCHANDISE 


STOP  SWEAT 
FOR  6  WEEKS 


DRIONIC  —  the  heavy 
sweater's  answer  to 
costly  and  embarrass- 
ing underarm,  hand  or 
toot  sweat  Short  treat 
ment  with  electronic 
Drionic  keeps  these 
areas  dry  tor  6  week 
periods.  Recommend- 
ed by  dermatologists 
everywhere.  Send  for 
free  information. 
Clinical  studies 
available  to  physicians. 

GENERAL  MEDICAL  CO 
Dept.  FOB  -  3 
1935  Armacost  Ave 

Los  Angeles,  CA  90025 


STAND-UP 
DESKS 


Ml')  Fondrcn,  Houston.  Icxas  77063 
(713)975-9721 
Outside  lexis  1-800-645-2065 


CIGARS 


.  35%  OFF , 

■      CALL  800-672-5544  ■ 


CALL  800-672-5544 

(NY  State:  212-221-1408) 


^MACANUDO  ROTHSCHILDS  jj 

|  $33.95  Boi  25  (6tt  RG42).  Save  S18.5s| 

Specify  Natural.  Claro,  Maduro  Wrapper.  _ 
I O  call  for  discounts  on  fresh,  perfecl  I 

"  PARTAGAS      MACANUDO    DO"  DIEGO 

IH.  UPMANN  MONTECRUZ  TE-AMO  ■ 
RAMON  ALLONES  .  .  .  ANY  TOP  BRAND!  | 

FREE  catalog  Send  check  or  M0  .  add  $2  for 

I shipping  N  Y  residents  add  sales  fax  I 
FAMOUS  SMOKE  SHOP  1 

■  Dept  104,  55  W  39»i  SI .  New  York  NY  10018  ■ 


J.  ... 

Commodities 


MONEY  &  INVESTMENTS 

Anxiety  about  the  impact  of  program 
trading  is  unwarranted.  The  stock  index- 
es are  gyrating  for  afar  simpler  reason. 

THE  NOT  SO 
AWFUL  TRUTH 


By  Stanley  W.  Angrist 


So  much  has  been  written  about  the 
alleged  evils  of  "program  trading" 
that  I'm  reluctant  to  add  to  the 
stream.  But  add  to  it  I  must.  Any 
time  the  market  has  a  bad  day, 
someone  is  sure  to  finger  program 
trading — that  is,  trading  based  on 
the  action  of  stock  index  futures 
and  the  action  of  the  stocks  under- 
lying them — as  the  villain. 

Only  a  part  of  the  anxiety  can  be 
dismissed  as  merely  the  shock  of 
the  new.  True,  these  instruments 
are  children  of  the  1980s.  But  even 
sophisticated  observers,  like  my 
colleague  David  Dreman,  see  cause 
for  concern  in  their  present  popular- 
ity. I  think  the  concern  is  unwar- 
ranted, and,  with  a  little  help  from  a 
friend,  I  think  I  can  prove  it. 

First,  let's  be  clear  about  what's  at 
stake.  Program  traders — big  players 
in  the  equities  markets  who  buy  or 
sell  stock  while  at  the  same  time 
selling  or  buying  stock  index  fu- 
tures— have  been  especially  blamed 
for  the  alleged  increase  in  volatility 
in  the  markets  and  the  terrible 
things  that  seem  to  occur  on  the 
four  Fridays  each  year — the  so- 
called  triple  witching  hours — when 
lutures,  options  on  those  futures 


Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 
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and  individual  stock  options  expire. 
But  Jack  Schwager,  director  of  fu- 
tures research  at  PaineWebber  in 
New  York,  has  taken  an  objective 
look  at  the  phenomenon  and  has 
concluded  otherwise.  (A  more  com- 
plete version  will  appear  in  the  April 
issue  of  Futures  magazine.)  I'm  per- 
suaded, and  I  think  you  will  be,  too. 

Most  of  the  interest  involves  the 
S&P's  500  stock  index  futures  con- 
tract. At  the  quarterly  expiration  of 
this  contract  the  cash  value  of  each 
share  in  the  index  is  added  up,  and 
open  futures  positions  are  settled  at 
that  price.  Prior  to  expiration,  that 
futures  contract  normally  trades  at 
a  premium  to  the  cash  stock  index. 

In  theory,  the  premium  should 
represent  the  difference  between 
short-term  interest  rates  and  the  an- 
nualized dividend  yield  on  the 
stocks  in  the  index.  Why?  By  pur- 
chasing the  futures  contract  on 
margin,  instead  of  the  underlying 


stocks,  most  of  an  investor's  funds 
(generally  more  than  90%)  are  free 
to  be  invested  in  short-term  inter- 
est-paying instruments,  such  as  T 
bills,  while  the  dividends  that 
would  have  been  received  had  the 
actual  stocks  been  purchased  are 
forfeited.  Futures  usually  trade  at  a 
premium  to  the  cash  index  because 
short-term  rates  are  generally  high- 
er than  the  dividend  yield  on  the 
S&P's  stocks. 

It  is  possible  to  calculate,  at  any 
given  time,  a  theoretical  fair  value 
for  futures  relative  to  the  cash  in- 
dex. When  futures  trade  significant- 
ly below  their  theoretical  premium 
level,  there  is  an  economic  incen- 
tive for  arbitragers  to  buy  futures 
and  sell  stocks.  Conversely,  when 
the  premium  of  the  futures  contract 
is  substantially  above  its  theoretical 
value,  there's  an  incentive  to  buy 
the  underlying  stocks  and  sell  the 
futures  contract. 

The  label  "program  trading" 
comes  from  the  use  of  computer 
programs  to  monitor  the  spread  be- 
tween futures  and  cash  and  to  signal 
whenever  the  spread  gets  signifi- 
cantly out  of  line  with  theoretical 
values.  (Frequently,  computers  ac- 
tually enter  the  orders  to  initiate  the 
buying  and  selling  of  the  stocks  and 
futures.)  All  this  number-crunching 
power,  it  is  alleged,  makes  for  exces- 
sive market  volatility. 

But  does  it  really?  Daily  fluctua- 
tions in  the  Dow  Jones  industrials 
in  excess  of  30  points  are  not  all  that 
remarkable.  Remember  that  when 
the  Dow  is  at  2000,  a  40-point  swing 
in  its  value  is  precisely  equivalent 
to  a  20-point  swing  when  the  Dow 
is  at  1000,  or  a  10-point  move  when 


Where's  the  proof? 

The  bar  on  the  left  shows  the  average  daily  percentage  price  change  in  the  cash 
value  of  the  S&P's  500.  The  bar  on  the  right  shows  the  maximum  daily 
percentage  price  change  for  the  same  index.  Trading  in  the  futures  contract  on 
the  S&P's  500  commenced  in  1983.  There  is  no  evidence  of  a  consistent 
increase  in  volatility  of  either  the  average  or  the  maximum. 
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ithc  Dow  is  at  500. 

The  chart  on  page  180  shows  the 
[average  daily  swing  in  the  cash  val- 
lue  of  the  S&P's  since  1970.  Where  is 
[the  case  for  an  increase  in  volatili- 
ty? In  fact,  since  the  beginning  of 
If  983,  the  first  full  year  of  stock  in- 
jldex  futures  trading,  the  average  chi- 
lly swing  was  equal  to  0.60%,  shght- 
lly  below  the  0.66%  average  during 
the  1970-82  period. 

Aha,  critics  might  argue,  using 
annual  averages  hides  the  sin  of  in- 
creased volatility  on  a  given  day.  Let 
them  look  at  the  maximum  daily 
(price  change  in  the  S&P's  cash  in- 
dex. The  chart  shows  that  in  3  of  the 
i  past  4  years,  the  maximum  daily 
j  price  change  was  actually  smaller 
than  in  10  of  the  13  years  preceding 
1983.  Even  giddy  1986  was  second 
|to  the  maximum  witnessed  in  1970 
and  only  slightly  larger  than  the 
Inumbcrs  for  1974  and  1982. 

Jack  Schwager  made  one  other 
test  to  see  if  volatility  has  increased 
since  the  advent  of  program  trading. 
He  examined  market  volatility  in 
the  two  weeks  preceding  the  triple 
witching  hours.  He  found  that 
while  volatility  is  slightly  higher  in 
the  two  weeks  prior  to  expiration, 
j  volatility  is  actually  lower  in  the 
tone-week  periods  directly  preceding 
the  witching  hours. 

The  conclusions  seem  inescap- 
able. Whether  one  focuses  on  price 
(changes  in  terms  of  annual  aver- 
ages, annual  maximums  or  averages 
during  the  weeks  prior  to  expiration 
of  futures,  there  appears  to  be  no 
! connection  between  market  volatil- 
ity and  program  trading.  Schwager 
[concedes  that  there  are  certain  days 
i  when  such  trading  increases  price 
iswings.  But  there  are  just  as  many 
days  when  program  trading  moder- 
ates price  swings.  (Complaints,  not 
surprisingly,  are  loudest  just  after 
days  of  sharp  sell-offs,  but  are  al- 
most never  heard  after  strong  up 
days.)  All  the  finger-pointing  not- 
withstanding, program  trading  is 
just  another  form  of  market  arbi- 
trage— a  force  that  generally  keeps 
irelatcd  markets  in  line,  thus  provid- 
ing stability. 

In  my  opinion,  this  so-called  in- 
crease in  volatility  has  come  to  the 
public's  attention  because  it  has  not 
recognized  the  higher  level  at  which 
the  market  is  now  trading.  In  time, 
swings  of  30  and  40  points  in  the 
Dow  will  be  accepted  for  what  they 
really  are — normal  daily  variations 
for  a  market  trading  at  a  level  twice 
what  it  was  ten  years  ago.  ■ 


More  earning  potential,  less  risk. 


NOW  VANGUARD 
CAN  GIVE  EVERY  INVESTOR 
"RELATIVE  PREDICTABILITY." 

Vanguard  Quantitative  Portfolios  is  a  fully  invested,  broadly 
diversified,  no-load  mutual  fund  for  any  investor  who  seeks  to  beat 
the  Standard  &  Poor's  500  Composite  Stock  Price  Index,  the  prin- 
cipal benchmark  of  the  U.S.  stock  market.  A  solid  goal,  considering 
the  S&P  500  Index  has  outperformed  more  than  60%  of  profes- 
sional equity  fund  managers  over  the  past  15  years,  as  measured  by 
SEI  Funds  Evaluation  Services. 

Computer  modeling  reduces  Fund  volatility. 

The  Funds  investment  adviser,  Franklin  Portfolio  Associates, 
uses  the  computer's  capacity  for  quantitative  analysis  to  create  a 
portfolio  from  a  universe  of  some  3,500  stocks.  The  Fund  portfolio 
has  fundamental  investment  characteristics  of  the  S&P  500. 

This  strategy  reduces  the  risk  that  your  investment  will  sub- 
stantially fall  short  of  the  stock  market's  results  in  any  given  year, 
while  providing  the  opportunity  for  relatively  superior  long-term 
returns— especially  in  IRAs,  which  offer  tax-deferred  compound- 
ing of  earnings.  And  there  is  a  built-in  performance  incentive.  If  the 
Fund  outperforms  the  S&P  500  by  at  least  2%  annually  the  invest- 
ment Adviser  is  paid  an  incentive  fee,  and  there  is  a  penalty  for 
underperformingthe  Index. 

With  Vanguard,  100%  of  your  money  works  for  you. 

•  No-load,  no  "12b-l"  fees,  no  charges  on  reinvestment  of  dividends 
or  capital  gains. 

•  Toll-free  telephone  exchange  at  the  then-current  net  asset  value 
with  other  Vanguard  Portfolios. 

•  $3,000  minimum  investment,  $500  for  IRAs. 

Call  I  800  662  SHIP    24  Hours,  7  Days 

ASK  FOR  OUR  FREE  Vanguard  Quantitative  Portfolios  Information 
Kit.  Or  send  in  the  coupon. 

IN  PHILADELPHIA  visit  our  Investment  Center  at  1528  Walnut 
Street. 


Vanguard  Quantitative  Portfolios 
I    Investor  Information  Dept.  93 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Vanguard  Quantitative  Portfolios  Information  i 
Kit,  including  a  prospectus  which  I  may  read  before  I  invest  or  send  money. 
I  understand  that  it  contains  complete  information  on  advisory  fees,  distri- 

■  bution  charges  and  other  expenses.  i 
Also  send  me  information  on  □  IRA  (71)   □  SEP-IRA(08). 

Name  

I    Address   I 

City  

■  State  Zip   ■ 

I  FB-M7-082  I 

THLyan^uardGROUP1 

€^OF  INVESTMENT  COMPANIES 


FORBES,  MARCH  23,  1987 


181 


Streetwalker 


Junk  bond  substitute? 

Last  September  Buffalo's  Marine 
Midland  Banks  agreed  to  acquire 
Philadelphia's  $5.5  billion  (assets) 
First  Pennsylvania  Corp.  after  Mar.  4, 
1990,  when  interstate  banking  be- 
tween Pennsylvania  and  New  York 
becomes  legal.  Marine,  which  already 
owns  some  of  the  bank's  preferred  and 
warrants,  will  acquire  all  of  First 
Pennsy's  outstanding  common  shares 
at  that  time  for  a  minimum  of  $585 
million.  "Minimum"  is  key  because 
common  shareholders  will  receive  in 
cash  the  greater  of  (1)  $15  or  (2)  $1 1 
plus  twice  the  cumulative  net  in- 
crease in  First  Pennsy's  consolidated 
retained  earnings  per  share  during  the 
period  from  Oct.  1,  1986  through  the 
last  day  of  the  month  preceding  the 
merger — after  as  much  as  35%  of 
those  earnings  has  been  paid  out  in 
common  dividends. 

Martin  Whitman  of  New  York's 
Whitman,  Heffernan,  Rhein  &  Co.,  an 
expert  on  bankruptcies  and  workouts 
who  has  followed  First  Pennsy  since  it 
was  reorganized  in  the  early  1980s, 
thinks  of  the  common  as  a  kind  of 
junk  bond  substitute  with  a  three- 
year  maturity.  The  stock  is  selling  at 
around  10 'A.  In  the  worst  case,  says 
Whitman,  the  deal  unravels,  and  you 
end  up  with  stock  with  a  present  book 
value  of  $7.50  a  share  and  improving. 

Alternatively,  the  merger  goes 
through  and  you  collect  your  $15  a 
share,  for  a  compound  annual  return 
between  now  and,  say,  March  1990  of 
around  13.5%.  Not  bad. 

But  Whitman  expects  the  return  to 
be  better  still.  On  a  pro  forma  basis, 
First  Pennsy  earned  68  cents  a  share 
in  1986.  He  thinks  earnings  will  aver- 
age $1.25  a  share  over  the  next  three 
years  and  that  dividend  payments  on 
First  Pennsy's  common  will  be  re- 
stored sometime  during  the  deal's 
holding  period.  Getting  $11,  plus  two 
times  the  retained  earnings  increase 
(less  dividends) — and  figuring  on  a 
March  1990  merger  date — could,  says 
Whitman,  amount  to  $15.88.  This,  to- 
gether with  dividends  received, 
makes  for  a  handsome  internal  rate  of 
return  of  around  19%.— Thomas  )affe 


Stain  wars 

In  January  44%  of  the  494  new  car- 
pet products  introduced  at  the  in- 
dustry's big  trade  show  in  Atlanta  em- 
bodied antistain,  a  fiber  technology 


New  stain-resistant  carpeting 
Manufacturers  will  clean  up. 


introduced  last  year  by  Du  Pont,  Mon- 
santo and  Allied.  Antistain  inhibits 
liquids  from  penetrating  and  being  ab- 
sorbed by  the  fiber,  and  it  is  fast  be- 
coming the  standard  in  an  industry 
that  is  already  doing  very  nicely. 

John  Baugh  of  Richmond's  Wheat, 
First  Securities  especially  favors  $325 
million  (sales)  Salem  Carpet  Mills, 
Inc.  of  Winston-Salem,  N.C.  Last  year 
Salem  earned  94  cents  a  share,  up 
25%.  Recently  HVi,  Salem  is  selling 
at  a  reasonable  10  times  Baugh's  1987 
earnings  estimate.  Better  yet,  Baugh 
figures  that,  with  help  from  the  new 
antistain  fibers,  Salem  should  be  able 
to  widen  its  pretax  margin  of  4.3% 
and  produce  really  impressive  earn- 
ings next  year. — T.J. 


Burlington  without  Boone 

Boone  Pickens'  Mesa  Limited  Part- 
nership recently  disclosed  that  as 
of  Dec.  31  it  owned  about  2.4%  of 
Burlington  Northern  Inc.,  the  Seattle- 
based  railroad  and  energy  concern. 
This  helped  send  BNI's  74  million 
shares  to  a  recent  66V2  on  heavy  vol- 
ume. But  few  think  Pickens,  still  re- 
covering from  his  run  at  Diamond 
Shamrock,  will  bid  for  $6.9  billion 
(sales)  Burlington.  No  one  is  even  sure 
Mesa  still  owns  the  Burlington  stock. 

Minus  the  Pickens  rumors,  how  ap- 
pealing is  Burlington?  Jeffrey  Stone  of 
New  York's  Wertheirn  Schroder  & 
Co.  thinks  it's  very  appealing  indeed. 
On  reported  earnings,  be's  looking  for 
$5  a  share,  vs.  last  year's  $3.46.  An- 
other plus:  Burlington's  huge  cash 
flow,  some  $14  a  share  in  1986.  After 
dividends  and  capital  spending,  Stone 
estimates  BNI  will  generate  $500  mil- 
lion—about $6.70  a  share — of  "free 
cash  flow"  this  year.  (He  is  excluding 


the  scheduled  repayment  of  $300  mfl 
lion  of  debt  because  he  expects  Bur] 
hngton  to  roll  over  the  amount  ) 

Stone  thinks  Burlington  will  us< 
some  of  the  cash  flow  to  raise  thi 
dividend,  now  $2  a  share,  substantial! 
ly,  or  buy  back  shares,  or  both.  Final) 
ly,  he  is  more  confident  of  Burling 
ton's  ability  to  cut  labor  costs  thai 
any  other  company  in  railroading.  H< 
thinks  Burlington  may  try  to  negotii 
ate  with  the  unions  next  year  sepal 
rately  from  the  rest  of  the  industry  i| 
order  to  reach  a  more  favorable  deal 
Stone  says  he  likes  the  stock  now 
Any  correction,  should  it  ever  come 
would  only  whet  his  appetite. — T.J. 


Burlington  Northern  engine 
Rolling  stock. 


Magnetic  attraction 

Bob  Arnett  of  San  Francisco's  sma 
but  influential  investment  bani 
ing  firm  Hoefer  &  Arnett  first  recon 
mended  Applied  Magnetics  Corp.  i 
March  1985,  when  the  stock  was  K 
Recent  price:  27lA.  Yet  Arnett  refuse 
to.  get  out  and  argues  that  more  is  ye 
to  come. 

Applied  Magnetics  is  the  compute 
industry's  largest  independent  mam 
facturer  of  magnetic  heads,  whic 
"read"  a  computer's  disk  or  tap 
Earnings  have  rebounded  smartl 
since  the  industry  slump  of  1984-8: 
$4.1  million  (61  cents  a  share)  for  th 
fiscal  year  ended  last  Sept.  30.  Bt 
Arnett  says  the  company  has  spet 
$45  million  on  a  five-year  researc 
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bid  development  program  on  thin- 
Film  magnetic-head  technology — cru- 
pial  for  ultrahigh  disk  speeds,  more 
[compact  data  storage  and  faster  re- 
trieval. Arnett  says  he  wouldn't  be 
surprised  to  see  APM  earn  over  $  1 .40 
i  share  in  calendar  1987  and  signifi- 
cantly more  in  1988. 

Shipments  have  been  running  at 
die  rate  of  $200  million  a  year,  and 
ong-term  debt  is  minimal.  Around 
18%  of  the  6.3  million  NYSE  shares 
ire  owned  by  insiders. — T.J. 


On  board 

Few  groups  have  performed  better 
recently  than  the  paper  stocks. 
Vlorgan  Stanley's  Thomas  Clephane 
:hinks  the  group  will  continue  to  do 
vvell,  and  he  offers  interesting  evi- 
lence  from  the  Japanese. 

Last  month  Daishowa  Paper,  Japan's 
:hird-largest  paper  company,  paid  a 
ich  $160  million  for  Louisiana-Pacif- 
ic's U.S.  linerboard  operations.  The 
apanese  are  high-cost  producers  of 
inerboard:  In  Japan  it  costs  $480  (at  1 60 
ren  to  the  dollar)  to  produce  a  ton  of 
inerboard,  vs.  $300  in  the  U.S.  For  this 
eason  Clephane  expects  the  Japanese 
o  make  more  linerboard  acquisitions. 

This  suggests  to  Clephane  that  it's 
ime  to  look  again  at  companies  that 
n  the  past  year  or  so  have  made  sub- 
tantial  acquisitions  of  linerboard  ca- 
>acity  at  prices  far  below  what 
daishowa  paid  for  L-P's  assets.  These 
nclude  Jefferson  Smurfit,  James  River 
md  Stone  Container.  The  stocks  all 
lad  big  gains  recently.  But,  Clephane 
ays,  the  strength  in  linerboard 
hould  be  viewed  as  a  part  of  a  growth 
ycle  with  more  to  come — including  a 
ubstantial  stepping  up  of  exports  to 
narkets  such  as  Japan.  In  short,  it's 
iot  too  late  to  buy  such  shares. 

One  stock  that  deserves  a  look,  in 
jllephane's  view,  is  Stone  Container, 
t  recently  hit  a  new  high  (85%),  is 
Splitting  2-for-l  and  has  raised  its  div- 
idend 33% .  Some  investors  have  been 
(urned  off  by  the  debt  it  took  on  to  do 
!1.3  billion  of  deals,  including  the 
oending  acquisition  of  Southwest  For- 
:st  Industries.  Debt  is  now  75%  of 
otal  capital.  But  Clephane  says  this 
everage  simply  increases  Stone's 
jtarnings  potential  at  the  right  time  in 
jhe  cycle.  Thus  he  estimates  the  com- 
pany will  earn  $5.70  a  share  this  year, 
lip  from  $1.78  in  1986.  Lately  he  has 
aised  his  estimate  for  1988  from 
j)8.60  to  $1 1  a  share  and  sees  at  least 
R0%  in  the  stock  over  the  next  year, 
fvith  or  without  attention  from  the 
apanese. — T.J. 


Go  ahead 

Kiss 
your 

deduction 
goodbye. 


You  might  as  well,  if  you  don't  have  an 
Individual  Retirement  Account  for  1986. 
And  for  some  investors,  this  is  the  last  year  to  take 
an  IRA  tax  deduction. 

The  good  news  is  that  there's  still  time  to  open  an  IRA 
with  Twentieth  Century  Investors.  All  it  takes  is  this 
coupon  or  a  quick  phone  call,  and  an  IRA  packet  will  be 
on  its  way  to  you.  Twentieth  Century  offers  you  a  family 
of  seven  different  mutual  funds  for  your  IRA,  and  an 
impressive  record  of  long-term  performance. 

Get  in  touch  with  Twentieth  Century  today,  and  say  hello  to 
a  great  tax  deduction! 

Want  to  know  more?  For  complete  information,  write  or  call  for 
our  free  IRA  Information  Kit  and  prospectus.  Please  read  the 
prospectus  carefully  before  investing. 


Call  toll-free: 


1-800-345-2021 


Please  send  a  free  prospectus  to: 


Name_ 


Address .. 


City- 


Stale- 


Zip. 


RO.  Box  419200,  Kansas  City,  MO  64141-6200 


No-Load,  No-Minimum  Mutual  Funds 
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Forbes  Presents  The 
Best  of  The  Good  Life 
In  Our  Best  Selling 
Issue  of  The  Year! 

Issue  Date:  Forbes  400  Oct.  26, 1987 
Closing  Date:  August  31, 1987 

Forbes,  long  recognized  for  providing 
important  business  information  that 
often  helps  build  fortunes,  will  exam- 
ine how  successful  professionals  en- 
joy their  wealth  in  a  special  advertis- 
ing supplement.  "The  Best  of  Every- 
thing," appearing  in  the  1987  Forbes 
400  Richest  Americans  issue,  is  a 
unique  opportunity  for  advertisers  of 
superior  quality  products  and  ser- 
vices to  reach  a  powerful  consumer 
market. 

"The  Best  of  Everything"  will  high- 
light the  high  life  of  rich,  upscale  con- 
sumers. Forbes  will  conduct  a  year- 
long search  for  the  best  resorts,  auto- 
mobiles, apparel,  jewelry,  airlines,  investments,  rec- 
reation, entertainment,  and  other  personal  and 
household  assets.  The  text  will  examine  the  quality  and 
overall  appeal  that  make  these  products  and  services 
"The  Best"  in  their  categories  and  part  of  the  affluent 
lifestyle. 

The  Best  List  and  The  Rich  List 

in  the  company  of  the  Forbes  400  Richest  Americans, 
?  Best  of  Everything"  will  provide  unique  insight 
nto  how  the  monied  set  spends  its  riches.  As  Forbes' 


biggest  issue  of  the  year,  it  offers 
tended  visibility  and  longevity  throi 
advertising  and  promotion  c; 
paigns,  plus  bonus  newsstand  di 
bution  totaling  150,000  copies, 
plement  advertisers  receive  addit 
al  merchandising  support  in  the 
of  free  reprints  of  the  section 
reader  service  card  listing. 

The  Best  Consumer  Audienc 

Your  message  in  "The  Best  of  Ev 
thing"  will  reach  Forbes'  wealthy  c 
sumers  who  have  substantial  bu^ 
power.  Forbes  reaches  nearly  2.6 
lion  total  affluent  readers  and  a  t 
guaranteed  circulation  of  720,000 
Forbes'  subscribers  : 

•  One  in  every  3.5  are  millionaires 

•  Average    household  income 
$139,000. 

•  Average  net  worth  is  $1 , 1 46,363 

•  78%  own  two  or  more  cars. 

•  67%  hold  valid  passports. 

•  91%  are  college  educated. 

•  75%  serve  or  drink  nationally  advertised  liquor. 

Sources:  Don  Bowdren  Associates,  1985;  MMR,  1986 

"The  Best  of  Everything"  may  be  your  best  opport 
ty  to  reach  these  highly  affluent  and  upscale  readei 
1987.  For  additional  information  on  this  special  ad 
tising  supplement, 
please  call  Arnold 
J.  Prives  at  (212) 
620-2224,  or  con- 
tact your  Forbes 
representative. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


("The  more  things  change.  . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  April  I.  1927) 

"The  price-level  trend  is  downwards. 
The  wage  trend  is  not.  Must  this  inev- 
itably bring  on  trouble? 
L  "In  the  old  days,  yes.  Today,  not 
mecessarily.  The  old  order  has 
changed.  America  has  always  been 
progressive  industrially;  but  the  effi- 
ciency achieved  in  the  last  ten  years 
was  never  equaled  in  prewar  times." 


Judge  Elbert  H.  Gary,  still  chairman  of 
United  States  Steel  Corp.  at  age  80 

"If  anyone  has  reason  to  be  proud  of 
his  years,  it  is  Elbert  H.  Gary.  He  is 
past  80  and  still  the  active  head  of  the 
greatest  of  America's  great  industries 
[steel].  Rumors  of  his  retirement  cre- 
ate no  flurry  now.  ...  At  70,  perhaps, 
or  at  75,  a  man  might  be  expected  to 
retire  because  of  his  age;  but  when  a 
man  passes  80  and  shows  not  the 
slightest  sign  of  waning  powers,  peo- 
ple begin  to  see  that  mere  years  are 
not  so  important  after  all." 


Fifty  years  ago 

(From  the  issue  of  April  I.  1937) 

"Private  reports  intimate  that  Walter 
P.  Chrysler  contemplates  building  an 
important  plant  in  Canada,  not  only  to 
furnish  that  market  with  Plymouths, 
but  to  supply  all  export  demands.  Have 
[John  L.[  Lewis,  his  lieutenants  and  sit- 
down  usurpers  of  American  automo- 
bile factories  stopped  to  consider  that 
their  high-handed,  lawless  action  is 
calculated  to  divert  all  possible  manu- 
facturing operations  across  the  Do- 
minion border?" 

"Price  rises  in  basic  commodities,  led 
spectacularly  by  rubber,  tin,  steel  and 
scrap  iron,  begin  to  take  hold  all  over 
world.  In  U.S.,  Bureau  of  Labor  Statis- 
tics wholesale-price  index  (784  com- 
modities) breaks  through  87  (1926: 
100),  highest  in  seven  years,  10% 
above  March  1936,  44%  above  March 
1933." 


Twenty-five  years  ago 

(From  the  issue  of  April  1.  1962) 

"Only  within  the  last  100  years  have 
pipelines  been  used  to  transport  oil 
and  oil  products.  The  world's  first  oil 
pipeline  was  built  in  1861  in  the 
Pennsylvania  oil  fields.  Six  miles  long 
and,  oddly  enough,  made  of  wood,  the 
new  line  replaced  wagons  that  had 
previously  carried  the  fuel.  .  .  ." 

"Britain's  largest  industrial  monolith, 
Imperial  Chemical  Industries,  tried  to  buy 
Courtaulds,  Britain 's  big  fibermaker,  but 
finally  admitted  defeat  last  month  when  it 
ended  up  with  only  37.6%  of  Courtaulds 
stock.  With  a  rare  display  of  corporate 
devotion,  some  150  Courtaulds  employ- 
ees—from chairman  to  charlady — 
marked  Id's  capitulation  by  attending 
services  at  265-year-old  St.  Vedas 
church. " 
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i 


Sherman  Fairchild 


"At  65,  businessman-inventor  Sher- 
man M.  Fairchild  presides  over  a  fi- 
nancial empire  as  glamorous  as  it  is 
valuable.  It  is  founded  on  the  modern 
aerial  camera  he  invented  at  the  age  of 
21,  and  on  a  $2  million  legacy  left  him 
by  his  father,  who  was  first  president 
and  chairman  of  International  Busi- 
ness Machines.  Fairchild  now  pre- 
sides as  chairman  of  three  corpora- 
tions bearing  his  name  and  over  a 
personal  fortune  conservatively  esti- 
mated at  $140  million." 


Ten  years  ago 

(From  the  issue  of  April  I.  1977) 

"So  why  is  the  same  pound  of  butter 
that  British  housewives  buy  for  any- 
where from  95  cents  to  $1.29  being 
sold  to  Russian  housewives  for  just  37 
cents?  Well,  this  year's  detente  spe- 
cial occurs  because  of  some  245,000 
tons  of  unwanted  butter  in  the  freez- 
ers of  the  Common  Market.  By  year- 
end,  the  golden  mountain  may  reach 
500,000  tons — and  might  have  hit 
750,000  but  for  the  recent  European 
drought.  The  glut  arose  because  Com- 
mon Market  farmers  get  a  guaranteed 
price  roughly  three  times  the  world 
market  price." 

"Britain's  grand  old  sex  symbol,  Di- 
ana Dors,  finds  that,  at  44,  she's 
amounting  to  more — much  more — 
than  her  onetime  37-24-35.  Her  only 
mistake  was  asking  third  husband 
Alan  Lake,  'Will  you  still  love  me 
when  I'm  old  and  fat?'  Lake's  deadpan 
reply:  'I  do.'  " 

— People  magazine 


FORBES,  MARCH  23,  1987 


187 


Tis  with  our  judgments  as 
our  watches:  none  go  just 
alike,  yet  each 
believes  his  own. 
Alexander  Pope 


Sometimes  a  fool  has  talent, 
but  never  judgment. 
La  Rochefoucauld 


When  we  are  too  young  our 
judgment  is  weak;  when  we 
are  too  old,  ditto. 
Blaise  Pascal 


In  giving  judgment, 
haste  is  criminal. 
Publilius  Syrus 


Men  judge  the  affairs 
of  other  men  better 
than  their  own. 
Terence 


As  a  man  advances  in  life  he 
gets  what  is  better  than 
admiration — judgment  to 
estimate  things  at 
their  own  value. 
Samuel  Johnson 


Most  people  suspend  their 
judgment  till  somebody  else 
has  expressed  his  own,  and 
then  they  repeat  it. 
Ernest  Dimnet 


He  hath  a  good  judgment 
that  relieth  not  wholly 
on  his  own. 
Thomas  Fuller 


The  ultimate  cynicism  is  to 
suspend  judgment  so  that  you 
are  not  judged. 
Marya  Mannes 


A  mistake  in  judgment  isn't 
fatal,  but  too  much  anxiety 
about  judgment  is. 
Pauline  Kael 


Thoughts 

on  the  Business  of  Life 


Judgment  can  be  acquired  only  by 
acute  observation;  by  actual 
experience  in  the  school  of  life, 
by  ceaseless  alertness  to  learn  from 
others;  by  study  of  the  activities 
of  men  who  have  made  notable 
marks,  by  striving  to  analyze 
the  everyday  play  of  causes  and 
effects;  by  constant  study  of 
human  nature;  by  the  cultivation 
of  a  spirit  of  fairness,  even 
generosity,  to  all. 
B.C.  Forbes 


Where  there  is  hatred 
in  judgment,  judgment 
is  blind. 
Erasmus 


Next  to  good  judgment, 
diamonds  and  pearls  are 
the  rarest  things  in 
the  world. 

Jean  de  La  Bruyere 


Acceptance  of  prevailing 
standards  often  means 
we  have  no  standards 
of  our  own. 
Jean  Toomer 


The  very  last  thing  that  men 
think  they've  got  the  most  of, 
they've  got  the  least  of, 
and  that  is  judgment. 
Josh  Billings 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc. ,  60  Fifth  A  ve. ,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Having  precise  ideas  often 
leads  to  a  man  doing  nothing. 
Paul  Valery 


The  wise  man  does  at  once  what 
the  fool  does  finally. 
Baltasar  Gracian 


Men,  like  nails,  lose  their 
usefulness  when  they  lose 
direction  and  begin  to  bend. 
Walter  Savage  Landor 


To  be  always  ready  a  man  must 
be  able  to  cut  a  knot, 
for  everything  cannot 
be  untied. 

Henri  Frederic  Amiel 


All  knowledge  resolves 
itself  into  probability. 
David  Hume 


A  Text . . ; 

Judge  not  according  to  the 
ajopearance,  but  judge 
righteous  judgment. 
John  7:24 


Sent  in  by  Carl  Wood,  New  York,  N.Y. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Decide,  v.i.  To  succumb  to 
the  preponderance  of  one 
set  of  influences  over 
another  set. 
Ambrose  Bierce 


Seek  simplicity  and 
distrust  it. 

Alfred  North  Whitehead 


The  path  of  civilization  is 
paved  with  tin  cans. 
Elbert  Hubbard 
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